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Abstract: It happens quite usually that national politicians can regularly speak of limiting Social Security
and Medicare in some ways. However, when confronted with enough public scrutiny in general, those
politicians who advocate such reductions become less strident in their own comments. Taxes from the Federal
Insurance Contributions Act (FICA) provides revenue for the Social Security and Medicare programs. The
amount of gathered tax revenue is partially dependent on the payroll FICA tax cap. This article explains how
the cap works. Social Security started in 1935, as part of the New Deal. In 1956, insurance to aid disabled
people was started. In this article, different aspects of that cap are also examined. In 1965, the Medicare
program came into effect. Any temporary surplus of federal funds must be used to hold US Treasury Securities.
Starting in Fiscal Year 1969, the United States of America have operated under the law of the Unified Budget
Act. This act stipulates that all receipts and outlays of all federal spending be consolidated into a unified
budget. Much of these funds will be needed as future retirees receive benefits from the Social Security and
Medicare. As that happens, there may be comparatively less US Treasury securities held by the Social Security
and Medicare Trust funds. This article shows some of the concerns that the President and Congress face in
budget negotiations. In 2017, the rating for long-term US Treasury Securities stayed at AA+ by Standard and
Poor’s, a credit rating firm. Both Congress and the US President needed to work together to slow the growth
of annual deficits, which adds to the federal debt. Interestingly, two other bond rating firms, Moody’s
Investors and Fitch, maintained the bond rating of AAA. It has to be remembered that none of these ratings
are permanent. As time goes on, firms that give bonds ratings will keep on analysing those who issues
securities, including the US government. Furthermore, not all credit rating agencies agreed with any fall of
the credit rating. As to a more recent credit rating, US Treasuries were rated at AAA. The reader should
always be cognizant of the fact that ratings can change over time. Such times as occurred in May 2023 (debt
ceilings, tax revenues and spending disagreements between the legislative and executive branches) may or
may not be contemplated regarding the credit rating of US Treasuries.
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Introduction. The future of Social Security and Medicare depends on having trust fund balances adequate
to make required disbursements. The amount of proceeds that are paid monthly into the trust fund depends on
the collected payroll tax revenue. The literature concerning the state of the Social Security and Medicare Trust
fund is very extensive. Also, the interaction between all federal trust funds and amounts of US Treasury bonds
held by those trust funds is important (Gentle et al., 2013; Gentle, 2021). This article examines the cap on the
Federal Insurance Contributions Act (FICA) taxes and its relation to the Social Security and Medicare trust
funds. The topic of the national debt is examined in this article. The next section examines the comments of
some national politicians concerning Medicare and Social Security.

Recent Comments by Politicians regarding Social Security. On 7 February 2023, the President Joe Biden
gave his State of the Union address to a joint session of Congress. In sum, Biden brought up the fact that some
Republican politicians have discussed reducing the strong commitment for Medicare and Social Security in
its overall present form. Most politicians of both major political parties do not seek any alterations that would
greatly reduce the efficacy of the Social Security or Medicare programs. Furthermore, those few politicians
who have proposed reductions of the program scope sometimes later denied ever making such proposals. The
key point here is that Biden made it clear that major reductions in Social Security and Medicare are hopefully
not contemplated by the Democrats presently. Only a minority of Republicans are thinking about major cuts
in Social Security and Medicare at this time (Montanaro, 2023; Dale, 2023; Hubbard, 2023; White House,
2023). During and before his 2020 campaign, President Biden stressed the importance of increasing the
solvency of the Social Security system. A conscientious approach to making the Social Security have a firmer
financial footing will take the efforts of both the Congress and the President to achieve (Altig et al., 1997;
Konish, 2020). How the politics concerning Social Security, Medicare and the National Debt will develop in
both the near and distant future, is uncertain.

What is the Federal Insurance Contributions Act (FICA)? The Federal Insurance Contributions Act (FICA)
mandates payroll taxes as a means to accumulate contributions to the Social Security and Medicare Trust
funds (Manning, 2020). FICA was enacted in 1935 as a way to fund the Social Security Trust Fund in order
to help retired people. Later, disability insurance came into being. This FICA act is an enacted US law. It
mandates a payroll tax on the paycheques of employees, with matching contributions from employers. The
collected money is used to fund the Social Security and Medicare programs. However, Medicare taxes are
collected at a different rate, as will be described later (Manning, 2020).

