National Center for Food & Agricultural Policy

Social Security Policy and Rural Communities,
with Comparisons to Urban Communities

A Report of the National Center for Food & Agricultural Policy
by Karl G. King, Glenn L. Nelson, and Jill Long Thompson

June 22, 2007



Table of Contents

Note On The Benefits Of A Decrease In The Federal Budget Deficit 2
Context 3
Policy Option: Reduce Social Security Benefits 9
Policy Option: Raise the Retirement Age 14
Policy Option: Raise the Proportion of Earnings That Is Taxable 21
Policy Option: An Example of a Synthesis that is Geographically Neutral 32
Additional Information 33

Appendix: Summary of Analytic Methods and Sources 33



Social Security Policy and Rural Communities,
with Comparisons to Urban Communities?®

A Report of the National Center for Food & Agricultural Policy2
by Karl G. King, Glenn L. Nelson and Jill Long Thompson3

Modifications of Social Security to increase its solvency could disproportionately hurt rural
communities, could disproportionately hurt urban communities, or could be neutral with
regard to communities on the rural-urban spectrum. This report estimates the consequences
for rural communities, and their urban counterparts, of three policy options: i) reduce Social
Security benefits, ii) raise the Social Security retirement age, and iii) increase the share of
earnings subject to the Social Security tax.

The report includes eight sections:
* Note on the benefits of a decrease in the federal budget deficit
* Rural context, which provides insights to the ensuing analytic results
* Policy option of reducing Social Security benefits
* Policy option of raising the retirement age
* Policy option of increasing the share of earnings subject to the Social Security tax
* An example of a synthesis that is a geographically neutral policy
* Guide to additional information
* Appendix summarizing the analytic methods used

Note On The Benefits Of A Decrease In The Federal Budget Deficit

Most economists contend the U.S. economy is on an unsustainable path. Foreigners are
accumulating additional U.S. financial obligations at a rate that exceeds the growth in our
national ability to service the obligations. Many people contend lower federal budget deficits
would be helpful in returning the U.S. economy to a sustainable path. A reduction of outlays
relative to revenues for the Social Security program is one of many options for reducing
prospective federal budget deficits.

1 This report is available on the web site of the National Center for Food and Agricultural
Policy at www.ncfap.org/SocialSecurity.html and then click on the link below “Full Report”.

2 The National Center and the authors are grateful to the Howard G. Buffett Foundation, and
most specifically to Mr. Howard G. Buffett, for his personal interest and support of this work.
3 Karl G. King is a retired Partner of the accounting and consulting firm Crowe, Chizek and
Company, LLP; Glenn L. Nelson is an economic consultant in Ann Arbor, Michigan; and Jill
Long Thompson is Chief Executive Officer, National Center for Food and Agricultural Policy.
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Regardless of federal policy choices, private sector markets for goods, services, and
financial instruments will eventually adjust so as to force greater domestic saving and
decrease the growth rate of domestic consumption. The mechanisms are complex and
fraught with uncertainty due to events in foreign countries that rebound to affect the U.S.
The mechanisms include such things as a drop in the foreign exchange value of the dollar,
increases in U.S. exports, and decreases in the growth of U.S. imports.

Adjusting federal fiscal policy would be a prudent step that would likely lessen the severity of
the coming adjustment process. Reduced federal budget deficits would be equivalent to less
dis-saving by the federal government. A positive contribution to greater national saving by
the federal government would reduce the scale of the problem to be digested by private
markets.

This study analyzes which communities would bear the cost associated with using
modifications to Social Security as a contribution to a more sustainable national economy.

Context

Rural people are disproportionately elderly.* As of 2005 one of seven micropolitan residents
was 65 or older, and nearly one of six residents of the rural countryside was elderly—as
shown in Table 1. In metropolitan areas a smaller proportion, one of 8.5, of residents was
elderly. A higher proportion of rural than urban residents is eligible for Social Security.

The rural communities with the largest proportion of elderly people (see Table 1 and Figure
1) typically fall into one of two categories. In one category are communities where middle-
aged residents have aged while younger residents have migrated to other locations, e.g., the
rural countryside of Maine, Appalachia, the western Corn Belt, and the Great Plains. In the
other category, the countryside communities are destinations for elderly migrants, e.g., New
Hampshire; Florida; northern portions of Michigan, Minnesota and Wisconsin; and
retirement communities in the Southwest and Northwest.

