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Executive Summary

In recent articles, some commentators
have criticized the Social Security system as
being unfair to minorities. This criticism has
generated discussions about how minority
groups fare under the current Social Security
system and how they might be affected as
the system undergoes changes in the future.'
To understand the policy implications of any
changes for these groups, it is important to
understand the current system. This paper
addresses how minorities fare under the
current system and sets the stage for a later
discussion on how various changes to the
Social Security system may affect them.

The Social Security program is race-
neutral. That is, people in identical economic
and family situations are treated identically.
Rarely, however, are individuals in identical
situations; minority* groups, on average,
have different earnings and life expectancies
than whites, which affect the benefits that
minorities receive under the Social Security
system. They also have less retirement
income from other sources, on average, than
whites.

This paper shows that:

Social Security plays a larger role in
retirement income for minorities than
Jfor whites because minorities have
fewer other resources such as
pensions and assets.

Several aspects of the Social Security
system work to the advantage of
minority groups. For example,
minorities who tend to have lower
earnings (blacks and Hispanics)
benefit from the progressive benefit
formula, and those with shorter life
expectancies (blacks) benefit from the
disability and survivors benefits.

Minorities will become a greater
percentage of the U.S. population.
Minorities are expected to increase
from 25 percent of the population in
1990 to 47 percent in 2050, with most
of that growth due to an increase in
the Hispanic, Asian, and black
populations.

L. Social Security Plays a
Large Role for Minorities

Social Security is the nation’s largest
family protection program. Because Social
Security spreads risk among almost the entire
population and provides nearly universal
coverage, relatively few older individuals are
forced into situations where they are wholly
dependent on family members for retirement
income support.

The importance of Social Security for
minorities in retirement can be demonstrated
in a couple of ways. First, minorities rely on
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Social Security for most of their retirement
income because they lack other sources of
income and have fewer income-producing
assets than whites. Second, Social Security
benefits are particularly important to blacks
(aged 65 or older) who would have poverty
rates as high as 60 percent without Social
Security, while the poverty rate for whites
would increase to near 50 percent.’

Minorities Rely on Social Security
for More of Their Retirement Income

While Social Security is expected to be
only one part of a person’s retirement
income, many minorities rely on it for more
of their income than do whites. As chart 1
shows for those aged 65 or older in 1996:

About three-fourths of minority
beneficiaries rely on Social Security
for at least half their income, while
only two-thirds of whites rely on it
to the same extent.

Almost half of the minority benefi-
ciaries (45 percent of blacks and 44
percent of Hispanics) relied on
Social Security for 90 percent or
more of their income, compared
with 29 percent of whites.

A much higher percentage of
minorities relied on Social Security
for all of their income; 33 percent
of blacks and 33 percent of Hispan-
ics, compared with only 16 percent
of whites.

Fewer minorities have other income
sources.—Minorities rely more heavily on
Social Security due to a lack of other
income in retirement. Fewer elderly
minorities receive income from pensions
and assets than elderly whites. The
greatest difference, as shown in chart 2, is
in the receipt of income from assets; less
than 40 percent of blacks and Hispanics
have asset income, compared with more
than 60 percent of whites.

The differences in pension receipt are
likely to continue. Among current private
sector workers aged 21 to 61, fewer
minorities have pension coverage. In 1993
(the most recent data available), only 34
percent of black workers and 25 percent of
Hispanic workers had pension coverage,
compared with 45 percent of white
workers. In fact, the pension coverage
rate has dropped for white, black, and

Chart 1.—Proportion of income from Social Security benefits, by race,' 1996
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Source: Income of the Population 55 and Older, 1996, Social Security Administration, table
VI.B.1 and table VI.B.4.

Chart 2.—Proportion of income from pensions and assets for minorities aged 65 or
older, 1996
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table 1.3.

Chart 3.—Poverty rates for groups with and without Social Security benefit receipt,
by race/ethnicity, 1997
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Hispanic workers since the late seventies, but the decline has
been greater for minorities.*

Social Security Reduces
Minority Poverty

The importance of Social Security to minorities is empha-
sized by their current and potential poverty rates. Nine percent
of all Social Security beneficiaries aged 65 or older were in
poverty in 1997 (compared with 10.5 percent of a// elderly).

Without Social Security, 49 percent would have been in poverty.

The poverty rates for elderly minorities are even higher than for
whites. In particular, chart 3 shows that in 1997, elderly black
beneficiaries had the highest poverty rate (24 percent) of the
five racial/ethnic groups shown, while whites and Asians had
the lowest rates (8 percent). If these groups did not have their
Social Security benefits in 1997, around 60 percent of blacks,
Native Americans, and Hispanics would have been in poverty,
compared with slightly less than half of whites.