Background of Social Security and Medicare. Page et al. (2019) state that Social Security, termed more
precisely as Old Age, Survivors and Disability Insurance (OASDI) «is the largest and arguably the most
efficient domestic program of the US federal governmenty. In regard to efficiency, the administrative costs of
calculating benefits, enrolling beneficiaries, sending out checks and dealing with problems is roughly 1
percent of the money in the program. Social Security pays out retirement benefits to seniors, disabled
Americans, widows or widowers who have lost income formerly provided by a spouse (Page et al., 2019).

More Details on Taxes for Social Security and Medicare. The prospects of need for greater amounts of
Social Security and Medicare trust fund balances are certainly important. A big determinant of increases in
the Social Security Trust funds has to do with the payroll tax cap (Page et al., 2019). The Social Security
payroll taxes take an equal percentage of wages or salaries from most working people, which «on the face of
it may seem fair» (Page et al., 2019). However, there is a cap on the amount of money earned that can be
taxed. Anything higher than that cap is not taxed and so Social Security is seen as a regressive tax, where
people with incomes higher than the cap pay less of a percentage share of their income for Social Security
Contributions. Coronado et al. (2000) and Page et al. (2019) believe that Social Security is not a progressive
tax since it only taxes up to a certain level of income and then any income beyond that cap is not taxed.

Approximately, half of the Social Security tax is not readily seen by employees, since it does not appear
on their pay slips. It must be pointed out that “nearly all economists agree that the employer’s share is actually
paid by workers; it is subtracted from the wages they would otherwise get” (Page et al., 2019). Social Security
Tax rates are 6.2% from employees and 6.2% from employers. In addition, the cap or maximum amount of
wages taxed is up to $160,200. These rates are for the year 2023 and may change after that (IRS, 2023). For
Medicare, the tax rate is 1.45% for employees and 1.45% for employers. There is no cap of maximum amount
of taxable income. Furthermore, for Medicare tax, there is a surcharge tax rate of 0.9% on any wages in excess
of $200,000 (FICA, 2023; IRS, 2023).

Federal Trust Funds Holding US Treasuries. Social Security, also known as OASDI, must use any
temporary balances to hold US Treasury Securities. In fact, all federal trust fund surpluses must be used to
hold US Treasury Securities (Erdevig, 1990; Rivlin et al., 1990; Carlson, 1991; Anderson, 2005; Gentle, et
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al., 2013; Gentle, 2020, 2021). In the coming years, when the time is such that more disbursements from and
additions to the federal trust funds for Medicare and OASDI must be made to beneficiaries, there is an impact
on the amount of US Treasuries that are held by these trust funds. If the goal is to increase the solvency of the
trust funds, certain factors must be taken into account. Treasury securities not held by federal trust funds must
be held by somebody. For example, foreign nations hold some US Treasury securities and they may not be
able to make up for federal trust funds holding a smaller share of the total amount of Treasury securities in
circulation and held by anyone worldwide. Of course, public and private financial firms, associations,
organizations, individuals and other entities hold some US Treasuries (Gentle et al., 2013; Gentle 2021). In
regard to foreign nations holding US Treasury bonds, Japan holds more than any other nation and China is
the second (Statista, 2022).

The credit rating for long-term US Treasury Securities is affected by the perceived ability for the US
government to service its debts. Credit agencies had lower credit rating of US Treasuries a little but ever so
slightly. In 2017, the rating for long-term US Treasury Securities stayed at AA+ by Standard and Poor’s, a
credit rating firm. Both Congress and the US President needed to work together to slow the growth of annual
deficits, which adds to the federal debt. Interestingly, two other bond rating firms, Moody’s Investors and
Fitch, maintained the bond rating of AAA. It has to be remembered that none of these ratings are permanent.
As time goes on, firms that give bonds ratings will keep on analysing those who issues securities, including
the US government. Furthermore, not all credit rating agencies agreed with any fall of the credit rating (Swann
et al., 2011; Gentle et al., 2013; Reuters Staff, 2017; Gentle, 2021). As to a more recent credit rating, Fitch
(2022) rated US Treasuries at AAA. The reader should always be cognizant of the fact the ratings can change
over time. Especially, in times when debt ceilings, tax revenues and spending uncertainties may or may not
be contemplated regarding the credit rating of U.S. Treasuries.

