SOCIA Social Security Works
CELIIR 815 16th St NW
Washington, DC 20006

socialsecurityworks.org

February 2021

Enacting a $15 Minimum Wage is a
Win for Social Security

Today's federal minimum wage' is only $7.25 an hour. It is worth less and buys less than it did

a half century ago.? At the same time, the United States is at its wealthiest moment in history.
The inadequate minimum wage hurts low-wage workers. In fact, it hurts all workers,? as well as
the economy.

In addition, the inadequate minimum wage harms Social Security’s finances and reduces the
economic security our Social Security system provides America’'s working families. It has made
income and wealth inequality much worse, which is both destabilizing and immoral. Updating
the minimum wage to at least $15 an hour, as proposed by the Raise the Wage Act, is imperative
for the wellbeing of the entire nation.*

Updating the Minimum Wage Would Improve
Social Security’'s Finances

Contributions from workers’ wages, matched dollar for dollar by their employers, are Social
Security’s primary source of revenue. When the minimum wage increases, Social Security’s
revenue also increases. In 2018, around 1.7 million workers earned the minimum wage.®
Moreover, 22.3 million essential workers are in occupations with a median wage of less than $15
per hour.® Altogether, approximately 47.7 million workers in 2018 were employed in jobs with
median wages of less than $15 an hour.’

Research from the Economic Policy Institute concluded that raising the minimum wage to
$15 per hour in 2025 would directly or indirectly lift the wages of 32 million workers. If these
workers earned $15 an hour, they would earn an additional $107 billion a year.®Each of those
workers would contribute 6.2 percent of those wages to Social Security, matched dollar-for
dollar by their employers.

The gains to Social Security’s revenue would be even greater. People up and down the income
ladder receive higher incomes when the minimum wage is increased.® All those increased



wages result in increased Social Security premiums. Those premiums are assessed against
those higher wages, bringing in billions of dollars of additional revenue.

Furthermore, updating the minimum wage increases the average level of wages nationwide,
which results in more income for Social Security. As the annual Social Security Trustees
Report® explains: “The average level of nominal earnings in OASDI covered employment for
each year has a direct effect on the size of the taxable payroll....”
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Updating the Minimum Wage Would Increase the
Social Security Benefits Working Families Earn

Updating the minimum wage would increase retirement security and reduce the threat of the
nation’s looming retirement income crisis. A 2019 report from the Economic Policy Institute
describes in detail how the disappearance of traditional pensions has seriously damaged
Americans’ retirement security. While the stark inadequacy of 401(k)s is eroding retirement
security for everyone, disparities in retirement savings between different demographic groups
of Americans are continuing to rapidly increase.™

Although opponents of updating the minimum wage falsely claim it is mainly paid to
teenagers, ** the reality is that many older workers receive the minimum wage. Around one out
of three are over age 40 or older;® one out of six are over age 55.*

Moreover, those most at risk in retirement, including women and people of color, would be
most benefited by updating the minimum wage. While women made up 50 percent of the
workforce® in December 2019, they constitute 59 percent of those who would benefit from an
increase to a minimum wage of $15 an hour.* Similarly, 13 percent of African Americans and
17 percent of Hispanics comprise the work force in 2018 but 31 percent of African Americans



and 26 percent of Latinos would receive a raise if the federal minimum wage increased to $15 an
hour.”

If a single worker were to earn the current minimum wage her whole life, and claimed Social
Security benefits in 2021 at her full retirement age, she would receive a monthly benefit of just
$979.80.7 In contrast, if she had earned $15 an hour, her monthly benefit would be $1,409.60.
That is a Social Security benefit increase of over $5,000 - $5,157.60, to be exact - each
and every year for the rest of her life! Each additional dollar in wages increases a worker’s
Social Security benefits.?

And that $979.80 is the benefit if she works to her full retirement age (age 67 for those born in
1960 or later). If she retires prior to her full retirement age, the monthly amount is even lower.
Today, a lifetime minimum-wage worker with a 40-year work history receives a Social Security
benefit of only $685.80/month if they retire at 62, as most workers - often for health reasons -
do. This is well below the poverty level.*

A core American value is that people who work hard and play by the rules should not have

to live—or retire—in poverty. The proposed update in the minimum wage would empower
workers to provide for their own retirement security through work. Since benefits are directly
related to career average earnings, more earnings would yield higher benefits.

