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There is a backstop, but it’s a draconian one.

When the horse-trading begins on a package to restore financial balance to
the Social Security program, one item that should be considered is some
form of automatic adjustment mechanism. While the financial implications
of the ultimate package will be based on the best assumptions regarding
wages, prices, and demographics at the time, these assumptions may not
pan out, and the system might once again be heading for deficits. And U.S.
policymakers are terrible at addressing Social Security’s financial problems
before we are about to fall off a cliff.

The last major piece of Social Security legislation was enacted in 1983 -
exactly forty years ago. At that time, the program was within months of
being unable to pay full benefits. Today, we face the prospect of a 23-
percent benefit cut in 2033 when the assets in the Old Age and Survivors
Insurance (OASI) trust fund are depleted.
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Policymakers have known for decades that the OASI trust fund would be
exhausted in the 2030s (see Figure 1) but have taken no action. Not acting
has costs. It undermines Americans’ confidence in the backbone of our
retirement system and causes some to claim their benefits early, hoping that
those on the rolls may be spared future cuts. More importantly, delaying
action means the eventual changes must be more abrupt, and fewer

generations participate in the fix.



Figure 1. Projected Years Until Social Security’s OASI Trust Fund Is Depleted
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Source: 1984-2023 Social Security Trustees Reports.

One way to avoid repeated crises and restore confidence in the financial
stability of the Social Security program is for any package of solutions to
include a mechanism that automatically adjusts revenues or benefits if
shortfalls emerge. As of the most recent OECD report on retirement
programs, many countries have mechanisms that link the parameters of
their programs to changes in either economic or demographic
developments, and seven have automatic balancing mechanisms explicitly

designed to ensure that the retirement plans are fully financed (see Table 1).



Table 1. Automatic Balancing Mechanisms for Retirement Programs in OECD Countries

Affects
. Period Future Current P
Country Based on the change in... assessed  benefits  benefits Contributions
The estimated minimum
* *
Canada contribution rate 75 years
Finland Ratio of reserve fund size to ! "
SR expected expenditure year
Equivalized pensioners to * * N
Germany contributors ratio Lyear
Ratio of reserve fund size to
* * *
Luxembourg expected expenditure 10 years
Funding ratio (fund value
* *
Netherlands over liabilities) 1 year
Balance ratio of notional
* *
Sweden assets over liabilities Long term
Ratio of total assets plus
United States income over scheduled 1 year ¥ *

benefits

Source: OECD. 2021. “Pensions at a Glance.” Table 2.6.

As you can see, the United States is included on this list. We, in fact, do have
a mechanism to ensure that the system is fully funded. When the trust fund
is depleted, Social Security must cut benefits to the level of incoming
revenues - hence, the projected 23-percent benefit cut in 2033. This
mechanism is a very draconian way to spur action - and it doesn’t seem very

effective, except at creating great anxiety among older workers and retirees.

The Canadians have a much more civilized approach - perhaps one that
could serve as a model for the United States. It is a backstop arrangement
that is activated only in the absence of a political agreement. Mechanically it
works as follows. Every three years, the Chief Actuary estimates the
minimum contribution rate needed to finance the system over 75 years. If
the required rate exceeds the legislated rate and policymakers cannot agree

on a solution, the backstop kicks in. In that case, the cost-of-living



adjustment is frozen, and contribution rates are increased by 50 percent of
the difference between the legislated and the required rate for three years
until the Chief Actuary’s following report. The mechanism thus avoids

uncertainty about the system’s financial stability over time if policymakers
fail to act.

We don’t have to adopt the specifics of the Canadian backstop mechanism,
but including some automatic adjustment in the face of inaction would
improve confidence in the long-term stability of our Social Security program.