In 2020 by executive order, Trump reduced the payroll tax from August of that year until the end.
Amazingly, Trump hoped to make this permanent and thus eliminate the Social Security and Medicare related
taxes, if he had been re-elected (Mercado, 2020). However, he was not re-elected and so a major interruption
of revenue for FICA related programs was averted.

Not Using Generally Accepted Accounting Principles (GAAP). Importantly, in 1969, the United Budget
Act came into force. Budgets produced by the requirements of this act have all receipts and outlays
consolidated, without concern if some of these receipts or outlays are part of any federal trust funds (Gentle
etal., 2013; Gentle, 2021). It is possible for people in Congress and others to get the budget numbers with any
trust fund receipts and allocations removed (Unified Budget, 2023). Nonetheless, the figures from the Unified
Budget Act are the figures most often considered in political negotiations.

Through using the Unified Budget Act as a means of creating a consolidated budget, Generally Accepted
Accounting Principles (GAAP) are circumvented. During the fiscal years of 1935 to 1968, the Social Security
trust funds are shown off budget (Erdevig, 1990; Webb, 1991; US Treasury, 2002). Furthermore, once
Medicare came into being in 1965, it is also shown off budget through 1968. The advent of the Unified Budget
Act was implemented in 1969 and the accrual method of accounting was not used and replaced with a cash
budget accounting system (Erdevig, 1990; Webb, 1991; US Treasury, 2002). Therefore, the House of
Representatives, the Senate and the President are all using a cash accounting system for federal budgeting.
The Highway Trust fund and other trust fund balances are not treated separately from the Unified Budget Act
system. Also, the US Post Office is not treated separately in the Unified Budget Act system. Of course, data
for all of these items can be broken out separately upon request if anyone wishes to know these numbers
(Gentle et al., 2013; Gentle, 2021; Unified Budget, 2023). If one examines all dollar amounts of the US
Treasuries held by all federal trust funds in the United States, one can see that since 1999 the percentage share
being held by the OASDI and Medicare trust funds makes up the largest amount of the total US Treasuries
held by federal trust funds (Gentle et al., 2013; Gentle, 2021).

Concerning Treasuries that are held by all federal trust funds in the United States, one can see that since
around 1999 the percentage share being held by the OASDI and Medicare Trust funds makes up the largest
amount of the total US Treasuries held by federal trust funds (Gentle et al, 2013; Gentle, 2021).

Figure 1 shows some information about federal government trust funds holding US Treasury securities.
This graph is from Gentle (2021).
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Figure 1. This is comparison between U.S. Treasury securities held by the funds of Social Security,
Medicare and Disability and related and those U.S. Tresury securities held by other trust funds. This
graph is for Fiscal Year 1940 through Fiscal Year 2020

Sources: developed by the author based on (Gentle, 2021).

Discussion on the Debt-to-GDP Ratio. A very key value to consider in regard to the federal debt is the
Debt-to-GDP ratio. Economists and others need to be mindful of the Debt-to-GDP ratio and other important
phenomena. One vital reality is that the Unified Budget Act does not adhere to Generally Accepted
Accounting Principles (GAAP). Hopefully, elected officials will effectively deal with all major facets of
budget issues. The concern is that a Debt-to GDP ratio that is too high can impact economic growth in a
negative way, due to the crowding out effect. When that is present, government borrowing crowds out private
borrowing for consumption and investment. All government and private borrowers compete for a share of
loanable funds. Always, any Treasury bond has to be held by someone, in order for the government to borrow
money. The Unified Budget Act does not stipulate that the budget needs to show future liabilities and so
GAAP standards are not followed (Wallner, 2011; Gordon, 2012; Mankiw, 2013, 2018; Gentle et al., 2013;
Gentle, 2021). The impact of the Unified Budget Act is examined in Gentle et al. (2013) and Gentle (2021).
Future liabilities are just not considered in the Unified Budget.

The COVID-19 pandemic created some special circumstances. Less revenue was coming in from payroll
taxes for Medicare, Disability and Social Security, primarily as some people were not working as much as
before the pandemic. At the same time, there may be an increase in total dollars of benefits paid out during
the pandemic. The overall effect is a deficit in revenues and increase in expenditure for these programs. All
of this of course affects the Unified Budget numbers (Gentle, 2020; Gentle, 2021)*.

