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SOCIAL SECURITY

Improvements to Claims Process Could Help
People Make Better Informed Decisions about
Retirement Benefits

What GAO Found

GAQ's review of nine surveys and academic studies, and interviews with
retirement experts, suggest that many individuals do not fully understand key
details of Social Security rules that can potentially affect their retirement
benefits. For example, while some people understand that delaying claiming
leads to higher monthly benefits, many are unclear about the actual amount
that benefits increase with claiming age. The studies and surveys also found
widespread misunderstanding about whether spousal benefits are available,
how monthly benefits are determined, and how the retirement earnings test
works. Understanding these rules and other information, such as life
expectancy and longevity risk, could be central to people making well-
informed decisions about when to claim benefits. By having this
understanding of retirement benefits, people would also be in a better
position to balance other factors that influence when they should claim
benefits, including financial need, poor health, and psychological factors.

The Social Security Administration (SSA) makes comprehensive information
on key rules and other considerations related to claiming retirement benefits
available through its publications, website, personalized benefits statements,
and online calculators. However, GAO observed 30 in-person claims at SSA
field offices and found that claimants were not consistently provided key
information that people may need to make well-informed decisions. For
example, in 8 of 26 claims interviews in which the claimant could have
received higher monthly benefits by waiting until a later age, the claims
specialist did not discuss the advantages and disadvantages of delaying
claiming. Further, only 7 of the 18 claimants for whom the retirement
earnings test could potentially apply were given complete information about
how the test worked. SSA’s Program Operations Manual System (POMS)
states that claims specialists should explain the advantages and
disadvantages of filing an application so that the individual can make an
informed filing decision. The problems we observed during the claims
interviews occurred in part because the questions included in the claims
process did not specifically cover some key information.

Online applicants have more access to key information on the screen or
through tabs and pop-up boxes as they complete an application. However,
similar to in-person interviews, the online application process does not inform
claimants that benefits are based on the highest 35 years of earnings or that
life expectancy is an important consideration in deciding when to claim,
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The decision of when to claim Social Security retirement benefits is one of
the most important financial decisions most people and households will
ever make. As of 2013, Social Security benefits make up the largest
component of household income in retirement, accounting for an average
52 percent of household income for those age 65 and older.' Social
Security accounts for at least half of household income for 62 percent of
retirees age 75 and over, and at least 90 percent of household income for
almost a quarter of these retirees. Social Security benefits offer certain
advantages: monthly income until death, annual inflation adjustment,
some tax benefits, and survivor and spousal benefits. These benefits
have become increasingly important for retirees as employment-based
retirement plan coverage has shifted from traditional defined benefit
pension plans, which typically pay lifetime annuity benefits in retirement,
to defined contribution plans, in which workers accumulate savings over
their careers and manage withdrawals in retirement. In addition, despite
the shift in pension coverage, as of 2013 about half of households with
someone age 55 and older have no retirement savings in account-based
defined contribution plans, such as 401(k)s or Individual Retirement
Accounts, and 29 percent have no retirement savings or a defined benefit
plan.

Those eligible for Social Security benefits can generally elect to receive
them starting at age 62, but the monthly benefit amount increases
permanently the longer someone delays claiming, until age 70.2

! Throughout this report, when we use the phrase “Social Security benefits” or “retirement
penefits,” we are referring to Social Security Old Age and Survivors Insurance benefits

2A surviving spouse can generally claim survivors benefits as early as age 60. A surviving
disabled spouse can generally collect benefits as early as age 50
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Depending on how long a person, and possibly a spouse, lives, the age at
claiming could make a difference of tens of thousands of dollars in
retirement income for the individual or his or her spouse.

Despite delayed claiming offering the promise of higher monthly benefits,
62 is the most common age to claim Social Security benefits, and few
people wait until age 70. According to the Social Security Administration
(SSA) data, 42 percent of eligible men and 48 percent of women born in
1945 claimed retirement benefits at age 62. Only 28 percent of that
cohort's men and 23 percent of its women waited until age 66, the age at
which SSA pays full benefits for people in this birth cohort, also known as
the full retirement age (FRA). Only 2 percent of eligible men and 4
percent of eligible women from the 1945 birth cohort waited until age 70
to claim. However, the percentage of eligible individuals claiming benefits
at age 62 declined significantly from 1996 to 2013, according to the
Center for Retirement Research at Boston College.