The communities with the smallest proportion of elderly people tend to be urban places that
attract young in-migrants, thereby lowering the relative proportion of the elderly population.
Some prominent examples as of 2005 were all areas of Alaska and the urban communities
of Colorado, Georgia and Texas. Urban communities in Utah had a small proportion of elderly
because of a high birth rate as well as because of young in-migrants.

Rural residents have lower incomes per capita than urban dwellers, as shown in Table 2. As
of 2005 per capita income in urban communities averaged 34 percent greater than that of
micropolitan residents and 46 percent greater than the per capita income of those in the
rural countryside.

4 “Rural” and “nonmetropolitan” as well as “urban” and “metropolitan” are used
interchangeably in this report. “Rural countryside” includes all nonmetropolitan counties not
included in micropolitan.
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Lower income rural communities are especially likely to be found in the South, in
Appalachia, in the Ozark region, in the Rio Grande Valley, and the Southwest (see Table 2
and Figure 2). Higher income urban areas tend to be in the megalopolis extending from
Boston down through Washington, D.C. Urban communities in the Denver and Minneapolis-
St. Paul metropolitan areas are also prominent among higher per capita income places.

Largely because of the disproportionate numbers of elderly and the lower incomes per
person, rural communities are more dependent on Social Security than urban areas (see
Table 3). As of 2005 Social Security benefits relative to income were 1.6 times as important
in micropolitan communities as compared to urban areas and 1.8 times as important in the
rural countryside as in urban communities.

The rural communities whose economies were most dependent on Social Security as of
2005 tended to be destinations for elderly migrants (see Table 3 and Figure 3). Rural
communities in Florida; the northern portions of Michigan, Minnesota and Wisconsin; the
Ozarks; and the Southwest and Northwest are prominent examples. In addition, many rural
communities in areas of high out-migration, for example, in Appalachia and the Great Plains,
are heavily dependent on Social Security.

The urban communities whose economies were least dependent on Social Security as of
2005 reflected both elements of the ratio of benefits to income. Some of these
communities, such as in Alaska, California, Colorado, Georgia, and Texas, had relatively few
elderly people and thus lower Social Security benefits relative to income. Other urban
communities, especially those in the megalopolis corridor from Boston to Washington, D.C.,
had high incomes from sources other than Social Security—leading to Social Security
benefits being a relatively small fraction of total income.

Policy Option: Reduce Social Security Benefits

A proportionate reduction of all Social Security benefits would affect the economy of
communities in the same proportion as the importance of benefits to income. Table 3 and
Figure 3, discussed above, display the relevant estimates. Reiterating points made earlier,
as of 2005 Social Security benefits relative to income were 1.6 times as important in
micropolitan communities as compared to urban areas and 1.8 times as important in the
rural countryside as in urban communities. Rural communities would lose a larger
proportion of their economic base than would urban communities. Major regional
distinctions were noted in the earlier discussion of Table 3 and Figure 3 and will not be
repeated here.

Many people do not like the proportionate option because it lessens the benefits of lower
and middle-income beneficiaries by the same proportion as for higher income beneficiaries.
The critics prefer reducing benefits only for those whose earnings were sufficiently high to be
affected by the top-most of the three ranges for the “replacement factor.” In 2006 the top-
most range included those whose Average Indexed Monthly Earnings (AIME) were equal to or
greater than $3,955; this equates to annual earnings of $47,460 or more.
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A reduction of benefits for only those whose earnings were sufficiently high to be affected by
the top-most of the three ranges for the “replacement factor” markedly compresses rural-
urban differences relative to the option of reducing all benefits proportionately. Using
projections for 2034 (see Table 4), rural communities would find their decline in benefits
relative to income to be about 1.2 times that in urban communities. This is much smaller
than the factors of 1.6 and 1.8 estimated for the option of a proportionate reduction of all
SS benefits. The underlying reason for the shift is that beneficiaries in the top tier are
distributed more uniformly over rural-urban communities than is the case for all
beneficiaries.

The regional consequences of this option would differ in important respects from those of a
proportionate reduction of all Social Security benefits (see Table 4 and Figure 4). The
communities experiencing the largest negative effect on income would be the rural portions
of states with relatively high projected wage levels in 2034, these states include those in the
northeast and mid-Atlantic region; Michigan and Wisconsin in the industrialized Midwest;
and the West Coast states of California, Oregon and Washington.