To review, the Gross Domestic Product (GDP) of nation consists of all goods and services a nation
produced in a year’s time. Though not the only important measure, a nation’s GDP gives an indication of a
nation’s economic strength. Importantly, a comparison between the GDP and national debt gives some
indication of how well a nation can service its debt (Congressional Budget Office, 2020). The Congressional
Budget Office routinely compares the debt held by the public and compares it to GDP. However, the Debt-to-
GDP ratio does include US Treasuries held by federal trust funds. Such federal trust fund holdings are a sizable
amount of the total US Treasuries held by everyone (Congressional Budget Office, 2020). Furthermore,
Cebula and Boylan (2019) maintain that special attention is essential for trust funds related to Social Security
Disability and Medicare Trust funds. If the Debt-to-GDP ratio is too high, more difficult it may be to borrow
for public or private purposes (Wallner, 2011; Gordon, 2012; Gentle et al., 2013; Mankiw, 2013, 2018; Gentle
etal., 2021). As was stated, COVID-19 may have a direct effect on revenues and expenditures from the Social
Security, Disability and Medicare (Gentle, 2020). In addition, the various stimulus programs enacted due to
the pandemic period may have an effect on the federal debt.

Figure 2 conveys the Debt-to-GDP ratios. The amount of revenues and expenditures in the federal

1 Gentle (2021, p. 50, starting with para. 2) provides more details
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government affects the percentage figure of this ratio. Of course, tax cuts, without a concomitant reduction in
spending, can also affect the ratio figure, in an adverse way.
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Figure 2. US National Debt (Publicly Held) Per Year
Sources: developed by the author based on (St. Louis Federal Reserve Bank, 2023).

Who owns the U.S. public debt?

Estimated ownership of public debt securities, September 2022
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Figure 3. US Treasury Bond holders
Sources: developed by the author.

Figure 3 provides some information on who holds U.S. Treasury Bonds. According to Figure 3, a
substantial amount of these bonds is held by Social Security and other Intergovernmental Accounts.
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Conclusions. In his State of the Union Address on 7 February 2023, the President Joe Biden discussed a
range of topics and perhaps the most memorable comments are Social Security and Medicare. Biden pursued
what was probably the best possible strategy. He confronted those radical Republicans who wished to «sunset»
the Social Security and Medicare. There is at least a minority of such politicians within the Republican party
who indeed considered cuts. During that Tuesday evening on 7 February 2023, Biden stated he liked
«conversion», meaning now all national politicians in Congress are in agreement that Social Security and
Medicare should not be cut or sunset (White House, 2023).

Social Security started in 1935, with Disability Insurance being added in 1956 and Medicare in 1965.
Americans have come to count on these programs and are taxed to support them. Understanding the tax
methods, the finances and other aspects of those two programs is important for any economist to consider.
There are provisions for some other people. Even as a dedicated non-partisan economist, | believe that Social
Security and Medicare are two of the greatest programs ever conceived, according to the vast majority of
Americans. Yes, reform of any part of government should be considered. Although the idea of massive cuts
in these programs is not right. Instead, Congress and the President should look at other parts of the budget.
Proposals to enhance revenue to any part of FICA taxes should be followed by the reader by examining future
daily media stories.
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MMoa ®. Txxenta, nokrop dinocodii, ['yaHwKOyChbKHI TEXHOJIOTTYHUHN 1HCTUTYT, Kutait

IIloao nuTaHb COiaJBLHOIO CTPAXyBaHHSl, MEAUYHOI0 CTPAXYBAHHS Ta HALIOHAJIBHOIO Oopry