As of 2019, 12.8 percent of seniors live in poverty (according to the most up-to-date measure,
the Supplemental Poverty Measure, or SPM, which takes into account all income and health-
care costs),” and as of 2017, over two in five (42.0 percent) are economically vulnerable (living
within 200 percent of the SPM).?* Projections of the future retirement income of today’s
workers suggest that even larger shares of tomorrow’s retirees will live in poverty or be
economically vulnerable in retirement.? Unlike most developed countries, the United States
has no universal subsistence-level Social Security benefit,?® but merely pays a sub-poverty-level
stipend - Supplemental Security Income (SSI) - to the elderly who are most destitute.?

Unlike SSI, Social Security’s benefits are based on wages earned over a lifetime of work. Since
one out of four seniors rely on Social Security for virtually all of their income,* the two ways
to increase retirement security in America are (1) for workers to earn higher wages over their
working careers, and (2) to make Social Security’s benefits more generous.

Social Security provides not only retirement, but also disability and life insurance protections.
As with Social Security retirement benefits, its disability and survivors’ benefits are based on
career average wages; higher wages lead to higher benefits. Unemployment insurance benefits
are also proportional to previous earnings.

All of these insurance protections, which are designed to replace lost income for a family when
a breadwinner is unable to work, would be enhanced by a higher minimum wage. Since over
half (51 percent) of those who would be affected by the Raise the Wage Act are adults between
the ages of 25 and 54, and more than a quarter (28 percent) have children,? adopting a $15
minimum wage would significantly strengthen the economic security of America’s working
families.



Updating the Minimum Wage Would Save Tax
Dollars Used for Means-tested Assistance

Given how inadequate the minimum wage is today, workers earning it and even higher wages
must rely on government provided anti-poverty programs, including cash assistance (e.g.,
Temporary Assistance for Needy Families or TANF), nutrition assistance, (e.g., Supplemental
Nutrition Assistance Program or SNAP), health insurance (e.g., Medicaid and the Children's
Health Insurance Program (“CHIP”)), housing subsidies, the Earned Income Tax Credit
(“EITC”) and more. From 2015 to 2019, in just the states with no $15 minimum wage law, the
federal and state governments spent $253.7 billion on TANF, SNAP, Medicaid, CHIP and the
EITC. Almost half of those taxpayer-funded benefits - $107.5 billion - went to underpaid
working families.

Indeed, 42 percent of families with full-time workers comprise the recipients of those benefits
in those states.> Those benefits are taxpayer subsidies indirectly paid to private employers - often
quite profitable ones.* If minimum wage workers earned a living wage, taxpayers would be
spared that corporate welfare. Instead of taxpayers subsidizing Walmart, McDonalds, Amazon, and
other extremely profitable companies, those employers should be required to pay living wages
of at least $15 an hour.

Updating the Minimum Wage Would Strengthen
the Economy

Raising the minimum wage to $15 per
hour in 2025 would directly or indirectly
lift the wages of 32 million workers, 21
percent of the wage-earning workforce.
Over the phase-in period of the increases,
$107 billion in additional wages would
be generated, streaming out into the
communities across America.3?

These billions would be spent immediately
in the community because low-wage
workers, like most Social Security
beneficiaries, need every penny of their
incomes to make ends meet, so they will
spend any additional earnings to meet their
basic needs. This contrasts with higher
wage-earners, who tend to save a portion
of any additional income. The increased
spending by low-wage earners will
stimulate the overall economy.
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Updating the Minimum Wage Would Increase
Equality

Additionally, an increase in the minimum wage will help reduce income inequality by setting
a higher floor at the low end of the wage scale. While the American economy has been
getting more productive over the past several decades, hourly pay for most American workers
has not kept up. Since 1979 to 2017, productivity grew six times faster than typical worker
compensation.® Moreover, the fruits of overall economic growth have been going less and
less to workers in the form of wages, and more and more to very high earners, directly and
indirectly, in the form of non-wage compensation and profits.

