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Congress could tap the $36-trillion Baby Boom wealth
transfer to help fund Social Security | Guest column

KARL POLZER

As we depart this Earth for a ‘better place’, the wealthiest generation in U.S. history has a
unique and painless opportunity to help Social Security survive its looming financial crisis.
Dying Baby Boomers are expected to leave behind a total of $36 trillion in assets,
according to The Washington Post. Members of Congress could tax this massive wealth
transfer to keep Social Security functioning in the near term. At the same time, they do the
politically difficult work of restoring the country’s most important public program to long-
term sustainability.

For the record, Baby Boomers now occupy 60% of the seats in the Senate and almost 40%
in the House.

Baby Boomers are expected to pass down trillions of dollars in wealth over the coming
decades, prompting new debate over whether a portion of those inheritances could help
shore up Social Security.

As it stands, Baby Boomers are likely too old to experience any financial pain from the
upcoming reforms needed to restore Social Security to solvency. People need decades to
adjust their retirement plans in response to major policy changes, especially if benefits are
cut.

At a Finance Committee hearing in June, Sen. Chuck Grassley, R-lowa, chair of the
subcommittee on Social Security, Pensions and Family Policy, pledged that no senior
approaching retirement age, or already receiving Social Security, will see a drop in benefits
as Congress considers controversial options to refinance the program. By the end of this
year, the youngest Boomer will already have celebrated their 62nd birthday — the earliest
age at which Social Security retirement benefits can be collected.

While Baby Boomers are likely to be held harmless, younger generations, who have paid the
same Social Security tax rate as they have, would be left worse off if benefits were reduced
in the future. Many might see this outcome as unfair.

As | described in a guest column in The Hill in May, several fiscally conservative think

tanks have recently proposed cutting Social Security benefits for the highest earners. A
proposal by the American Enterprise Institute, for example, would cap Social Security
benefits at about $25,000 a year.
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Over the next two decades — before longer-term reforms like these could likely take

effect — Social Security will need a total of about $8 trillion in additional funding to
continue paying promised benefits. A reasonable levy on Boomer estates could fill a large
part of the program’s short-term financing gap while leaving plenty of money for younger
generations to inherit. Small estates could be exempt. Nearly three-quarters of households
receiving an inheritance over that period will be in the top echelon of wealth in the country,
according to a recent study.

A 20% tax on estates of well-off Boomers would certainly be less disruptive than a sudden,
across-the-board 20% Social Security benefit cut, which will occur in about six years if
Congress does nothing. Inheriting $800,000 instead of $1 million, for example, would not
cramp the next generation’s lifestyles very much. A progressive tax on Boomer estates to
help fix Social Security would be equitable because it would affect the wealthiest the most.

Social Security Administration actuaries estimate the retirement program’s 75-year
funding gap at about $31 trillion — roughly equal to one year’s worth of U.S. gross domestic
product. Achieving Social Security solvency will require either raising the program’s
revenue by one-third or reducing benefits by about one-fourth by 2034, or some
combination of the two changes. If Congress fails to act by sometime in 2032, Social
Security’s trust fund will run out of reserves, and the government will only be authorized to
pay out about 80% of current benefits.

Over the past 12 years, the Center on Capital & Social Equity (CCSE) has urged Congress
to act quickly to stabilize Social Security’s finances and explored several ways this can be
done both in the short- and long-term.

With Social Security facing a funding shortfall, Congress should consider taxing a portion of
the $36 trillion Baby Boomers are expected to pass on to heirs as a fair way to strengthen the
program while pursuing long-term reforms, writes Karl Polzer.

Along with major demographic shifts, growing economic inequality has squeezed the
Social Security payroll tax's ability to fund the program. As Americans at the top of the
economic spectrum continue to amass equities, bonds and other assets, the portion of
nationalincome from capital investment has increased significantly, pushing down the
portion earned through labor. Because Social Security relies primarily on a payroll tax for
sustenance, the relative growth of capital income has been choking off a source of
revenue. Adding a tax on capital, as was already done for Medicare, could help remedy this
imbalance.

A much larger portion of national wage income now falls above the Social Security tax cap,
set at $184,500 for 2026. In 1982, only 10% of wage income was subject to tax above the
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cap, which is indexed for inflation. Now, as Dean Baker, a prominent American
macroeconomist, recently points out, that’s close to 18%. Revenue could be increased by
raising the tax cap so that Social Security taxes apply to 90% of total wage income, which
many experts say is the intended level. Even more revenue could be raised by eliminating
the tax cap.

Financing options CCSE has been exploring also include slowing the growth of initial
benefits through indexing changes; issuing very long-term bonds; receiving short-term
help from the Fed (in a pinch); and taxing estate and stock transactions. Pointing to

actuarial assumptions in the just-released trustees report reflecting a sharply falling U.S.
birth rate and immigration, we recently suggested that Congress develop policies that
increase the number of children and workers. In the long run, more kids and

workers could play a major role in expanding the economy and restoring financial stability
to both Social Security and the federal government overall.

CCSE strongly opposes raising the retirement age, as it would impact low-income
taxpayers far more on a lifetime cost-benefit basis. There is about a 10-year difference in
life expectancy between the highest and lowest earners. Lower-income Americans have
not been experiencing the same increases in life span that higher-income people have. A
higher retirement age would mean many more low-income Americans who paid Social
Security taxes would die before receiving any benefits.

In a statement to the Senate Budget Committee three years ago, CCSE pointed out that
drawing down Social Security reserves, which are intra-government I0Us, requires the
Treasury to issue more debt in the marketplace (though still on a relatively smaller scale
than debt needed to finance the rest of government operations). This means that Congress
could keep funding Social Security after trust fund depletion, at least in the short term, by
continuing to sell roughly the same number of bonds as were issued the previous year to
keep the program going.

We continue to explore equitable ways to bring Social Security into financial balance and
urge Congress to act as soon as possible. The longer Congress waits, the harder solutions
become.

Karl Polzer is founder of the Center on Capital & Social Equity and a longtime member of

the National Academy of Social Insurance. He was born in the middle of the Baby Boom
Generation.
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