The communities with the smallest negative effects on income would include two, different
types. First, those with few elderly—as identified above in the section on “context”—would
continue to be among those least affected. Second, the other set of communities is in states
with relatively low levels of per capita earnings. Prominent among these are rural Georgia,
rural Kentucky, all of Louisiana, rural Mississippi, the Rio Grande Valley, and the South
Dakota countryside.

Policy Option: Raise the Retirement Age

An increase in the retirement age is a commonly proposed policy that would reduce Social
Security outlays by delaying the onset of eligibility for benefits. This study examined the
consequences of raising the full retirement age (FRA; a.k.a. normal retirement age) to 68.
The increase was assumed to phase in over a six year period, as is now legislated for the
increase to age 67. The increase to age 68 would be fully implemented for retirees born in
or after 1966 and reaching the FRA in 2034 or later. This analysis estimates the impacts as
of 2034.

Increasing the retirement age would decrease benefits in a pattern strongly correlated with
the urban-rural spectrum, as shown in Table 5 and Figure 5. This is not surprising in view of
the elderly being a disproportionate share of the total population in rural communities
relative to urban communities. The decline of benefits relative to income in micropolitan
communities and the rural countryside would be about 1.45 and 1.61 times respectively the
decline in urban communities. The rural-urban differential is considerably larger than that
associated with a policy that would reduce benefits of only those in the top tier of benefits.
The differential associated with raising the retirement age is moderately smaller than that
associated with a proportionate reduction in all benefits.

The communities experiencing the largest negative effects on income are rural communities
with relatively large numbers of elderly people. As noted earlier, in some cases these
communities have large numbers of elderly because middle-aged residents have aged while
younger residents have migrated to other locations, e.g., the rural countryside of Indiana,
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Maine, Montana, New York, and Pennsylvania as projected for 2034. In other cases the
countryside communities are destinations for elderly migrants, e.g., the rural countryside of
Arizona, Arkansas, Florida, Michigan, Missouri, New Mexico, and Wisconsin as projected for
2034. In the latter cases the negative effects of the policy change would probably be
realized through delays in in-migration because the elderly have to wait longer to become
beneficiaries.

The communities experiencing the largest negative effects on income are rural communities
with relatively large numbers of elderly people. As noted earlier, in some cases these
communities have large numbers of elderly because middle-aged residents have aged while
younger residents have migrated to other locations, e.g., the rural countryside of Indiana,
Maine, Montana, New York, and Pennsylvania as projected for 2034. In other cases the
countryside communities are destinations for elderly migrants, e.g., the rural countryside of
Arizona, Arkansas, Florida, Michigan, Missouri, New Mexico, and Wisconsin as projected for
2034. In the latter cases the negative effects of the policy change would probably be
realized through delays in in-migration because the elderly have to wait longer to become
beneficiaries.

The communities with the smallest negative effects on income are urban places that attract
young in-migrants, thereby lowering the relative proportion of the elderly population. Some
prominent examples in the projection for 2034 are the District of Columbia and urban
communities in Alaska, Colorado, Connecticut, lllinois, Massachusetts, and Nebraska. As
mentioned earlier, urban communities in Utah experience a relatively small negative effect
because of the high birth rate that lowers the proportion of the population that is elderly.

Policy Option: Raise the Proportion of Earnings That Is Taxable

This analysis followed two complementary approaches in investigating the policy option of
raising the proportion of earnings that is taxable. The first approach assumed all earnings
would be taxable, following the path that lawmakers chose for Medicare. This analysis
incorporated a comparative analysis of Social Security and Medicare tax bases in 2003 to
assess the consequences of moving Social Security to the tax base under girding Medicare.
The detailed results are shown in Tables 6 and 7 and in Figure 6. Table 6 displays OASDI
(a.k.a. Social Security) and HI (a.k.a. Medicare) taxable earnings by state and rural-urban
area; the differences are the underlying causal factors of the results shown in Table 7 and
Figure 6.

The second approach assumed the maximum on taxable earnings for Social Security would
be increased sufficiently that 90 percent of total earnings in the U. S. would be taxable as
compared to the current 83 percent. The analysis focused on the year 2034 because this
would enable comparisons with the consequences of other policy proposals analyzed in this
study. The core of the method consisted of distributing a Congressional Budget Office
estimate for the U.S.5 over counties based on a projection by Woods & Poole of the relative

5 U. S. Congressional Budget Office. (February 8, 2006) Long-Term Analysis of the Liebman-
MacGuineas-Samwick Proposal. Washington, D.C. Retrieved in March 2006 from
http://www.cbo.gov/ftpdoc.cfm?index=7041&type=1.
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number of high-income households.® Figure 7 shows the location of the high-income
households. Table 8 and Figure 8 present the increased tax burden relative to income.