Over those same decades, this pattern of continuing economic inequality has had a damaging
impact on Social Security.>* This weak and unequal wage growth has caused about a third of
Social Security’s projected long-term funding shortfall.*

Conclusion

Overthelast50 years,incomeinequalityhasbeen eatingawayatthe Americansocialfabricand
weakening Social Security’sfinances. It has been weakening the economy, wasting taxpayer
dollars, and reducing economic security. Americans overwhelmingly support updating the
minimum wage.*®

Raising the minimum wage not only makes excellent economic sense, it is the right thing to

do as a matter of basic decency and morality. And, as a corollary, since average Social Security
benefits are around the level of the minimum wage, Social Security benefit levels should be
increased as well. The minimum wage should be increased to at least $15 an hour, though a
higher level would more effectively address income inequality.*” A $15 minimum wage, indexed
to wage growth, is a good first step.



Endnotes

1 National Conference of State Legislatures, “State Minimum Wages,” accessed February 18, 2021, http://
www.ncsl.org/research/labor-and-employment/state-minimum-wage-chart.aspx.
2 According to the CPI-U, the 1968 minimum wage was worth $12.27 in today’s dollars. http://www.bls.gov/

data/inflation_calculator.htm Measured in terms of average wages or productivity growth as well, the minimum
wage was much higher in real terms in 1968 than today. For more see Dean Baker, “This is What Minimum Wage
Would Be If It Kept Pace with Productivity,” Center for Economic and Policy Research, January 21, 2020, https://cepr.
net/this-is-what-minimum-wage-would-be-if-it-kept-pace-with-productivity/.

3 Economic Policy Institute, “Why the U.S. needs a $15 minimum wage,” (fact sheet), January 26, 2021,
https://www.epi.org/publication /why-america-needs-a-15-minimum-wage/; See also Arindrajit Dube, “Minimum
Wages and the Distribution of Family Incomes,” American Economic Journal: Applied Economics 11, no. 4 (October
2019); Kevin Rinz and John Voorheis, “The Distributional Effects of Minimum Wages: Evidence from Linked Survey
and Administrative Data.” U.S. Census Bureau Center for Administrative Records Research and Applications
Working Paper 2018-02, 2018.

4 Economic Policy Institute, “The impact of raising the minimum wage to $15 by 2025, by congressional
district,” (report), January 28, 2021, https://www.epi.org/publication/minimum-wage-to-15-by-2025-by-
congressional-district/#:~:text=The%20Raise%20the%20Wage%20Act%200f%202021%2C%20introduced%20
in%20the,%2415%20an%20hour%20by%202025.

5 “Characteristics of minimum wage workers, 2018,” U.S. Bureau of Labor Statistics, Report 1078, March
2019, https://www.bls.gov/opub /reports/minimum-wage/2018 /pdf/home.pdf.

6 Molly Kinder and Laura Stateler, “Essential workers comprise about half of all workers in low-paid
occupations.

They deserve a $15 minimum wage.,” The Avenue (blog), The Brookings Institution, February 5, 2021,
https://www.brookings.edu/blog/the-avenue/2021/02/05 /essential-workers-deserve-minimum-wage-increase/.
7 Ibid.

8 Economic Policy Institute, “Why the U.S. needs a $15 minimum wage,” (fact sheet), January 26, 2021,
https://www.epi.org/publication /why-america-needs-a-15-minimum-wage/.
9 Economic Policy Institute, “Why the U.S. needs a $15 minimum wage,” (fact sheet), January 26, 2021,

https://www.epi.org/publication /why-america-needs-a-15-minimum-wage/; See also Ben Zipperer, “Low-Wage
Workers Will See Huge Gains from Minimum Wage Hike, CBO Finds,” Working Economics Blog (Economic Policy
Institute), July 9, 2019.

10 Social Security Administration, “The 2020 Annual Report of the Board of Trustees of the Federal Old-Age
and Survivors Insurance and Federal Disability Insurance Trust Funds,” April 22, 2020, Table V.B.3. https://www.
ssa.gov/OACT/TR/2020/V _B_econ.html#131323.

11 Monique Morrissey, “The State of American Retirement Savings,” Economic Policy Institute, December 10,
2019, https://www.epi.org/publication/the-state-of-american-retirement-savings.
12 Only one in ten workers who would benefit from a $15 minimum wage is a teenager., Economic Policy

Institute, “Why the U.S. needs a $15 minimum wage,” (fact sheet), January 26, 2021, https://www.epi.org/
publication/why-america-needs-a-15-minimum-wage/.