While there are sound reasons for taking benefits early, such as financial
need or low life expectancy, many people might benefit from claiming at a
later age. Making an optimal claiming decision requires individuals and
households to understand how multiple factors—such as claiming age,
earnings, life expectancy, and longevity risk—affect benefits.* SSA, as the
program administrator, is in a unique position to help ensure prospective
claimants make informed choices. With the challenges this complex
decision may pose to many claimants, you asked us to analyze this issue.

in this report, we examine: (1) the extent to which people understand
Social Security rules affecting their retirement benefits and other factors
that may influence when they claim them; and (2) the information that
SSA provides to individuals that enables them to make informed claiming

¥“Longevity" can be viewed as a broad concept that encompasses the various
possibilities of how long one or more people may live. "Life expectancy” is a particular
longevity statistic that measures how long a particular population of people might expect
to live on average; individuals within the population may live longer or shorter lives than
this average life expectancy. Other longevity statistics can measure things such as the
probability of a person living to an advanced age, such as 95. "Longevity risk" is often
referred to by retirement policy experts as the risk of living beyond life expectancy,
perhaps well beyond life expectancy, and exhausting one’s retirement assets. In this
report, we use the terms "life expectancy” and “longevity risk” as having these two distinct
meanings.
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decisions. To address these objectives, using the Internet and expert
referrals we found and reviewed surveys and academic studies that
assessed understanding of Social Security benefits and identified the
factors that influence claiming. Of the studies we found, nine were most
relevant to our work.* We also interviewed Social Security experts from
academia, public policy organizations, and financial firms to obtain their
views on how SSA provides information about claiming benefits. To
analyze the information SSA provides to individuals about claiming, we
reviewed published SSA materials related to understanding how benefits
are calculated. We also reviewed applicable federal laws and regulations,
and SSA’s Program Operations Manual System (POMS), a primary
source of information used by SSA employees to process claims for
Social Security benefits. We interviewed SSA headquarters officials to
learn how Social Security benefit claims are processed. To learn about
the information SSA provides during the claims process, we observed a
non-generalizable sample of 30 face-to-face claims interviews at 7 SSA
local offices in 3 different regions of the country. We identified the local
SSA offices where we would observe the retirement claims process,
taking into consideration regional geographic diversity, income level,
urban and rural composition, and the number of new claims each office
processes. We noted the information SSA claims specialists provided to
claimants during this process and evaluated what we observed against
POMS guidance, and to determine how fully specialists were addressing
key information categories we identified from our literature review and
expert interviews. SSA also demonstrated the online claims process for
us, showing the information on each screen that a claimant might see
when filing a claim. We also interviewed managers and claims specialists
at these local SSA offices about training, workload management, and the
process for completing retirement benefit claims.

We conducted this performance audit from July 2015 to September 2016
in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.

4 These studies are described in appendix II.
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Background

According to SSA, 84 percent of households with someone 65 or older
received Social Security benefits in 2014.% To qualify for benefits, an
individual must typically earn at least 40 credits, based on earnings on
which they and their employer pay Social Security payroll taxes.®
According to SSA, as of 2015, 69 percent of the population age 20 and
over had earned 40 credits.” The amount of initial monthly retirement
benefits depends on the beneficiary’s earnings history and the age at
which he or she chooses to begin receiving benefits. SSA figures monthly
retirement benefits by calculating the individuals’ average indexed ,
monthly earnings (AIME) during his or her highest 35 years of earnings,
with earnings from past years adjusted to reflect the growth in average
wage levels over time.® (If the individual has earnings in less than 35
years, non-earning years count as zeroes in the AIME calculation.)
Retirement benefits are then determined by a formula that converts an
individual's AIME into a Primary Insurance Amount (PIA). The PIA is the
monthly benefit a claimant receives if he or she chooses to begin benefits
at the FRA (see fig. 1). Benefits are generally adjusted based on inflation
each year. Up to 85 percent of retirement benefits are also potentially
subject to income tax, depending on total income.®

5 SSA, Fast Facts & Figures about Social Security, 2016, SSA Publication No. 13-11785
(Washington, D.C.: August 2016). SSA refers to these households as "aged units,” a
married couple living together or a nonmarried person.