The two approaches differ in two important respects: a) the proportion of earnings which
would be added to the Social Security tax base and b) the year in which consequences were
assessed. The following discussion integrates the findings from the two approaches.

In contrast to the other policy options, rural communities would fare much better than urban
places if the ceiling on taxable earnings were to be raised. The analysis which assumed all
earnings would be taxed found that taxes as a percent of personal income would increase in
micropolitan and rural countryside communities by only 0.44 and 0.35 times respectively
the increase in metropolitan areas. The approach focused on raising the taxable base to 90
percent of earnings found that taxes as a percent of personal income would increase in
micropolitan and rural countryside communities by 0.64 and 0.60 times respectively the
increase in metropolitan areas. Many things could account for the differences. This study
hypothesizes that the very high earnings that would be taxed in the first approach, but not in
the second, are more disproportionately earned in urban communities than the earnings in
the 83-90 percent portion of the earnings distribution. The point to be emphasized is that
both approaches estimated rural communities would find the increased tax to be a
substantially smaller proportion of total income than would occur in metropolitan
communities; the former would likely be 0.4-0.6 of the latter.

The rural communities experiencing the smallest increases in taxes relative to income would
tend to be in the Great Plains or in the South. This pattern is apparent in the results for both
analytic approaches. Within this overall pattern the two approaches produce somewhat
different results, as illustrated by the following examples. Mississippi rural communities are
among those with the smallest increases in the analysis focused on 2003 while rural
communities in neighboring Louisiana are among those with the smallest increases in the
projections for 2034. Rural communities in Nebraska and Kansas, that is, the middle Great
Plains, are more prominent among those with small increases in the 2003 analysis while
rural communities in North Dakota and South Dakota, that is, the northern Great Plains, are
more prominent in the 2034 analysis. We suggest the analyses provide a strong foundation
for concluding rural communities in the Great Plains and the South would likely be among
the communities with the smallest increases in taxes relative to income. However, the
reader should be cautious about concluding which portions of the rural Great Plains and
rural South would be least affected.

The urban places with the largest increases in taxes relative to income would tend to be in
the large metropolitan complexes oriented around New York; Washington, D.C.; Chicago;
San Diego; Los Angeles; and San Francisco. Both analytic approaches yielded this result. Not
surprisingly, the approaches also produced differences that are potential topics for follow-up
analysis. For example, communities in Ohio tended to be among those with the largest
increases in taxes relative to income in the 2003 analysis, but this was not especially the
case in the 2034 analysis. For an example in the reverse direction, Florida communities
tended to be among those with the largest increases in taxes relative to income in the 2034

6 Woods & Poole. (2005) Complete U.S. Database on CD-ROM. 1794 Columbia Road, NW,
Suite 4, Washington, DC 20009-2808.
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projections but quite typical of the national average in the 2003 analysis. As suggested in
the case of rural communities and regions, the analysis provides a strong basis for
concluding the communities with the largest increases in taxes relative to income would
tend to be in large metropolitan complexes. However, exceptions to this general pattern
would occur, and these exceptions are not necessarily revealed by this analysis.

Policy Option: An Example of a Synthesis that is Geographically Neutral

Many policy proposals include elements of two or more of the options presented above. The
resulting consequences for communities can be roughly estimated by computing the
weighted average of the component parts of the proposal. For example, assume policy
makers want to know the consequences of reducing the Social Security deficit by an amount
equal to one percent of personal income as of 2034. In addition, assume the burdens of the
proposal would be distributed as follows: 1/2 to increasing the share of earnings taxed, 1/3
to an increase in the full retirement age, and 1/6 to a reduction of benefits for beneficiaries
with higher benefits. Using the information in Tables 4, 5 and 8 for the nation (using
unrounded estimates in the underlying source tables) and prorating to achieve the desired
proportions, we produce the estimates in Table 9.