13 Dan Essrow and David Cooper, “Low-wage Workers Are Older Than You Think,” Economic Policy Institute,
August 28, 2013, https://www.epi.org/publication /wage-workers-older-88-percent-workers-benefit/.
14 National Committee to Preserve Social Security and Medicare, “What Would Boosting the Minimum Wage

Mean for Seniors?” June 16, 2017, https://www.ncpssm.org/documents/social-security-policy-papers/what-would-
boosting-the-minimum-wage-mean-for-seniors/.

15 Rachel Siegel, “Women outnumber men in the paid workforce for the second time in history,” Washington
Post, January 10, 2020, https://www.washingtonpost.com/business/2020/01/10/january-2020-jobs-report/.

16 Economic Policy Institute, “Why the U.S. needs a $15 minimum wage,” (fact sheet), January 26, 2021,
https://www.epi.org/publication /why-america-needs-a-15-minimum-wage/.

17 U.S. Bureau of Labor Statistics, “Labor force characteristics by race and ethnicity, 2018,” Report 1082,
October 2019, https://www.bls.gov/opub /reports/race-and-ethnicity/2018 /home.htm.

18 Economic Policy Institute, “Why the U.S. needs a $15 minimum wage,” (fact sheet), January 26, 2021,

https://www.epi.org/publication /why-america-needs-a-15-minimum-wage/; See also Laura Huizar and Tsedeye
Gebreselassie, What a $15 Minimum Wage Means for Women and Workers of Color, National Employment Law Project,
December 2016.

19 The Social Security monthly benefit (i.e., the primary insurance amount) is calculated by taking the
worker'’s average indexed monthly earnings - in this case, $1,256.67 and $2,600 (i.e., $7.25 and $15 times 40 hours
times 52 weeks divided by 12 months) and inserting that AIME into the 2021 Social Security formula which is 90



percent of the first $996 of AIME plus 32 percent of the amount over $996 up to $6,002, plus 15 percent of the
AIME over $6,002. See Social Security Administration, Office of the Chief Actuary, Primary Insurance Amount
(fact sheet), accessed February 18, 2021, https://www.ssa.gov/oact/cola/piaformula.html.

20 Social Security Administration, Office of the Chief Actuary, “Social Security Benefit Amounts” (fact
sheet), accessed February 18, 2021, at https://www.ssa.gov/oact/cola/Benefits.html.

21 Social Security Administration, Office of the Chief Actuary, Quick Calculator, “Early or Late Retirement?”
(fact sheet), accessed February 18, 2021, at https://www.ssa.gov/oact/quickcalc/early late.html.

22 The poverty level for a single elderly person in 2020 is $12,413. US Census Bureau, “Poverty
Thresholds,” accessed February 18, 2021, at https://www.census.gov/data/tables/time-series/demo/income-
poverty/historical-poverty-thresholds.html.

23 US Census Bureau, Liana Fox, The Research Supplemental Poverty Measure: 2019, September 15, 2020,
Report Number P60-272,https://www.census.gov/library/publications/2020/demo /p60-272.html.

24 Juliette Cubanski, et al, “How Many Seniors Live in Poverty?”, Kaiser Family Foundation, November 19,
2018, https://www.kff.org /report-section/how-many-seniors-live-in-poverty-issue-brief/.

25 Monique Morrissey, “The State of American Retirement Savings,” Economic Policy Institute, December 10,
2019, https://www.epi.org/publication /the-state-of-american-retirement-savings/.

26 In the 1970s, Congress enacted a special minimum benefit for low-wage workers with steady attachment

to the workforce, but in 1981 Congress eliminated the minimum benefit for workers who attained age 62 in

1982 or later. See Zhe Li, “Social Security: Minimum Benefits,” Congressional Research Service, R43615, updated
September 10, 2020, at https://crsreports.congress.gov/product/pdf/R/R43615; SSA, “Annual Statistical
Supplement, 2020,” Table 2.A28. https://www.ssa.gov/policy/docs/statcomps/supplement/2020/2a20-2a28.pdf
Because the special minimum benefit enacted in the 1970s was indexed only to prices rather than wages, it has
declined in relevance. Today, only 32,092 people receive the special minimum retirement benefit, and no new
workers qualify for it. SSA, “Annual Statistical Supplement, 2020,” Table 5.A8. https://www.ssa.gov/policy/docs/
statcomps/supplement/2020/5a.pdf; SSA, Research, Statistics & Policy Analysis, “Program Explainer: Special
Minimum Benefit,” May 2014, https://www.ssa.gov/policy/docs /program-explainers/special-minimum.html.

