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Disclaimer

Statements and opinions summarized in this presentation are my own and do 

not necessarily represent the official statements or opinions of any boards or 

committees of the American Academy of Actuaries, or any other actuarial 

organization, nor do they express the opinions of my employer. 
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About the American Academy of Actuaries

Founded 
1965
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What We’ll Be Covering

➢ Brief Historical Facts

➢ Overview of Social Security’s financial position

➢ Key drivers of Social Security financing

➢ Rationales underlying the very significant program reform legislation in 1983

– why didn’t the 1983 solution hold up as planned?

➢ What kind of program change is needed to make the system sustainable?

– introducing the Academy’s new Social Security Challenge web app

Note: the source for historical and projected data referenced in this report is the 2025 OASDI Trustees Report 

and intermediate projection assumptions unless otherwise noted.
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Brief Historical Facts

➢ On August 14, 1935, Franklin Delano Roosevelt signed the Social Security Act in law.

➢ Taxes under the Act were first collected in January of 1937. In 1937, the original contribution 
level was 1% of earnings, made by the employee and 1% made by the employer, up to an 
annual maximum level of earnings of $3,000. 

➢ Benefits starting in 1940 were ONLY available to those who had worked and contributed in at 
least 2 of the 3 years 1937-1939. 

➢ As time has progressed, the percentages contributed by the employer and employee have 
increased, as well as the annual maximum level of earnings. 

➢ Currently, the taxes are 6.2% for covered employees and 6.2% for employers, up to a maximum 
level of earnings each year. In 2025, the maximum is $176,100.

➢ Automatic annual Cost of Living adjustments were added in 1975; prior to that time, benefits 
were increased periodically by acts of Congress. The 2025 Cost-of-Living Adjustment is 2.5%.
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Social Security Has Two Trust Funds

➢ Social Security program is made up of two segments that have separate Trust Funds 

▪ Old Age and Survivors Insurance, referred to as OASI, which provides retirement and survivor 

benefits, and

▪ Disability Insurance, referred to as DI, which provides disability benefits.

➢ The two have separate trust funds, but historically, contributions have been reallocated 

between the OASI and DI funds to avoid depletion. 

➢ The Social Security Trustees Report is a detailed annual assessment by the federal 

government of the solvency of the Social Security program. Information is available in 

the Trustees Report outlining the OASI and DI programs separately, but also on a 

hypothetically combined basis.

1
5



© 2025 American Academy of Actuaries. All rights reserved.

May not be reproduced without express permission.

In 2024

➢ The OASDI combined program was providing benefit payments to about 68 million 

people at the end of 2024: 

▪ 54 million retired workers and dependents of retired workers, 

▪ 6 million survivors of deceased workers, and 

▪ 8 million disabled workers and dependents of disabled workers.

➢ During the year, an estimated 184 million people had earnings covered by Social 

Security and paid payroll taxes on those earnings.
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Guiding Principles

Safety Net

Basic floor of protection against 

loss of income due to:

▪ retirement 

▪ disability

▪ death

Universality

➢ Nearly everyone both contributes 

and benefits from the system

➢ Equal contributions as a percent 

of covered earnings

➢ Progressive formula provides 

more generous benefits for 

lower-wage earners as a percentage of 

covered earnings

1
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Two (Perhaps Conflicting) Policy Objectives

Individual Equity

Benefits based on the level of worker 

contributions:

➢ Formula benefits paid regardless 

of need

➢ Pre-benefit-commencement, payroll tax 

rates are a flat percentage of earnings up to 

a maximum 

➢ Benefit formula provides higher benefits 

(in $ not % terms) for workers who 

contribute higher amounts

Social Adequacy

Benefits are scaled to help mitigate 

old-age poverty:

➢ Replaces a portion of earned income when 

a worker retires or dies or becomes disabled 

➢ Provides income to spouses and other 

dependents

➢ Benefit formula tilts toward lower-income 

workers 

18

These concepts are discussed in depth in an Academy Issue Brief: Individual Equity and Social Adequacy (March 2021)

https://actuary.org/wp-content/uploads/2011/09/retirement-brief-IESA.pdf
https://actuary.org/wp-content/uploads/2011/09/retirement-brief-IESA.pdf
https://actuary.org/wp-content/uploads/2011/09/retirement-brief-IESA.pdf
https://actuary.org/wp-content/uploads/2011/09/retirement-brief-IESA.pdf
https://actuary.org/wp-content/uploads/2011/09/retirement-brief-IESA.pdf
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INCOME OUTFLOW