® Workers can earn up to four credits each year through earnings in covered employment
during that year. In 2016, annual earnings of $1,260 qualify a worker for one credit, and
$5,040 provides the maximum four annual credits.

7 SSA, Publication No. 13-11785.

8 The 35 years used in the calculation need not be consecutive. Earnings after age 59 are
not adjusted.

% |n 2016, an individual with “combined income” (modified adjusted gross income plus
one-half of Social Security benefits) between $25,000 and $34,000 ($32,000 to $44,000
for couples filing jointly) could owe regular income tax rates on up to 50 percent of Social
Security benefits; if combined income is above $34,000 ($44,000 for joint filers) up to 85
percent of Social Security benefits could be taxable.
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Figure 1: Calculation of Monthly Social Security Retirement Benefits
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Source: GAO analysis of Social Security Administration (SSA) documentation | GAO-16-786

The FRA has risen from 65 originally to 66 for individuals born from 1943
to 1954, and it will be 67 for individuals born in 1960 or later. Beneficiaries
may generally elect to begin receiving Social Security benefits as early as
age 62:'° however, an age-62 claimer will receive less each month than if
he or she waited to claim until reaching FRA. As the FRA has risen, so
has the reduction in benefits for pre-FRA claiming, relative to PIA. An
eligible individual with an FRA of 66 who claims at 62 would receive a
monthly benefit equal to 75 percent of PIA (see fig. 2). Future retirees
with an FRA of 67 who claim at 62 will receive 70 percent of PIA."
Although SSA uses the term “full retirement age” to refer to the age at
which workers receive unreduced benefits (sometimes called “full
benefits”), those who wait to claim benefits beyond their FRA receive
“delayed retirement credits” that boost monthly benefits to more than 100
percent of PIA. An eligible claimant born in 1943 or later can receive

10 According to SSA, an individual must be at least age 62 “throughout the month” in order
to receive a benefit. We previously reported that, coupled with the rule that for benefit
entittement purposes, a person attains a specific age the day before their birthday, that
means only individuals born on the 1st or 2nd of the month could claim benefits in the first
month they turn age 62, and others born on the 3rd of the month or later could not claim
benefits until age 62 and 1 month.

11 Under the current formula, the benefit reduction is 5/9 of 1 percent for each month up to
36 months before FRA and then 5/12 of 1 percent for each additional month before FRA.
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delayed retirement credits equal to 8 percent of PIA per year past FRA
until age 70. For example, a claimant with an FRA of 66 who claims at
age 70 receives 32 percent higher monthly benefits than PIA. Thus, a
retiree with an age 66 FRA and a PIA of $1,000 per month would receive
$750 per month if claiming at age 62, $1,000 per month if claiming at age
66, or $1,320 if claiming at age 70. Individuals who claim benefits at ages
in between would receive a monthly benefit between $750 and $1,320.

Figure 2: Adjustments to Monthly Social Security Benefit Based on Claiming Age
When Full Retirement Age s 66
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Source' GAQ analysis of Social Security Administration documentation | GAO-16-786

According to SSA, someone who lives to an average life expectancy
should receive about the same amount in lifetime benefits irrespective of
when they claim benefits because the lower monthly benefit amount and
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earlier start date would offset each other.'> However, several factors
affect the tradeoffs of claiming at different ages. For example, how long a
person expects to live, based on family history or current health status,
can affect when he or she claims. For married couples, the longevity of
both spouses could affect the lifetime household benefits received
because Social Security pays survivors benefits to widowed spouses.
Increasing life expectancy and years spent in retirement raise the
potential cost to retirees of receiving lower monthly benefit amounts from
claiming earlier. According to the 2016 Social Security Trustees report,
average life expectancy at age 65 has increased from 12.7 years in 1940
for men to 19.1 in 2015, and from 14.7 to 21.5 years for 65-year-old
women. However, lower-income individuals have shorter-than-average
life expectancy, which means that, on average, they can expect to receive
Social Security benefits for substantially fewer years than higher-income
individuals who have longer-than-average life expectancy. Moreover,
disparities in life expectancy by income have grown, according to studies
that examined trends over time."® Interest rates also affect the tradeoffs of
claiming early versus later. When market interest rates exceed price
inflation by less than usual, delaying claiming may become more
financially attractive for those with the ability to continue working or to live
off of other financial resources. Several studies that have examined the
Social Security benefit formula and claiming decision process show that