Table 9. An Example of a Geographically Neutral Synthesis, Showing the
Impacts of Three Policy Provisions Relative to Income in 2034, percent
Rural
Metro- Micro- Country- U.S.
Policy Provision politan  politan side Total
Increase the Share of Earnings Subject to 0.52 0.34 0.32 0.50
Taxation
Increase the Full Retirement Age 0.31 0.45 0.50 0.33
Reduce the Upper Tier of Benefits 0.17 0.20 0.19 0.17
Total Impact of All Three Provisions 1.00 0.99 1.00 1.00

If this modification of Social Security policy were to be adopted, this study estimates rural
and urban communities would, on average, have virtually identical proportions of their
incomes devoted to the policy change. That is, communities across the rural-urban spectrum
would experience, on average, the same proportion of the cost, relative to their income,
required to achieve the national benefit of a more sustainable national economy. The
benefits of a more sustainable national economy would likely be similarly widespread.”

7 The detailed results for this policy option are available on the web site of NCFAP at
http://www.ncfap.org/SocialSecurity.html and then click on “Web Table 9” and “Web Figure
9”. While the option is, on average, neutral over the rural-urban spectrum, many regions of
the country would experience consequences differing from the national average. For
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Additional Information

A five-page policy brief summarizing the national results is available on the web site of the
National Center for Food and Agricultural Policy (NCFAP) at
http://www.ncfap.org/SocialSecurity.html and then click on the link below “Policy Brief”.
Similarly, this report is available on the NCFAP web site noted above by clicking on the link
below “Full Report”. Both reports are also available by request to the National Center at
telephone number 202-328-5183 and address 1616 P Street, N.W., Suite 100, Washington,
DC 20036 and by e-mail to ncfap@ncfap.org.

The most detailed information is available on the web site
http://www.ncfap.org/SocialSecurity.html in multiple files. One file contains a detailed
description of the methodology. Other files contain tables with estimates for all counties of
the U.S. comparable in scope to the subject matter presented for states in the full report. A
map of U.S. counties, analogous to those in the full report, is available for the
geographically neutral option.

Appendix: Summary of Analytic Methods and Sources

The U.S. Social Security Administration web site (http://www.ssa.gov) was the source of
historical information on beneficiaries and benefits. The study made particularly intensive
use of the following portions of the site: OASDI Beneficiaries by State and County; Earnings
and Employment Data for Workers Covered Under Social Security and Medicare, by State
and County; Annual Report of the Trustees; Single-Year Tables consistent with the Annual
Report of the Trustees; and Annual Statistical Supplement. SSA projections were sometimes
the source of national benchmarks for projections for states and counties.

The U.S. Bureau of the Census web site (http://www.census.gov) was the source of historical
information on population and of national benchmark projections of population.

The U.S. Bureau of Economic Analysis web site (http://www.bea.gov) was the source of
historical information on personal income.

The U.S. Congressional Budget Office web site (http://www.cbo.gov) was the source for
background material on policy options, benchmark projections of national macroeconomic
variables, and estimates of the consequences of specific options for Social Security policy.
The link to “Social Security Analyses” on the CBO home page leads the way to many useful
sources. CBO national benchmarks were used in this study in the analyses of i) increasing
the share of earnings subject to the Social Security from 83 to 90 percent and ii) reducing
the upper tier of Social Security benefits.

example, New Jersey (all urban), rural New Hampshire, and rural Washington would have
impacts greater than the national average. For another example, urban Colorado and rural
Louisiana would have impacts significantly less than the national average. The variation is
less correlated with the rural-urban spectrum for the synthesis option than for single
options. In addition, the variation around the national average is smaller for the synthesis
option than for single options.
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Projections of demographic and economic variables by county by Woods & Poole® were
frequently used in this study in constructing county and state estimates. In a few cases, the
projections were used without adjustment. In most cases, the distribution by county in the
Woods & Poole projection was used to allocate a national benchmark from another source,
commonly SSA, Census, BEA or CBO, to all U.S. counties. This procedure produced internally
consistent estimates that i) incorporated the results of complex federal analyses with
respect to likely consequences of policy changes as well as incorporating federal
demographic and economic projections and ii) reflected the insights of Woods & Poole with
respect to likely shifts in the geographic distribution of people and economic activity. The
coming retirement of the baby boom population is an important example of why carefully
constructed projections of the future are likely superior to simple extrapolations of
superficial trends.

A detailed description of methods and sources is available at
http://www.ncfap.org/SocialSecurity.html and then click on “Detailed Methodology and
References”.

8 Woods & Poole. (2005) Complete U.S. Database on CD-ROM. 1794 Columbia Road, NW,
Suite 4, Washington, DC 20009-2808.
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