Benefit Payments

$1,471.4 B

Admin/Other

$13.3 B

2024 Social Security Financing

$2,788.5 B at YE 2023

Payroll Taxes

$1,293.3 B

Taxes on 

Soc Sec Benefits

$55.1 B

Trust Fund Interest

$69.1 B

$1,417.8 B for 2024 $1,484.8 B for 2024

19

During 2024, $67.0 B reserves were utilized to cover outflow, with a remaining Trust Fund Reserve 

amount of $2,721.5 B at the end of 2024.



© 2025 American Academy of Actuaries. All rights reserved.

May not be reproduced without express permission.

Income and Cost Rates

Projected Annual Cost and Tax Income as a Percentage of Taxable 

Payroll
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Key Drivers

In a (primarily) pay-as-you-go system, financial stability reflects a balance of multiple factors:

❑ Population growth/longevity

- the size of the work-eligible population 

- the period of time spent in retirement/receiving benefits

❑ Workforce participation/retirement

- these patterns impact the dependency ratio (# workers/# benefit recipients)

❑ Workforce productivity/payroll growth

- growth of taxable payroll is critical (the offsetting effect on benefits is long-deferred) 

❑ Trust fund return

- reserves are invested in special issue treasuries

- impacts the growth of the supporting trust funds

- main impact is during those years when the trust fund has accumulated sizable amounts 
(late 1990s to late 2020s) 
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1983 Reform’s Attempt to Address the Financing Issues

➢ The legislation was developed on a bi-partisan basis, with 
provisions affecting both benefits and taxes. 

 

➢ Key features were:

– increases in payroll tax rates 

– increases in normal retirement age phased in over the 
following 20-40 years

– some system benefits made taxable 

➢ The intent was to increase tax income from baby boom workers in 
advance of system requirements, thus building up a trust fund to 
address the increasing payout demands as that generation retired.

➢ This was expected to preserve system solvency until about 2063, 
at which time the baby boomers would have left the scene and 
population demographics would have stabilized.

➢      But trust fund reserve depletion is now projected in 2034.

Tax 

Rate

Taxable 

Wage Base

1983 10.8% $35,700

1984 11.4% 37,800

1988 12.1% 45,000

1990 12.4% 51,300

2000 12.4% 76,200

2012 12.4% 110,100

2025 12.4% 176,100

Year Age 65 Normal Ret. Age

Through 2002 65

2008- 2019 66

2025 and after 67
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But It’s Not Quite Working As Planned

Annual deficits grew faster than anticipated.

Trust fund accumulation was 

thus lower and peaked earlier 

than anticipated.

23
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Why Didn’t the 1983 Reform Solution Hold Up?

➢ Population forecasts made in 1983 were reasonably accurate, but 

economic forecasts fell short. 

➢ Taxable payroll did not grow at the rate anticipated

➢ Largely due to unanticipated growth in income inequality.

➢ Great Recession and slow recovery.

➢ Portfolio investment return rates fell short just as the level of assets 

peaked.
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A Social Security reform package may be a combination of these key elements:

➢ tax increase—payroll tax rates, taxable wage base, and/or taxation of investment income

➢ reduced benefits

Reform proposals often include other less significant “fixes”:

➢ increased minimum benefits (offsets impact of retirement age increases)

➢ reduced inflation-indexing

➢ increased taxation of benefits

Addressing the Social Security Imbalance

25

Planning any program change requires sensitivity in that there is strong (practical) interest 

in maintaining a social pact in which “nearly everyone pays and nearly everyone benefits.”
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Shaping a New Reform Solution

➢ Addressing Social Security’s financial status is a major undertaking, addressing 

a projected deficit that is measured at about 1.3% of the national economy, 

measured over the 75-year projection period from 2025 to 2099.

➢ In recent years, Social Security comprehensive reform proposals that would bring 

sustainable solvency have not been passed into law.