12 SSA, When to Start Receiving Retirement Benefits, SSA Publication No. 05-10147
(Washington, D.C.: August 2015). The reduction for early retirement takes account of the
longer period of time over which benefits will be paid as well as the time value of money
Similarly, delayed retirement credits take account of the shorter period of time over which
benefits will be paid as well as the time value of money. Early retirement reductions and
delayed retirement credits can have the effect that, on average, beneficiaries receive
benefits over their lifetime whose actuarial present value is about the same regardless of
the age at which they claim benefits. Such “actuarial equivalencies” can be approximate
and depend on the interest rate and longevity assumptions underlying the early retirement
reduction or delayed retirement credit factors. The actuarial equivalencies can be further
complicated by "adverse selection,” meaning the possibility that individuals in good health
may tend to commence benefits at a later age than individuals in poor health.

3 GAQ, Retirement Security: Shorter Life Expectancy Reduces Projected Lifetime
Benefits for Lower Earmers, GAO-16-354 (Washington D.C.: Mar. 25, 2016).
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many people would receive higher lifetime benefits by delaying claiming
benefits. '

A spouse, ex-spouse, or surviving spouse of an eligible worker can
receive benefits based on the primary worker’s earnings, if this benefit
exceeds the benefit he or she would receive based on their own earnings
history."® Spousal benefits generally amount to 50 percent of the primary
worker’s PIA, if the spouse is at FRA when claiming them. For survivors,
the age at which the primary worker claims benefits can potentially affect
the monthly benefit of the surviving spouse. A spouse can generally claim
as early as age 62, and survivors may begin receiving benefits as early
as age 60 (50 for disabled survivors); to qualify for benefits at age 50, a
surviving spouse must be disabled under the Disability Insurance
program rules. As with regular benefits, both spousal and survivors
benefits are reduced if the spouse or survivor begins receiving them prior
to their FRA."® Unlike with regular benefits, spouses and survivors
benefits do not receive delayed retirement credits if the spouses or
survivors delay claiming beyond their FRA.

Individuals who claim benefits before their FRA but continue to work for
pay face a retirement earnings test, with earnings above a certain limit
resulting in a temporary reduction of monthly benefits. In 2016, SSA

4 See, for example, John B. Shoven and Sita Nataraj Slavov, The Decision to Delay
Social Security Benefits: Theory and Evidence, NBER Working Paper 17866 (February
2012); and Owen Haaga and Richard W. Johnson, Social Security Claiming: Trends and
Business Cycle Effects (Center for Retirement Research at Boston College, working paper
2012-5, 2012). In addition, experts have highlighted the gains from delay based on the
impact on survivors benefits. See, for example, William Meyer and William Reichenstein,
“Social Security: When to Start Benefits and How to Minimize Longevity Risk,” Journal of
Financial Planning, vol. 23(3) (March 2010).

b Technically a claimant electing spousal benefits would receive both his own benefi,
based on his own earnings history, and the spousal benefit, with the spousal benefit being
reduced by the amount of his own benefit. In order to qualify for divorced spousal benefits,
the couple must have been married for at least 10 years and the partner applying for
spousal benefits must not be married. SSA also pays benefits in some circumstances to
children of a claimant or deceased worker and dependent parents of a deceased claimant
or worker.

18 Spousal benefits are reduced 25/36 of 1 percent for each month before FRA, up to 36
months, and, by 5/12 of 1 percent per additional month more than 36 months before FRA.
If the spouse is caring for a child entitled to child’s insurance benefits, the spousal benefit
is not reduced
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withholds $1.00 of benefits for every $2.00 of earnings above $15,720 for
someone younger than FRA for the full year. In the year the claimant
reaches FRA, the earnings limit rises to $41,880 (for 2016), and $1.00 of
benefits is withheld for every $3.00 in earnings in the months prior to the
claimant reaching FRA."” Benefits withheld under the earnings test are
not forfeited, but are really deferred, and are, on average, paid back later
with interest.'® In addition, every year after the initial claim for benéefits,
any new earnings the worker has are reflected in a recomputation of the
AIME and a potential increase in the PIA.

