
Last year, I penned an article discussing the primary problems with Social Security. To wit:

"According to the June 2017 snapshot from the Social Security Administration, nearly
61.5 million people were receiving a monthly benefit check, of which 68.2% were retired
workers.•Of these 41.9 million retirees, more than 60% count on their Social Security to
be a primary source of income. Of course, that dependency ratio is directly tied to
financial insolvency of the vast majority of Americans.• According to a Legg Mason
Investment Survey, US baby boomers have on average $263,000• saved in defined
contribution plans. But that figure is less than half of the $658,000 they say they will
need to retire. As noted by•GoBankingRates, more than half of Americans will retire
broke."

https://realinvestmentadvice.com/wp-content/uploads/2018/06/Social-Insecurity.png
https://realinvestmentadvice.com/the-insecurity-of-social-security/
https://www.gobankingrates.com/retirement/half-americans-retire-broke/
https://realinvestmentadvice.com/wp-content/uploads/2017/08/Retirement-Survey-080717.jpg


"This is a huge problem that will not only impact boomers in retirement, but also the
economy and the financial markets. It also demonstrates just how important Social
Security is for current and future generations of seniors. Of course,•the problem is
that•according to the latest Social Security Board of Trustees report issued last
month, those benefits could be slashed for current and future retirees by up to
23% in 2034 should Congress fail to act.•Unfortunately, given the current partisan
divide in Congress, who•have been at war with each other since the financial crisis,
there is seemingly little ability to reach any agreement on how to put Social Security on
sound footing.•This puts those ?baby boomers,?•78 million Americans born
between 1946 and 1964 who started retiring last year, at potential risk in their
retirement years.• While the Trustees report predicts that asset reserves could touch
$3 trillion by 2022, implying the program is expected to remain cash flow positive
through 2021, beginning in 2022, and each year thereafter through 2091,•Social
Security will be paying out more in benefits than it?s generating in revenue,
resulting in a $12.5 trillion cash shortfall between 2034 and 2091.•That is a problem
that can?t be fixed without internal reforms to the pension fund due specifically to two
factors: demographics and structural unemployment."

I was reminded of this discussion by a recent note from the Committee For A Responsible Federal
Budget•which updated the rather dire situation of the Social Security system.

"The Trustees for Social Security released their annual report today. As they have for
many years, their projections show that the Social Security program faces a large
and growing funding imbalance that must be addressed promptly to prevent
across-the-board benefit cuts or abrupt changes in tax or benefit levels. This
year?s report shows:

Social Security Will Run Permanent Deficits. For the first time since 1982, the
program will spend more than it raises in revenue and collects in interest. The gap
will total $900 billion over a decade. On a cash-flow basis, Social Security will run
a deficit of $85 billion this year and $1.7 trillion over the next decade.
Social Security Faces Large Long-Term Imbalances. The Trustees estimate
Social Security faces a 75-year shortfall of 2.84 percent of payroll (1.0 percent of
GDP), growing to 4.32 percent of payroll (1.5 percent of GDP) by 2092. That
means payroll taxes will need to be increased by 22 percent or scheduled benefits
cut by a sixth (or some combination) to ensure 75-year solvency; ultimately, taxes
will need to be increased by a third or benefits reduced by 26 percent.
Social Security Will Be Insolvent by 2034. The Trustees project depletion of the
Disability Insurance trust fund by 2032 and the Old-Age & Survivors Insurance
trust fund by 2034. On a theoretical combined basis, the trust funds will run out by
2034 ? the same as last year?s projections. At the time of insolvency, all
beneficiaries will face a 21 percent across-the-board benefit cut.
The Problem Is Similar To Last Year, But Has Deteriorated This Decade.•
Social Security?s 75-year shortfall rose from 1.92 percent of payroll in 2010 to
2.83 percent last year and 2.84 percent this year. The 2034 insolvency date is the
same as projected last year, but three years earlier than projected in 2010.
Lawmakers Should Start Making Changes Now. Social Security insolvency is
not that far away ? when today?s 51-year-olds reach the normal retirement age
and today?s youngest retirees turn 78. Waiting 16 years to act would mean any
tax hikes or benefit cuts have to be 35 to 40 percent larger.

Protecting Social Security?s solvency is vitally important for the country?s
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overall fiscal outlook and the 86 million beneficiaries who will be on the program
when the trust funds are exhausted in 2034. Swift action is needed to prevent
seniors, surviving dependents, and people with disabilities from facing abrupt cuts in
just a few years."

Here are the only two charts you need to see to understand the overarching problem.
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As stated above, the biggest problem for Social Security is that it has already begun to pay
out more in benefits than it receives in taxes.•As the cash surplus is depleted, which is primarily
government I.O.U.?s, Social Security will not be able to pay full benefits from its tax revenues
alone. It will then need to consume ever-growing amounts of general revenue dollars to meet its
obligations?money that now pays for everything from environmental programs to highway
construction to defense.•Eventually, either benefits will have to be slashed or the rest of the
government will have to shrink to accommodate the•?welfare state.?•It is highly unlikely the
latter will happen. Demographic trends are fairly easy to forecast and predict.•Each year from
now until 2025, we will see successive rounds of boomers reach the 62-year-old threshold.
•There are several problems that no one wants to address:

Each boomer has not produced enough children to replace themselves which leads to a
decline in the number of taxpaying workers.•It takes about 25 years to grow a new
taxpayer.•We can estimate, with surprising accuracy, how many people born in a particular
year will live to reach retirement. The retirees of 2070 were all born in 2003, and we can
see and count them today.
In 1950, each retiree?s benefit was divided among 16 workers. Today, that number has
dropped to 3-workers per retiree, and by 2025, it will reach?and remain at?about two workers
per retiree.•In other words, each married couple will have to pay, along with their own
family?s expenses, Social Security retirement benefits for one retiree.•
In 1966, each employee shouldered $555 dollars of social benefits. Today, each
employee has to support roughly $18,000 of benefits.•The trend is obviously
unsustainable unless wages or employment begins to increase dramatically and based on
current trends that seems highly unlikely.

The entire social support framework faces an inevitable conclusion where no amount of wishful
thinking will change that outcome.•The ONLY question is whether our elected leaders will start
making the changes necessary sooner, while they can be done by choice, or later, when
they are forced upon us. Just something to think about as you catch up on your weekend reading
list.
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?•I guess I should warn you, if I turn out to be particularly clear, you've probably
misunderstood what I've said." - Alan Greenspan

Questions, comments, suggestions ? please email me.
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