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Evaluating Senator Warren’s
Social Security Reform Plan
Introduction
Democratic presidential candidate Senator Elizabeth Warren has unveiled a plan to
significantly overhaul the nation’s Social Security system. Without changes to the system,
the Social Security Administration’s actuaries project that the trust fund underpinning the
system will be insolvent by 2035. Under current law, once insolvent, benefits must be reduced
to equal the revenue financing the system. It is unlikely that future lawmakers would allow
this to happen, but the system’s precarious financial status is a source of significant angst for
many Americans.
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emocratic presidential candidate Senator Elizabeth Warren has unveiled a plan to significantly overhaul
the nation’s Social Security system. Without changes to the system, the Social Security Administration’s
actuaries project that the trust fund underpinning the system will be insolvent by 2035. Under current
law, once insolvent, benefits must be reduced to equal the revenue financing the system. It is unlikely that future
lawmakers would allow this to happen, but the system’s precarious financial status is a source of significant angst
for many Americans.
Senator Warren’s reform plan addresses
Social Security’s financial challenges while
also substantially increasing benefits. Her plan
does this by increasing revenues by more than
the increase in benefits through higher payroll
and investment income taxes paid by highincome households. Under the plan, the Social
Security trust fund remains solvent until
2054—nearly 20 years more than is currently
projected. The net macroeconomic impacts of
the reform are small but positive in the long
run; the economic benefit of smaller federal
government deficits and debt load is largely
offset as high-income people reduce their
own work hours. The plan results in a much
more progressive Social Security system, as
high-income people shoulder the financial
burden of the plan, while low- and middleincome people benefit substantially.
This brief paper outlines Senator Warren’s
reform plan and evaluates its actuarial, macroeconomic and distributional impacts.

Warren reform plan
Benefit enhancements are significant under Senator Warren’s Social Security reform
plan. It will:
»» Increase average monthly benefits by
$200 for all Social Security beneficiaries.
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»»

»»

Assuming the plan is implemented beginning in 2020, the monthly benefit for
the typical beneficiary that year would
increase from $1,395 to $1,595.
Increase average monthly benefits by
$200 for all recipients of Supplemental
Security Income who are over the current
federal retirement age and who do not
receive the Social Security monthly benefit increase. This will benefit close to 1.1
million individuals.
Repeal the Windfall Elimination Provision and Government Pension Offset
for current and future Social Security
beneficiaries. The WEP is an adjustment
to Social Security benefits for those who
receive non-covered pensions and qualify
for Social Security benefits based on
other Social Security-covered earnings.
A non-covered pension is a pension paid
by an employer that does not withhold
Social Security taxes. Typically, they are
state and local governments or non-U.S.
employers. The WEP applies to nearly 1.9
million beneficiaries. The Government
Pension Offset may apply if a person
receives a pension from a government
job in which no Social Security taxes are
paid. In this case, some or all of that per-

»»

»»

»»