While the poverty rates vary among racial and ethnic
groups, they also vary within these groups. Women, on
average, have higher poverty rates than men. The greatest
difference in poverty rates between men and women is among
blacks and whites. For example, as shown in table 1, the
poverty rate for white women was 9.9 percent in 1997, while it
was 9.4 percent for Asians, 21.8 percent for Hispanics, and 26.2
percent for blacks.

Table 1.—Poverty rates for groups with and without Social
Security, by race/ethnicity and sex, 1997

In poverty with In poverty without
Socia Security Socia Security
Race/ethnicity Men Women Men Women
White.............. 44 9.9 41.7 53.2
Black.............. 19.6 26.2 55.7 65
Asian.............. 53 94 32.6 35.8
Hispanic origin.. 17.3 21.8 56.1 56.1

The sample size for Native Americans istoo small to present poverty
data by gender.

Source: Office of Policy, Social Security Administration, tabulations of
March 1998 Current Population Survey data.

11. Program Aspects of
Importance to Minorities

Although the Social Security system is race-neutral, several
features of the program are especially important to some
minority groups. The progressive benefit formula helps low
earners, many of whom are members of minority groups. The
survivors and disability insurance programs are also important
to minorities since they tend to have shorter life expectancies

than whites.

Progressive Benefit Formula

Social Security payments are based on a worker’s average
indexed monthly earnings (AIME). Workers who had higher
earnings will receive higher benefits. The program, however, is
progressive in nature so that the system returns a greater
percentage of pre-retirement earnings to low-wage workers than
to high-wage workers. Chart 4 shows the estimated levels of
replacement (or “replacement rates”)® for workers who retire at
age 65 in 2000,° with steady low, average, and high earnings.
Minority groups, who have a disproportionate share of low-
wage workers, receive more benefits in relation to past earnings
than groups that include more high-wage earners.

However, while the benefit formula is progressive, the Social
Security payroll tax is regressive when it is compared with the
earnings subject to the payroll tax. Although 94 percent of
workers have earnings below the taxable limit, the average
earnings of blacks are lower than those of whites. Therefore,
black workers are more likely to have all of their earnings
subjected to this tax. One feature of the tax system that
alleviates some of the payroll tax burden is the Earned Income
Tax Credit (EITC). This tax credit was originally designed to
offset the regressive payroll tax for families with children.

Minorities have lower earnings.—Social Security benefits
are dependent on an individual’s earnings. However, there are
substantial differences in earnings among blacks and whites.
Black’s median earnings in Social Security covered employment
were about $11,991, while white’s median earnings were $16,360
in1995.7

Although the Social Security benefit formula is progressive
and provides low earners with a higher proportion of their pre-
retirement earnings, workers with lower earnings still receive
lower dollar benefits. The actual dollar amount minorities
receive in benefits is lower than for whites because of their
lower earnings, as shown in chart 5.

Lifetime work patterns affect benefits.—Lifetime work
patterns affect Social Security benefits and other sources of
retirement income. Years out of the work force directly affect
Social Security benefits. The number of years in covered
employment is important in the calculation of Social Security
benefits. An individual’s benefits are based on the average of
the highest 35 years of earnings. Periods out of the work force
or with reduced earnings will add zero years or more years of
lower earnings into a worker’s benefit calculation.

There are differences by race and gender in the number of
years with no earnings in covered employment (zero years). In
1995, women who were age 61 (and fully insured for retirement
benefits) averaged 7 years out of the work force, out of 35
years, while men age 61 averaged about 3 years. This differ-
ence is, in part, because women more frequently take time out to
care for their children or elderly relatives.

Chart 6 shows that out of 35 years, black women had just
slightly fewer zero years out of the work force than white
women, but other minorities had many more. Part of the reason
for this difference may be that the “other” minority category
includes many immigrants who would not have had earnings
under Social Security for 35 years.®
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Social Security Survivors
and Disability Insurance
Protection

While Social Security retirement benefits
are important to all elderly groups, chart 7
demonstrates that a greater proportion of
white beneficiaries receive retired worker

Chart 4.—Income replacement rates for low-wage workers
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benefits than do whites. Disability rates are
strongly correlated to socioeconomic
factors, with low-income workers having
much higher rates of disability than workers
with higher incomes.’

Only 53 percent of black and 51
percent of other minority beneficiaries
receive retirement benefits (including
worker, spouse and children’s ben-
efits), compared with 72 percent of
white beneficiaries.

Minority beneficiaries are more likely
to receive disability and survivors
benefits than are whites. Twenty-five
percent of all black beneficiaries and
32 percent of all other minority
beneficiaries receive disability
benefits, compared with only 12
percent of whites. In addition, while
blacks comprised

11 percent of the population aged 18—
64 in 1996, 18 percent of all disability
awards were made to blacks.