Many other rules can potentially complicate claiming decisions, creating
challenges in understanding key information for claimants and their
spouses. For example, there are rules covering eligibility for dependent
children (or grandchildren) and for maximum family benefits, to name a
few. Over time, changes have been made to eligibility ages, the
retirement earnings test, the FRA, and other important factors affecting
claiming. The Bipartisan Budget Act of 2015 recently eliminated two
complex strategies utilized by some married couples.’® One allowed a
person at or older than FRA to file for benefits, but then immediately
suspend this claim so that no benefit would be paid. This “file-and-
suspend” strategy allowed that person’s spouse to claim spousal benefits
on the suspender’s record, while the primary worker’s benefit accrued
delayed retirement credits in suspension. Another strategy allowed a
person at FRA or older to file a claim only for spousal benefits based on
the earnings record of a primary worker who had claimed benefits. This
allowed the spouse to receive a benefit while allowing the spouse’s own
benefit to grow, then later switch to their own benefit as late as age 70.
The 2015 act eliminated the file-and-suspend strategy, effective April 30,
2016, by no longer allowing anyone to claim benefits on another person's

17 |n addition to the annual earnings limit, for 1 year after claiming SSA also applies a
monthly earnings limit. Regardless of annual earnings, if a claimant has monthiy income of
$1,310 or less (for 2016) and did not perform “substantial services in self-employment,”
the claimant will not have any benefits withheld. For a claimant reaching FRA in 2016, the
monthly fimit is $3,490.

8 \When the beneficiary reaches FRA, SSA recomputes the benefit level for future
months, permanently removing such portion of the original early-retirement reduction as
corresponds to the number of months in which any part of the benefit was withheld due to
the earnings test.

19 5ee Pub. L. No. 114-74, § 831, 129 Stat. 584, 611.
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record while the primary claimant’s benefits are suspended.? It also
eliminated spousal-only claims for anyone born after January 1, 1954.

SSA pays retirement benefits from the Old Age and Survivors Insurance
(OASI) Trust Fund. The fund receives revenue from, among other
sources, Social Security payroll taxes paid by current workers, and pays
current beneficiaries.?! Workers and employers currently each pay a
payroll tax of 6.2 percent of an employee’s covered earnings, for a
combined total tax rate of 12.4 percent, into the Social Security Trust
Funds.? This payroll tax applies only to workers’ earnings up to an annual
limit ($118,500 for 2016); this limit changes each year with changes in
average wages and has generally increased each year. According to the
2016 report of the Social Security Trustees, the OASI Trust Fund is
projected to become depleted in 2035, at which point payroll taxes of
current workers are estimated to be enough to pay only 77 percent of
promised benefits.?®

20 According to SSA, divorced spouses who were receiving benefits on a suspended
claimant's record will still be able to continue receiving benefits.

21 Social Security revenues also come from interest on the Trust Fund and income taxes
attributable to Social Security benefits.

22 A portion of the payroll tax also funds the Disability Insurance (DI) Trust Fund, which
pays disability benefits to qualified beneficiaries. The Bipartisan Budget Act of 2015
provided for a temporary reallocation of the payrofl tax from 2016 to 2018, with 2.37
percent of the 12.4 percent payroll tax going to the DI Trust Fund, up from 1.80 percent.
The DI Trust Fund is projected to be depleted in 2023, at which point expected revenue is
projected to be sufficient to pay 89 percent of scheduled disability benefits.

23 For more on Social Security's funding and options for reform, see GAO, Social
Security’s Future: Answers to Key Questions, GAO-16-758P (Washington, D.C.. October
2015)
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Lack of
Understanding of Key
Social Security
Information, Along
with Financial Need
and Other Factors,
May Contribute to
Individuals Claiming
Benefits Early

Individuals Have Some
Knowledge of Social
Security Benefits, but Most
Do Not Understand Key
Program Rules and
Details

Our review of survey reports and academic studies, and interviews with
people with Social Security expertise, suggest that most individuals do
not understand important rules and details that could affect their
retirement benefits or the benefits of their spouses and survivors.?*
Specifically, many people approaching retirement age are unclear on how
claiming age affects the amount of monthly benefits, how earnings (both
before and after claiming) affect benefits, the availability of spousal
benefits, and other factors that may influence their claiming decision.
Understanding this key information is central to making informed
decisions about when to claim Social Security benefits because they
concern the tradeoffs of claiming benefits (and perhaps retiring) earlier
versus later—generally permanent decisions—and ultimately affect the
amount of lifetime benefits and people’s retirement security.”® GAO
recognizes that financial literacy is critical to empowering and helping
individuals and families to stay financially healthy and stable and the role
the federal government plays in promoting financial literacy. It also has
highlighted financial security for older Americans as a key issue, including
the importance of ensuring financial literacy in understanding the key
factors that can affect their retirement income.

