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~.don't cut it.

Why the Bowles-Simpson “Hardship Exemption” Won’t Work

The Bowles-Simpson deficit reduction proposal would raise the normal retirement age for receiving
full Social Security benefits from age 67 to age 69 and raise the early retirement age from 62 to 64.
(Technically, it indexes the retirement ages to longevity, meaning that the ages would continue to
rise eventually beyond ages 69 and 64.) The proposal includes a “hardship exemption” that would
allow workers to appeal for an exemption from the increases in retirement ages, so that they could
become eligible at age 67 for full benefits and remain eligible for early retiree benefits at age 62.

The Social Security Administration (SSA) would be tasked with designing “a policy over the next ten
years that best targets the population for whom an increased [early retirement age] poses a real
hardship.” This policy would begin to phase-in in 2022, when the ages would start rising beyond
ages 67 for full benefits and 62 for early benefits. Twenty-eight years ago when the normal
retirement age was increased to age 67, SSA was similarly mandated by Congress, but Congress
never took follow-up action.

There are two fundamental flaws with the Bowles-Simpson proposal to use a “hardship exemption”
to offset harm caused by raising retirement ages:

1) Because many older workers are likely to be excluded from any hardship exemption, Bowles-
Simpson will intensify existing hardships caused by the increase in the retirement age from 65
to 67 and future hardships caused by raising the early retirement age to 64 and the normal
retirement age to 69.

2) While a “hardship exemption” sounds reasonable, it is not likely to work.

The vast majority of Social Security retirees — 2 million out of 2.7 million in 2009 — accept
permanently reduced benefits before reaching the normal retirement age. Nearly half — 1.3 million
in 2009 — accept these benefits at age 62, when benefit reductions are largest. Many of these early
retirees have little or no alternative to claiming permanently reduced benefits.*

Below is a more detailed critique:

e Bowles-Simpson’s increase in the retirement age would cut benefits 13 percent on top of
an earlier cut of 13 percent. The eligibility age for a full Social Security benefit is already
increasing from age 65 to 67 for those born in 1960 or later. This amounts to a 13 percent,
across-the-board cut in benefits for workers born in 1960 or after, whether they retire at
age 62, 70 or any age in between.” The Bowles-Simpson proposal to raise the normal
retirement age to 69 would result in another 13 percent cut in benefits.
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Many middle-class workers may not be eligible for the hardship exemptions. For example,
to estimate the costs of the hardship exemption, Social Security’s Actuary assumed that it
would be available only to workers with average lifetime earnings below 400 percent of the
federal poverty level (FPL), irrespective of their occupations.3 Workers earning more than
$43,320 a year in 2009 would not qualify,* thereby excluding a huge number of retirees who
left work early due to physically demanding jobs, health conditions, job discrimination or
lack of employment opportunities.

A “hardship exemption” will not help many older workers who have health limitations
and/or work in arduous employment. Many older workers with health problems have little
or no alternative to claiming permanently reduced Social Security benefits at early ages.
Twenty-seven percent of all workers aged 60 to 61 report a “work-limiting health
condition,” with higher percentages reported for minority workers — 36.5 percent of African
Americans and 31.5 percent of Latinos.” Moreover, 45 percent of workers aged 58 and
older work in jobs that are either physically demanding or have difficult working conditions.®
These workers are likely to suffer the most by having to postpone retirement and/or accept
cuts in benefits.

The “hardship exemption” will not help unemployed older workers who find it difficult to
find employment after age 60, let alone age 67 or later. Unemployment for workers aged
55 and over was at an all-time high in 2010.” Once unemployed, older workers have a much
harder time finding new work and often “retire.” Age discrimination is often a cause. The
U.S. Equal Employment Opportunity Commission reported that there was a nearly 30
percent increase in age discrimination charges from 2007.% Not surprisingly, half of all
workers age 55 or older who lose their jobs end up retiring.9

A “hardship exemption” will do little to address the discrimination against low-income
persons and persons of color. A disproportionate number of low-income persons and
persons of color experience work-limiting health and employment problems. Moreover,
unlike the well-off, low-income workers have had little gains in life expectancy in the past
thirty years, regardless of their occupations. Raising the retirement age would cut their
benefits and significantly shorten retirement for many low- and middle-income workers. *°

A “hardship exemption” will do nothing for persons, usually women, who reduce paid
work to care for family members.'! Retirement is generally earlier for those providing
physical care to aging parents, spouses or other relatives. Women who give care are more
likely to retire than non-caregivers — five times more likely according to one study. ™

Consistent with the inherent difficulties of creating a hardship exemption, SSA’s Chief
Actuary, in developing cost estimates, determined that 60 percent of the very lowest
earners will see a benefit cut under Bowles-Simpson, because they will not qualify for
either the hardship exemption or the improved minimum benefit.**
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e The “hardship exemption” will hurt workers filing disability claims, and retirees seeking
the exemption are likely to face huge processing delays. The Social Security Administration
is already overwhelmed by disability claims, with a backlog for determining benefits
averaging 514 days."* By further depleting SSA’s human and financial resources, the
implementation of a hardship exemption will increase disability claims backlogs. Instead of
creating a new requirement resulting in more delays, Congress should improve the existing
system.

¢ Nothing was done to offset the problems created in 1983 for persons who are now being
disadvantaged by benefit cuts resulting from increases in the retirement age. The Social
Security Administration issued its findings in 1986 showing that 29.9 percent of new retirees
reported that they were either totally unable to work due to their health, or held jobs they
could not continue due to some combination of health limitations and/or the strength
requirements of their jobs."” No legislative action followed. If Congress wants to address
hardship caused by raising the retirement age, it should start with existing hardships
resulting from raising the normal retirement age to 67.
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