27 In December of 2019, 1,166,666 elderly received SSI benefits averaging $414. SSA, “Annual Statistical
Supplement, 2020,” Tables 7.A1 and 7.As, at https://www.ssa.gov/policy/docs/statcomps/supplement/2020/7a.
pdf.

28 Center on Budget and Policy Priorities, “Policy Basics: Top Ten Facts about Social Security,” updated
August 13, 2020, https://www.cbpp.org/research/social-security/policy-basics-top-ten-facts-about-social-security.
29 Economic Policy Institute, “Why the U.S. needs a $15 minimum wage,” (fact sheet), January 26, 2021,
https://www.epi.org /publication /why-america-needs-a-15-minimum-wage/.

30 Economic Policy Institute, “Why the U.S. needs a $15 minimum wage,” (fact sheet), January 26, 2021,
https://www.epi.org/publication /why-america-needs-a-15-minimum-wage/; See also Ken Jacobs, Ian Eve Perry,
and Jenifer MacGillvary, The Public Cost of a Low Federal Minimum Wage, University of California Berkeley, Labor
Center, January 2021.

31 Hannah Miao,” Walmart and McDonald’s are among top employers of Medicaid and food stamp
beneficiaries, report says,” CNBC, November 19, 2020, https://www.cnbc.com/2020/11/19/walmart-and-
mcdonalds-among-top-employers-of-medicaid-and-food-stamp-beneficiaries.html.

32 Economic Policy Institute, “Why the U.S. needs a $15 minimum wage,” (fact sheet), January 26, 2021,
https://www.epi.org/publication /why-america-needs-a-15-minimum-wage/.

33 Elise Gould, “State of Working America Wages 2018"” (report), Economic Policylnstitute,

February 20, 2019, https://www.epi.org/publication/state-of-american-wages-2018/.

34 Christian Weller, “High Income Inequality Hurts Social Security’s Finances,” Forbes, April 24,

2019, https://www.forbes.com//sites/christianweller/2019/04/24 /high-income-inequality-hurts-social-securitys-
finances/?sh=7433c9df4826.

35 This refers to the shortfall that has emerged since 75-year solvency was last restored in 1983; attempts to
find an updated figure were unsuccessful. Dean Baker, “The Impact

of the Upward Redistribution of Wage Income on Social Security Solvency,” CEPR Blog, February 3, 2013. http://
www.cepr.net/index.php/blogs/cepr-blog/the-impact-of-the-upward-redistribution-of-wage-income-on-social-
security-solvency ; See also Rachel West, “Here’'s How Much America’s Rising Income Inequality Is Costing Social
Security,” Center for American Progress, February 13, 2019, https://www.americanprogress.org/issues/poverty/
news/2019/02/13/466134 /heres-much-americas-rising-income-inequality-costing-social-security/; See also
Benjamin Veghte, Ph.D., “Implications of Income Inequality for Social Security’s Contribution and Benefit Base,”
National Academy of Social Insurance, accessed February 18, 2021, at https://www.nasi.org/sites/default /files/
Veghte%20-%20Implications%200f%20Income%z20Inequality.pdf.



36 Leslie Davis and Hannah Hartig, “Two-thirds of Americans favor raising federal minimum wage to $15 an
hour,” Pew Research Center, July 30, 2019, https://www.pewresearch.org/fact-tank/2019/07/30/two-thirds-of-
americans-favor-raising-federal-minimum-wage-to-15-an-hour/.

37 Rep. Rashida Tlaib (D-MI) has argued in favor of increasing the minimum wage to $20

an hour. See also: Kevin Freking, “Biden, Democrats hit gas on push for $15 minimum wage,” Associated Press,
January 30, 2021, https://apnews.com/article/joe-biden-business-rashida-tlaib-coronavirus-pandemic-minimum-
wage-ee0e8cc7¢96a30d9581723b2c6bb4189.