➢ Reform will involve reducing currently scheduled benefits or raising taxes.

➢ It’s clear that—just as in 1983—any viable reform proposal will need to be a 

bipartisan effort.
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A Few Proposals That Provide Sustainable Solvency

Larson (Dem) Proposal—focuses on tax increases

▪ major increase in payroll taxes

▪ minor bump in benefits at low-income levels

▪ more generous CPI increases (an elderly-focused index)

▪ slight reduction in benefit taxation

Johnson (Rep) Proposal—focuses on benefit cuts

▪ more significant bump in benefits at low-income levels

▪ major reduction in benefits at high-income levels

▪ increase in normal retirement age to 69 (short transition)

▪ reduction in inflation indexing (chained CPI, income cap)

▪ cap on spouse benefit

▪ major reduction in benefit taxation

Bipartisan Policy Center Proposal—a compromise

▪ significant increase in payroll taxes

▪ minor bump in benefits at low-income levels

▪ significant drop in benefits at high-income levels

▪ increase in normal retirement age to 69 (by 2070)

▪ reduction in inflation indexing

▪ cap on spouse benefit

▪ reduction to survivor benefit

▪ minor increase in benefit taxation

Simpson-Bowles Plan—bipartisan

▪ lower benefits for higher-income earners

▪ Increase the normal retirement age to 69

▪ taxes on the first 90% of income, up to increased limit

▪ minimum benefit of 125% of poverty level, if covered 
25 years

▪ cover newly hired state and local workers

▪ used chained CPI for cost-of-living increases

27
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Timing for Action is Becoming Critical…

Changes would necessarily be phased in to:

• avoid economic disruption

• give people time to plan and adjust

Delaying action spreads the pain more narrowly, and thus entails a need for greater 

tax increases or benefit cuts

                        

 (If precedent holds, those nearest to and in retirement status will be less impacted by any reductions)

Any workable long-term solution needs to address disparate interests and views

What’s required to achieve actuarial balance, if changes were made in the year listed

In 2024—increase payroll tax by 3.33%, or cut all benefits by 20.8%

In 2025—increase payroll tax by 3.65%, or cut all benefits by 22.4%

In (projected) 2034—increase payroll tax by 4.27%, or cut all benefits by 25.8%

28
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Crafting a Reform Solution

29

While the Social Security program is stable for now, changes will need to be made to continue paying full 

scheduled benefits after 2034.

Given all the conflicting objectives, how hard will it be to solve Social Security’s financial problems? 

The American Academy of Actuaries’ Social Security Challenge allows you to review an array of options for 

Social Security reform and consider how changes will affect younger workers, near-term retirees and the 

program’s long-term health.

29

https://socialsecurity.actuary.org/

https://socialsecurity.actuary.org/
https://socialsecurity.actuary.org/
https://socialsecurity.actuary.org/
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Cost of Living Adjustments

Change % of Shortfall Resolved
A2  Reduce COLA by 0.5% 27%
A3  Use Chained CPI 16%
A6  Use CPI for the Elderly -11%
A5  Increase COLA by 1.0% if age is past 65 plus life exp -3%

Change % of Shortfall Resolved
A2 Reduce COLA by 0.5% 27%
A3 Use Chained CPI 16%
A6 Use CPI for the Elderly -11%
A5 Increase COLA by 1.0% if age is past 65 plus life exp -3%
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Normal Retirement Age

Change
% of Shortfall 

Resolved
C1.2 Increase by 2 months/year until age 68 12%
C1.4 Increase by 2 months/year until is age 69, then 1 month 

every 2 years 36%

C2.7 Increase NRA and EEA by 3 months per year until NRA is 
69 and ERA is 64 in 2032 24%
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Family Benefits

Change % of Shortfall Resolved
D2 Reduce 50% spouse benefit by 1% per year until 

it is 33% 2%

D4 Change surviving spouse benefit to 75% of sum 
of survivor benefit and deceased spouse benefit 
(if greater)

-3%

Both of the above -1%
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Increasing Some Benefits

Change % of Shortfall Resolved
B5.2 Increase minimum benefit to 125% of poverty for 

people with 30 years of coverage -3%

B4.4 For a parent with no earnings providing care to child 
under age 6, allow up to 5 years to reduce the 35-
year requirement

-1%

Both of the above -4%

33



© 2025 American Academy of Actuaries. All rights reserved.