% See appendix Il for more details on these surveys and studies.

25 pccording to SSA, individuals receiving Social Security benefits can withdraw their
claim one time within 12 months of claiming if they pay back all benefits received by the
individual and any family members based on the individual's application.
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How Claiming Age Affects
Monthly Benefits

How Lifetime Earnings
Determine Benefit Amount

Seven of the surveys we reviewed found that some of the respondents
are aware that their benefits would increase if they wait until FRA to
claim; however, many do not have a good sense of how much and thus
may not understand the tradeoffs of claiming earlier versus later. Claiming
at younger ages means an earlier start to benefits, but at the expense of
the permanently higher monthly benefit amounts that come with claiming
at an older age. For example, in a phone survey of 2,000 individuals ages
25-65, the Financial Literacy Center found that when asked to estimate
their monthly benefit at their planned claiming age and what they might
expect if they waited two years, 62 percent of respondents seemed to
understand their monthly benefit would increase if they delayed
claiming.?® However, 36 percent of respondents indicated they did not
understand how their benefits would be adjusted depending on claiming
age or incorrectly believed that their monthly benefit would be the same
no matter when they claimed. Greenwald & Associates conducted for
Financial Engines an on-line survey with over 1,000 near claimants and
current beneficiaries between the ages of 55 and 70 and found that many
respondents did not understand the extent to which benefits can increase
between ages 62 and 70.%” For example, only 40 percent gave estimates
that approximated the real monthly increase that would result from a 2-
year delay. In an AARP study that surveyed over 2,000 individuals ages
52-70, when participants were asked what would be the earliest age at
which they should claim benefits to maximize the monthly amount, only
29 percent responded with the correct age of 70.28

The three surveys that asked the respondents about the number of years
in the benefit calculation found that most do not know that benefits are

26 Matthew Greenwald, Arie Kapteyn, Olivia S. Mitchell, and Lisa Schneider, What Do
People Know About Social Security? (Financial Literacy Center working paper series,
October 2010). The Financial Literacy Center project undertook two surveys to gain
benchmark information on how much people know about Social Security. The report
summarizes results from the two surveys. The first surveyed 2,000 individuals ages 25-65
by phone, and the second surveyed approximately 3,000 individuals ages 18 and older
on-line.

27 Financial Engines, Claiming Social Security: A Critical & Complex Decision for
Retirement Secunty, Survey Results, survey by Greenwald & Associates, March 2014.
The participants in this survey all had incomes of at least $50,000.

28 AARP, The Impact of Claiming Age on Monthly Social Security Retirement Benefits:
How Knowledgeable Are Future Beneficiaries? Prepared by S. Kathi Brown, February
2012
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Knowledge of Spousal and
Survivors Benefits

based on their highest 35 years of earnings. If the individual has earnings
in fewer than 35 years, non-earning years count as zeroes in the AIME
calculation. Thus, some individuals could permanently raise their monthly
benefits not only by delaying when they take benefits, but also by
replacing zero or lower earning years with higher earning years in the
“high-35" calculation. Three of the surveys we reviewed asked
respondents how benefits are determined. The median respondent in an
academic study that surveyed over 2,300 Social Security eligible
individuals between ages 50 and 70 believed only the 10 highest years of
earnings were counted.?® A study conducted by Greenwald & Associates
for the Financial Literacy Center reported that only 23 percent of the
2,000 age 25-65 phone-survey respondents could correctly identify that
benefits are calculated based on 35 years of earnings, and 27 percent of
the respondents believed, incorrectly, that benefits are based on the last
5 years of earnings and the number of years worked.*® Another 23
percent thought benefits were based on the Social Security payroll taxes
they paid and the interest earned on those taxes. An AARP survey of
over 2,000 individuals age 52 through 70 who were eligible for Social
Security benefits based on their own work asked respondents to select
from a range of options the number of years of highest earnings used to
calculate benefits.®" Only 7 percent selected the correct number of years.

