A

RE

NATIONAL
WOMEN'S
LAWCENTER

EXPANDING THE POSSIBILITIES

v

PORT

Obama Plan Fails to Adequately Protect Long-Term Social
Security Beneficiaries from Chained CPI

by Joan Entmacher, Katherine

Gallagher Robbins, and Abby Lane

April 2013

In his Fiscal Year (FY) 2014 budget, President Obama
proposes switching to the chained consumer price
index (CPI) to calculate the cost-of-living adjustment
(COLA,) for Social Security. The chained CPI would lower
the annual COLA,! reducing the value of Social
Security benefits by an amount that gets larger the
longer a beneficiary lives. It would cut benefits for
current beneficiaries as soon takes effect (in 2015,
under the President’s budget proposal).? It would be
especially harmful to women, because on average they
live longer than men, rely more on income from Social
Security, and are already more likely to be poor? And
the chained CPI is not a more accurate measure of
inflation for Social Security beneficiaries: the current
inflation measure already underestimates inflation for
the elderly and people with disabilities, the large
majority of Social Security beneficiaries, because it fails
to take account of their higher health care spending.*

Recognizing that the chained CPI is not just a technical
change but a benefit cut that would cause real
hardship for the oldest and poorest Americans,® the
President’s FY 2014 budget proposes some protections
for vulnerable beneficiaries.® First, the President's
budget proposes two small and gradual increases
("bump-ups”) in Social Security benefits to mitigate the
cuts for long-term beneficiaries. Second, the President’s
budget would exempt needs-based benefit programs
such as Supplemental Security Income (SSI) from the
chained CPI,” and would not use the chained CPI to
adjust the federal poverty guidelines, which are used
to determine eligibility for dozens of federal and state
programs.®
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For the typical single elderly woman:

« By age 75, before the first bump-up
begins, the cut from the chained CPI
would reduce her monthly benefit by an
amount equal to the cost of five days’
worth of food each month.

« By age 94, after the first bump-up has
ended and before the second begins,
the cut from the chained CPI would
equal the cost of more than four days’
worth of food each month.

» The bump-ups proposed in the
President’s budget would not restore
her monthly benefit to current-law
levels — unless she reached age 104.

This analysis examines how effective the bump-ups

for long-term beneficiaries would be in protecting the
typical single elderly woman — a woman with an initial
benefit of $1,100 per month ($13,200 per year), the
median benefit for single women 65 and older.® Social
Security provides about 73 percent of the median
annual income for single women 65 and older, which is
about $18,000.1°
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How the benefit bump-ups proposed
in the President’s FY 2014 budget
would work

The proposed bump-ups are small increases in benefits
that phase in gradually and start at different ages. They
are designed to reduce the impact of the chained CPI on
long-term beneficiaries. The first bump-up would start
atage 76. Its value when fully phased in would equal 5
percent of the average retiree benefit (an amount that
the White House estimates this year would be roughly
$800 per year or $67 per month). The bump-up would
phase in over 10 years at a rate of half a percent per year.
Thus, at age 76, the bump-up would add about $6.70 to
monthly benefits; at age 77, an additional $6.70, for a
total bump-up of about $13.40 per month that year; and
so forth, until reaching a total bump-up of about $67 per
month when fully phased in after ten years. (The chained
CPI would continue to apply every year, so the value of
the bump-up shrinks over time.) A second bump-up
would start phasing in over 10 years at age 95. Long-
term recipients of disability and other types of Social
Security benefits would also be eligible for bump-ups:
the first, starting in the 15th year of benefit receipt, and
the second in the 35th year. The chained CPI would be
applied starting in 2015; bump-ups would start in 2020.1

Before they get any relief from the bump-up,
cuts from the chained CPI would erode the
ability of elderly women to meet their basic
needs.

- For the typical single elderly woman, the cut from the
chained CPI would reduce her monthly benefit by $41
at age 75.12

« The average cost of food for a single elderly person
is about $56 per week or $8 per day; thus, a benefit
cut of $41 per month is equivalent to the loss of more
than five days’ worth of food each month.??

AGE 75 - 5 days
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After age 85, the cuts from the chained CPI
start growing deeper again.

When the first bump-up is fully phased in at age

85, the monthly benefit of the typical single elderly
woman would be $1,094, still $6 less than her current-
law benefit. This amount is equivalent to the loss

of almost one day's worth of food each month for a
single elderly person.t

* By age 94, before the second bump-up begins, the

chained CPI would cut her monthly benefit by $35,
the equivalent of losing more than four days’ worth of
food each month.®>

AGE 94 - 4 days
MONTH

The bump-ups would not restore the Social
Security benefit of the typical single elderly
woman to current-law levels — unless she
lives to 104.

At age 95, a second gradual bump-up in benefits
would start a 10-year phase in. But the benefit of the
typical single elderly woman would not be restored to
current law levels unless she lived to age 104.1

For an individual whose initial Social Security benefit
is equal to or higher than $1,107 per month ($13,284
per year) — just over the benefit of the typical single
elderly woman — the bump-ups proposed in the
President’s budget would never restore her benefit to
current-law levels.'’

Although few retired beneficiaries are likely to receive
the full benefit of the second bump-up, it would also
be available, and more relevant, for individuals who
start receiving disability benefits at an early age. For
a worker who began receiving disability benefits at
age 40, the second bump-up would be fully phased in
at age 82.18
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Effect of Chained CPI and Bump-Ups in President’s Budget on the Monthly Social Security

Benefit of A Typical Single Elderly Woman

51,200

51,180

51,160

51,140

51,120
St 51,100

1080 [ e T %1100
<100 \_/ S i

1,065
$1,059 L
51,040
51,020
65 70 75 80 8BS 90 95 100

s Current Law ===Chained CPl and Bump-Ups

X/
Source: NWLC calculations based on Social Security Office of the Chief Actuary Estimates, www.nwlc.org “
Current Population Survey, 2011, and the President’s Fiscal Year 2014 Budget

The cumulative loss from the chained CPI, * By age 104, with the second bump-up fully phased
even with the President’s two bump-ups, is in, though her monthly benefit would be back to

substantial.

current-law levels, the typical single elderly woman
would have a cumulative loss in benefits of almost

« By age 85, with the first bump-up fully phased in, the $10,200.°
typical single elderly woman would have a
cumulative loss in benefits of almost $6,000. By age
94, the cumulative loss would be more than $8,300.1°

Cumulative Loss in Social Security Benefits for A Typical Single Elderly Woman with Chained

CPI and Bump-ups in President’s Budget
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Conclusion The chained CPI cannot be justified as a more accurate
_ ' measure of inflation for the elderly and people with
The President’s proposal to bump-up benefits for long-  disabilities — and it targets the very old and people

term Social Security beneficiaries, although it reduces with long-term disabilities for the deepest cuts. These
the cuts to Social Security from the chained CPI (and populations are also the most likely to have stopped
exempts SSIand other needs-based programs from its  \yorking, exhausted other assets, face increasing health
application), fails to adequately protect many care costs, and be living without the support of a
economically insecure elderly women who rely heavily spouse. Ensuring that all vulnerable beneficiaries are
on Social Security — and adequate cost-of-living fully protected from the chained CPI is not feasible;?
adjustments — to make ends meet. Although the the better way to avoid doing harm to elderly women
design of the bump-ups could be improved, the and other at-risk populations is to reject the use of the
fundamental problem is with the chained CPI itself. chained CPL
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