May not be reproduced without express permission.

Reduce Benefits for Future Retirees

Change % of Shortfall Resolved
B7.2 Reduce benefit by 5% for all future retirees 16%
B7.7 Reduce benefits in 2030 for those with income in 

excess of $60k/$120k 17%
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Change the Benefit Formula

Change % of Shortfall Resolved
B4.2 Phase in a 5-year increase in the number of years 

used to calculate benefits (40 instead of 35) 12%

35
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Change the Payroll Tax Rate

Change % of Shortfall Resolved

E1.1
Immediate increase in combined employee and 
employer rate from the current 12.4% to 16.0% 102%

E1.4
Increase by 0.1% per year starting 2029 until it is 
14.4% 39%

E1.8
Increase by 0.1% per year starting in 2026 until it is 
13% 14%
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Contribution and Benefit Base

Change % of Shortfall Resolved
E2.1 Eliminate the base entirely, and provide no additional 

benefit credit 67%

E2.2 Eliminate the base entirely, and provide benefit credit 
for all earnings 49%

E3.1 Increase the base to cover 90% of earnings and 
provide benefit credit up to the new limit 22%

E2.14 Tax earnings above $250k and provide some benefit 
credit 62%
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Additional Revenue for Social Security

Change % of Shortfall Resolved
F3 Include employer and employee premiums for 

employer health insurance as covered taxable 
earnings

28%

F6 Apply 6.2% on investment income as defined in ACA 18%
Both of the above 46%
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 Questions?
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Recent Academy Resources

55

55

The Relationship Between 
Social Security and Federal 
Government Deficits and 
Debt (October 2025)

Public Sector Workers Not 
Covered by Social Security 
(September 2025)

Significance of the Social 
Security Trust Fund 
(August 2025)

Highlights from the 2025 
Social Security Trustees 
Report (June 2025)

https://actuary.org/wp-content/uploads/2025/10/brief-retirement-SSdeficits.pdf
https://actuary.org/wp-content/uploads/2025/10/brief-retirement-SSdeficits.pdf
https://actuary.org/wp-content/uploads/2025/10/brief-retirement-SSdeficits.pdf
https://actuary.org/wp-content/uploads/2025/10/brief-retirement-SSdeficits.pdf
https://actuary.org/wp-content/uploads/2025/09/retirement-policypaper-UncoveredWorkers-2025-V2.pdf
https://actuary.org/wp-content/uploads/2025/09/retirement-policypaper-UncoveredWorkers-2025-V2.pdf
https://actuary.org/wp-content/uploads/2025/08/retirement-brief-SSTrustFund.pdf
https://actuary.org/wp-content/uploads/2025/08/retirement-brief-SSTrustFund.pdf
https://actuary.org/wp-content/uploads/2025/06/Retirement-Social-Security-2025Summary-Infographic.pdf
https://actuary.org/wp-content/uploads/2025/06/Retirement-Social-Security-2025Summary-Infographic.pdf
https://actuary.org/wp-content/uploads/2025/06/Retirement-Social-Security-2025Summary-Infographic.pdf
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New Membership Requirements

Apply to candidates seeking  

Academy membership on or after Jan. 1, 2026

Actuary.org/Member-Requirements

Actuary.org/Competency-Framework 

CompFramInfographic

56

http://actuary.org/Member-Requirements
http://actuary.org/Member-Requirements
http://actuary.org/Member-Requirements
http://actuary.org/Competency-Framework
http://actuary.org/Competency-Framework
http://actuary.org/Competency-Framework
https://actuary.org/about/governance/competency-framework/
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Tales From the Dark Side
Dec. 19, 2025 • Noon-1:30 p.m. ET

1.8 organized and professionalism continuing education (CE) credits

This annual webinar brings real-world professionalism challenges to light 
through case studies from the Actuarial Board for Counseling and 

Discipline (ABCD), with engaging stories and lessons drawn from issues 
that have arisen before the ABCD in requests for guidance and inquiries.

Academy Webinar
57
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https://actuary.org/event/webinar-tales-from-the-dark-side-2025/
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