Results from five of the surveys and studies we reviewed that asked
about spousal benefits indicate that many people may not know about
spousal benefits based on a husband's or wife’s earnings history. Only 48
percent of the more than 2,000 age 52-70 respondents to an AARP
survey who were or ever had been married knew they could collect
benefits based on their living spouse’s record.®? Similarly, an academic
study found about 50 percent of the more than 2,300 survey respondents
between ages 50 and 70 who were eligible for Social Security benefits
incorrectly believed their spouse would not be eligible for benefits if the

29 Jeffrey B. Liebman and Erzo F. P. Luttmer, The Perception of Social Security Incentives
for Labor Supply and Retirement: The Median Voter Knows More Than You'd Think,
NBER Working Paper No. 20562 (October 2014).

30 Greenwald et al., What Do People Know, 2010.
31 AARP, The Impact of Claiming Age, 2012.
32 AARP, The Impact of Claiming Age, 2012.
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spouse had never been in the paid workforce.*® Given the lack of
awareness about how claiming age affects benefits for the claiming
worker, it is likely the case that claimants do not know how early claiming
may reduce spousal benefits. Six of the studies we reviewed found their
respondents had a general understanding of survivors benefits. However,
two of the surveys show that some married respondents are not aware of
the effect their claiming age potentially could have on their widowed
spouses’ benefits, and one of the two studies also showed that just under
half (48 percent) of married or ever married respondents were not aware
of the additional effect the widowed spouse’s own claiming age has on
that benefit. A collaborative study by AARP and the Financial Planning
Association that surveyed more than 1,200 future Social Security
beneficiaries ages 45-64 showed that, among ever-married respondents
who knew they could receive survivors benefits, many did not know that
the age the deceased spouse or the age the surviving spouse claimed
could affect the monthly benefit amount of the surviving spouse.®

Each of the four surveys that asked about the retirement earnings test
found that individuals, if they know of the retirement earnings test at all,
do not understand fully how working and receiving benefits before FRA
can affect their benefit amounts over time. An AARP survey of over 2,000
individuals age 52 through 70 who were eligible for Social Security
benefits based on their own work found that while 76 percent of survey
respondents understood benefits could be reduced by earnings
depending on the amount of earnings, 71 percent incorrectly believed that
the reduction would be permanent.® In a 10-question survey of more than
1,500 individuals between ages 25 and 65, conducted on behalf of
Massachusetts Mutual Life Insurance Company, more than half of
respondents incorrectly believed that they could continue working while
collecting all of their benefits regardiess of their age.*® A minority of the

33 Liebman et al., The Perception of Social Security, October 2014,

34 AARP and the Financial Planning Association, Social Security Planning in 2015 &
Beyond.: Perspectives of Future Beneficiaries and Financial Planners, prepared by
Rebecca Perron, 2015.

35 AARP, The Impact of Claiming Age, 2012. These individuals had not yet claimed their
benefits, but expected to do so in the next 15 years.

36 MassMutual Research, Survey Shows Concemning Knowledge Deficiency about Social
Security Retirement Benefits, survey conducted by KRC Research, 2015
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over 2,300 respondents (40 percent) between age 50 and 70 in an
academic study who were aware of the earnings test threshold
understood correctly that any reduction for earnings up to FRA is offset by
an increase of benefits after FRA.?” Understanding the retirement
earnings test could prevent individuals erroneously thinking the earnings
limit will result in a permanent loss of benefits.*® It might also prevent a
claimant from seeing the earnings test as an incentive to retire and claim
benefits at age 62 or reduce earnings to stay below the earnings
threshold. Studies have pointed out that many claimants have earnings
that cluster around the retirement earnings limit, suggesting they believe
benefits withheld because of excess earnings are lost. Conversely,
misunderstanding the earnings test could cause some individuals to delay
claiming until FRA to avoid a perceived penalty.

Understanding benefit taxation can affect retirement income planning and
could, for some individuals, influence when they claim benefits. One study
we reviewed that included a question on taxation of Social Security
benefits in the phone-survey portion found that 42 percent of the 2,000
respondents ages 25-65 did not understand that benefits c