son’s Social Security spouse’s, widow’s, or
widower’s benefit may be offset due to
receipt of that pension.
Close the benefits gap between dualearner and single-earner survivors. A nonearning spouse in a single-earner household currently receives 100% in survivor
benefits after the earning spouse has
died. In dual-earner households, however,
the surviving spouse must elect either the
benefits from their own earnings at 100%
or the spouse’s benefits at 100%. This gap
is closed by increasing the survivor benefits in dual-earner households to 75% of
the total combined household benefits,
capped at the benefit for a worker with
average career earnings, or 100% of their
own or their spouse’s benefits, whichever
is greater.
Extend Social Security benefits to fulltime students over the age of 19 until
the age of 24 for those whose parent is
disabled or has died. This restores the
provision that was in place until 1983 and
extends coverage by two additional years,
from age 22 to 24.
Eliminate the minimum age requirement
for widows and widowers with disabilities,
so that they can receive 100% survivor
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benefits. Current law has an age minimum of 50, at which point widows and
widowers can claim highly reduced benefits. This change would permit widows
and widowers with disabilities to receive
full benefits when a spouse dies regardless of age.
»» Provide a caregiver credit for caregivers
of children under the age of 6, disabled
family members, or the elderly, for any
month away from or declined participation in the labor market. A credit would
be provided for each month of caregiving,
for individuals providing at least 80 hours
of care a month, so that total earnings for
the year are equal to 100% of that year’s
median annual wage for individuals who
earned less than 100% of the median annual wage during the time of caregiving.
The credit is provided to current beneficiaries retroactively by five years and to
future beneficiaries.
»» Provide a job training credit to individuals
participating in a job training or an apprenticeship program. These beneficiaries
could elect to have their income during
these job training or apprenticeship years
disregarded (and those years dropped
from the 35 years used to calculate average earnings) for calculating their average
indexed monthly earnings.
»» Increase the Special Minimum Benefit
to 125% of the Federal Poverty Level.
The special minimum benefit is a benefit
amount enacted in 1972 to provide adequate benefits to long-term low earners.
The eligibility requirement for this benefit
is also changed so that a year of coverage
is achieved through four qualifying credits in a year.
»» Use the increase in the Consumer Price
Index for the Elderly, or CPI-E, rather than
the increase in the Consumer Price Index
for Urban Wage Earners and Clerical
Workers, or CPI-W, to calculate the costof-living adjustment. This change would
increase the cost-of-living adjustment for
Social Security benefits by an estimated
average of close to 0.2 percentage point
per year.
Senator Warren’s plan also includes significant changes to the sources of revenue
3
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12.4% payroll tax. Under the Warren rethe so-called Gingrich-Edwards SECA tax
form plan, the taxable maximum would
loophole and would apply to all chapter
continue to grow with average wages,
S corporations.
but the $250,000 threshold would not
Actuarial impact of the Warren plan
change, so the gap between the two
would shrink. The taxable maximum is
Senator Warren’s Social Security reform
expected to exceed $250,000 by 2037.
plan puts the Social Security system on
After that, all earnings from jobs covered
much sounder financial ground. If the plan
by Social Security would be subject to
were fully implemented at the start of 2020,
the payroll tax. Below the taxable maxithe trust fund would remain solvent until
mum, the payroll tax would remain at
2054, nearly 20 years longer than under cur12.4%. The current-law taxable maxirent policy (see Chart 1). Moreover, the sysmum would still be used for calculating
tem is in substantially better financial shape
benefits, so scheduled benefits would not
throughout the 75-year actuarial horizon of
change under this alternative.
the system (see Chart 2).
»» Apply a separate 14.8% tax on investTable 1 shows the impact of each of the
ment income as defined in the Affordbenefit and revenue changes in Senator
able Care Act’s Net Investment Income
Warren’s reform plan on the system’s financTax, with unindexed thresholds equal to
es based on the dynamic actuarial present$250,000 for a single filer and $400,000
value balance ratio. This accounting measure
for married joint filers.
is equal to the ratio of the sum of the value
»» Broaden the investment income tax
of the trust fund and the present value of
base to include gross income and gains
projected revenues less payments over the
from any trades or businesses of an
75-year actuarial horizon to the present
individual not otherwise subject to the
value of taxable earnings. It is dynamic since
payroll tax. This would modify the curit uses the Moody’s Analytics model of the
rent definition of net investment income
U.S. and global economies to account for
to include the distributions received by
both behavioral and macroeconomic changactive S corporation shareholders, active
es that result from the benefit and revenue
limited partners, and active LLC memchanges in the reform plan. For example, the
bers, and the proceeds from the sale of
estimates account for the fact that higher
business property by non-trading active
payroll taxes under the reform plan create
business partners.
an incentive for employers and employees to
»» Apply the payroll tax to pass-through
change the composition of compensation,
business owners under the Self Employshifting from taxable compensation to forms
ment Contributions Act. This would close
of nontaxable compensation.
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Under current policy, the Social Security
benefits in the reform plan are the immedisystem’s dynamic actuarial present value
ate $200 increase in monthly benefits, the
balance over the 75-year horizon is projected adoption of the Consumer Price Index for the
to be -3.3% of the present value of taxable
Elderly to index benefit increases, and the reearnings. This compares with a -2.8% inpeal of the Windfall Elimination Provision and
termediate static balance projection made
Government Pension Offset. The other benefit
by Social Security’s actuaries in their 2019
changes are significantly less costly. Far and

Chart 2:

Table 1: Social Security (OASDI) Actuarial Balance Ratio
Dynamic long-run (2020-2094) actuarial PV balance as a % of PV of taxable earnings
Current policy

-3.31

Change in actuarial balance due to reform plan provision:
$200 Increase In Monthly Social Security Benefits
Adoption of CPI-E
Repeal Windfall Elimination Provision & Govt Pension Offset
Special Minimum Benefit to 125% of Poverty Level
Close Dual-Earner, Single-Earner Gap
Student Benefits to Age 24 For Dead/Disabled Beneficiaries
SSI Benefits for Beneficiaries Over Current FRA
Eliminate Age Minimum for Widows with Disabilities
Caregiver Credit
Job Training Credit

-0.83
-0.57
-0.40
-0.26
-0.16
-0.10
-0.06
-0.05
-0.03
-0.03

Subject Earnings Greater Than $250k to 14.8% Payroll Tax
Investment Income Tax (14.8% with $250K/400K thresholds)
Broaden Investment Tax Base
Tax Pass-Through Business Owners Under SECA

2.29
1.46
0.22
0.07

Warren reform plan

-2.09

Note:
The changes in actuarial balances for the individual provisions do not add up to the total, as the individual estimates
do not include the interaction effects among the provisions.
Source: Moody’s Analytics
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away, the largest revenue increases come
from subjecting earnings above $250,000 to
a 14.8% payroll tax, and taxing investment
income of individuals with earnings above
$250,000 at the same 14.8% rate.
After accounting for the reform’s benefit
and revenue changes, the Social Security
system’s dynamic actuarial present value
balance over the 75-year horizon narrows
to -2.1%. More reforms will eventually be
required to shore up the system’s finances,
but Senator Warren’s plan goes a long way to
addressing the system’s financial shortfall.
From the perspective of the federal government’s 10-year budget horizon, Senator
Warren’s reform plan would reduce the nation’s deficits by more than $1.1 trillion cumulatively over the 2020-2029 period.