Twenty-two percent of black and 17
percent of other minority beneficiaries
receive benefits from the

survivors program, compared with 16
percent of white beneficiaries. Also, 25
percent of surviving children benefits
were awarded to blacks, but blacks
make up only

15 percent of the population under

age 18.

Life expectancy.—Life expectancy varies
according to race and ethnicity. All else equal,
persons with higher life expectancies will
receive retirement benefits for a longer period
and therefore receive higher lifetime benefits.
On the other hand, those with lower life
expectancies and their dependents may
benefit more from the survivors and disability
aspects of the program.

Low Average High
Earnings

Source: 1999 Annual Report of the Board of Trustees of the Federal Old-Age and Survivors
Insurance and Disability Trust Funds, table 111.B5.

Chart 5.—Benefit amounts, by race and type of benefit, 1996'
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1Social Security data on race are collected when an individual applies for a Social Security card,
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groups not specified. Hispanics, however, can also be classified as white or black.

Source: Annual Statistical Supplement 1997 to the Social Security Bulletin, Social Security
Administration, table 5.A.1.

Chart 6.—Years with no earnings, by race' and sex, 1995
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1Social Security data on race collected before 1980 is limited to "black,” "white," and "other."
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not specified. Hispanics, however, can also be classified as white or black.
Source: 1937-95 1-percent active Continuous Work History Sample, for living nondisabled
workers at age 61 and fully insured for retirement benefits at the end of 1995.
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Chart 7.—Proportion of Social Security beneficiaries, by race!
and type of benefit, 1996
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In 1995, Asians and Pacific Islanders had the highest life
expectancy rates at birth and at age 65, while blacks had the
lowest (table 2). While whites, on average, had lower life
expectancy rates than Asians and Hispanics, they consis-

tently remain well above blacks.

Table 2.—L ife expectancy rate at age 65, by sex and

race/ethnicity
Hispanic
Sex Total White Black Asian origin
Both sexes... 174 17.6 15.6 21.2 21.2
Men............ 15.6 15.7 13.6 18.8 185
Women........ 18.9 19.1 17.1 229 21.8

Sources: (1) Health United States, 1996-1997 and Injury Chartbook , table 28
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1Social Security data on race are collected when an individual applies for
a Social Security card, not at the time of application for benefits. Data
collected before 1980 are limited to "black," "white," and "other." Other
minorities may include Hispanics, Asian and Pacific Islanders, and other
racial groups not specified. Hispanics, however, can also be classified as
white or black.

Source: Annual Statistical Supplement,1997 to the Social Security Bulletin,
Social Security Administration, table 5A1.

National Center for Health Statistics, 1997; and (2) Population Projections for
the United States by Age, Sex, Race, and Hispanic Origin: 1995-2050,
Current Population Reports, P-25-1130, 1996, tables B-1 and B-2.

Life expectancy trends show increases for all racial
groups, but whites are increasing faster. The difference in
life expectancy rates between blacks and whites has become
smaller in the past 50 years because of improved education,
health care, and working conditions. If these trends con-
tinue, life expectancy for blacks should continue to increase
in the future. However, the U.S. Bureau of the Census
projections'® for 1995 to 2050 show that although life
expectancy is increasing for all racial groups, it is increasing
most for whites. The gap in life expectancy between blacks
and whites is expected to grow while that between whites
and Asians and Hispanics is expected to narrow. These
expected trends emphasize the need to examine various
subgroups separately and the possibility of differences in
the types of benefits and reliance on the Social Security
system in the future.

II1. Minority Population Increase

Minority populations continue to make up an increasingly
larger proportion of the U.S. population.'" In 1997, the
majority of the U.S. population was white (72 percent), and
minorities made up only 28 percent of the population
(chart 8).

Due to high immigration and fertility rates, minority
populations will grow significantly so that by 2050, the
Census Bureau projects that the white population will decline
to 53 percent of the total population.

The increase in the proportion of various minority
populations will change the composition of the U.S. work
force and the face of the nation’s elderly. The great diversity
among minority populations is important to consider in the
analysis of the current and future Social Security system.
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In the future, Social Security will continue to play an
important role in the retirement security of our nation’s elderly
as well as to protect families against the total loss of income
due to the disability or death of a worker. While the composi-
tion of the nation may change, the need for economic security
will not. Minorities today rely on the retirement, disability, and
survivors benefits. Retirement benefits are especially important
to low-income workers, many of whom are minorities, who
depend on them as a secure source of income in retirement.

The progressive benefit formula also helps minorities who may
have had low earnings throughout their lives. In addition,
minorities depend on the disability and survivor’s benefits more
than whites. As these populations grow in the future, the
importance of Social Security most likely will also grow.

Chart 8.—Percentage distribution of the U.S. population in 1997,
and projected percentages for 2050, by race/ethnicity’
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Source: Statistical Abstract of the United States, 1998, table no. 19.
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