Macroeconomic impact of the Warren
plan
The macroeconomic impacts of Senator
Warren’s reform plan are small, but ultimately positive. The most immediate impact
is to reduce real GDP growth in 2020, the
year the plan is assumed to be implemented,
by close to 0.2 percentage point. However,
the reduction in GDP is smaller than that
implied by the increase in payroll and investment income taxes, which is almost $100
billion more than the increase in Social Security benefits, equal to almost 0.5% of GDP.
While high-income households, who pay the
increased taxes, turn more cautious in their
spending, they can use their savings to offset the impact of much of the tax increase.
At the same time, low- and middle-income
households, who enjoy the increased retirement and disability benefits, quickly spend
the bulk of those benefits.
Real GDP growth is ultimately lifted by
the increase in national saving under the
plan. The federal government’s budget deficits and debt load are meaningfully smaller,
and high-income households who shoulder
the financial burden of the plan also eventually save more. The resulting increase in
national saving reduces long-term interest
rates, prompting more investment, which results in more capital formation and stronger
productivity growth. This macroeconomic
benefit takes several decades to be meaning-
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ful, but by the end of the 75-year actuarial
tribution have an estimated effective payroll
horizon, real GDP is just over 1 percentage
tax rate of about 2%, compared with over
point higher because of the reform plan than 10% for those in the middle 50% of the disit would have been otherwise (see Chart 3).
tribution, and 8% in the bottom 40% of the
Offsetting the benefit of the plan on GDP
distribution. Making more earnings taxable at
to some extent is the negative impact on the
the higher rate envisaged in the Warren plan
supply of labor. The lower after-tax earnings
goes a long way toward leveling the payroll
of high-income households for each additiontax rate faced by these high earners. Those in
al hour worked make other uses of time relathe top 1% of the earnings distribution would
tively more attractive, so these households
see their annual payroll taxes increase by apwork fewer hours, which lowers real GDP.
proximately $150,000, while those in the next
1% of the distribution would pay just over
Distributional impact of the Warren
$10,000 more annually in taxes.

Chart 3:

plan

Senator Warren’s plan to reform the
Social Security system would make the
system substantially more progressive than
it is today. That is, it would substantially
increase the tax burden on people with high
incomes, and while everyone would receive
more retirement benefits, the increase would
be much more important for the finances of
low- and middle-income households.
The increase in benefits under the plan
would immediately lift an estimated 4.9
million elderly people out of poverty under
the supplemental poverty measure. And for
those in the bottom half of the income distribution, the plan increases average Social
Security benefits by nearly 25%. Benefits
for those in the top 10% of the distribution
increase by less than 5%.
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Some caveats
Given the complexity and scope of Senator Warren’s Social Security reform plan,
there is a substantial amount of uncertainty
regarding its actuarial, macroeconomic and
distributional impacts, especially over the
75-year horizon. This evaluation relies heavily on previous analysis done by the Social
Security actuaries and the Congressional
Budget Office, since many of the provisions in the senator’s plan have been previously proposed and analyzed. Accounting
for the potential interactions between the
various benefit and revenue changes and
people’s behavioral responses to the changes
is challenging.
Going to the reform plan itself, it weakens
the link between the amount of taxes that

workers pay into the system and the benefits
they receive. Historically, that link has been
an aspect of Social Security considered important to its widespread popularity and political insulation. Calling upon high-earning
people to pay substantially more into the
system than they receive in benefits, as the
senator’s reform plan envisages, could hurt
its political appeal.
It is also important to consider that
Senator Warren has put forth a number of
other economic policy plans, including for
affordable housing, student lending, clean
energy and childcare, that are also financed
in large part by substantially greater taxes on
high-income and high net worth households.
Given this financial burden, there could
be significant behavioral changes by these
households that are difficult to gauge.

Conclusions
The Social Security system is in desperate
need of reform. If policymakers do nothing,
the system will become insolvent in about
15 years, which, under current law, will result
in significant cuts in Social Security benefits.
For financially precarious low- and middleincome Americans, this is an especially
scary possibility.
Senator Warren has put forward a
thoughtful and comprehensive plan involving
a range of changes to benefits and revenues
to reform the Social Security system. The
reforms put the system on much sounder
financial ground, extending its solvency
by almost 20 years into the middle of this
century. More reforms will eventually be
needed, but the plan goes a long way toward
addressing the system’s financial problems.
There are significant macroeconomic crosscurrents as a result of the plan, but the net
impact is a small positive. The distributional
impacts are much more substantive, with
high-income earners shouldering the financial burden of the plan and low- and middleincome people enjoying increased benefits.
The plan results in a much more progressive
Social Security system.
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