TpamnsteTrbcs Tak, MO MOJITHKH PETYSIPHO TOBOPATH IPO MEBHI OOMEKEHHS COLIAJBbHOTO Ta MEIUIHOTO
cTpaxyBaHHA. [IpoTe, cTHKarOUHCh i3 TOCTATHIM IPOMAaACHKUM KOHTPOJIEM, NMPUXHIBHUKH TaKUX CKOPOYEHb CTAIOThH
MEHIII Pi3KUMH Yy cBOiX KoMmeHTapsx. [lomaTku Bin 3akoHy mpo ¢enepanpHi cTpaxoi BHeckd (FICA) 3abe3medyioTh
JIOX1Jl [UI TPOTrpaM COIaJbHOTO Ta MEAWYHOro cTpaxyBaHHsA. Cyma 3i0paHHX MOJATKOBUX HAAXOIKEHb YaCTKOBO
3aJICKUTP BiJ JIMITY OMONATKyBaHHS 3apo0iTHOI myiatu 3a 3akoHoM FICA. VY 11iif cTaTTi MOSICHIOETRC, SIK TPAIIOE Iei
mimit. CouiansHe cTpaxyBaHHs noyanocst B 1935 poui sik wactuna HoBoro kypcey. Y 1956 potii po3noyaro crpaxyBaHHS
iHBawiAiB. Y 1965 poui mnodyana JIiSTH Hporpama MEAWYHOTO CTpaxyBaHHs. Bynb-sKHi TUMYacOBHH HaJUIHIIOK
(enepaibHUX KOLITIB IIOBMHEH BUKOPUCTOBYBATHCS JUIsl 30epiraHHs iHHMX nanepis kazHaueiictBa CLIA. [Tounnaroun
3 1969 dinancoBoro poky, Crionyueni llltat AMEpUKH AiF0Th BiIMOBITHO 0 3aKOHY Mo e€AuHui 0rokeT. Llei 3akoH
nepezbdayvae, 10 BCI HAIXOPKEHHS Ta BUJATKH TIOBUHHI OyTH KOHCOJIIIOBaHI B €MUHHIA OIO/PKET. 3HAYHA YaCTHHA [IUX
KOIUTIB 3HANOOUTHCS, OCKIJIbKM MalOyTHI TIEHCIOHEpH OTPUMAlOTh BHIUIATH BiJi COLIAIBHOIO Ta MEIUYHOTO
CTpaxyBaHHS. Y TaKOMY BHIAJIKy IiHHI manepy kazHaueiictBa CLLIA MOXXyTh MaTH MOPIBHSIHO MEHIINH ceHC y (OHIAX
COLIAJIbHOTO Ta MEIWYHOTO CTpaxyBaHHS. Y CTaTTi MOKa3aHO IEsAKi NpoOiieMH, 3 SIKUMH CTHKaioThes IIpesuneHt i
Komnrpec mix gac obroBopens Oromkety. Y 2017 pori pedTHHT TOBrOCTPOKOBUX Ka3HauelChkuX MiHHUX marepis CIITA
sanuiaBcs Ha piBHi AA+ (3riaHo 3 qanumu arentcra Standard and Poor’s). I Konrpecy, i Ipesunenty CIIA notpi6HO
OyJIo TIpaIrfoBaTH pa3oM, 100 YIOBUTFHUTH 3pOCTaHHA MIOPIYHOTO NediluTy, SKui 30UTbIIye (enepadpbHUN OOpT.
IikaBo, mo aBi inmi xommanii, Moody’s Investors ta Fitch, 36epernu peiitunr oGmiramiii Ha pisai AAA. Cuig
nam’sITaTH, 110 JKOZAEH 13 IMX PEHTHHIIB HE € MOCTiHUM. 3 IUIMHOM 4acy (ipMH, SKi Aal0Th PEUTHHIH OOiraiism,
MIPOJIOBXKYIOTh aHAII3yBaTH THX, XTO BUITyCKae IiHHI nanepw, Bkiarouatoun ypsia CLIA. Kpim Toro, He Bei areHuii 3roHi
3 OyIb-SIKHM 3HMXKEHHSM KpeauTHOro pedtuHry. Lo crocyeThcsi OCTaHHBOTO KPEJUTHOTO PEUTHHTY, Ka3HadeHChKi
3000B's13anHst CLLIA Oynu ouineni Ha piBHi AAA. Uutau 3aBxk/I¢ [TOBUHEH YCBIJIOMJIIOBATH TOW (aKT, MO PEeHTHHTU
MOXYTbh 3MiHIOBaTuCs 3 4acoM. Taxi nepionu, sk y TpaBHi 2023 poky (oOMexeHHs 00pry, IOJaTKOBI HaJIXO/PKEHHS Ta
PO30ODKHOCTI IIOJI0 BUTpPAT MK 3aKOHOJABYOI0 Ta BHKOHABYOIO TUNKAMHU BIAJM) MOXYTb abo He MOXYTh OyTn
nepetoaveHi o0 KPeIUTHOTO peiTHHTY Ka3HauelicTa CIIIA.

Karouosi caoBa: nonaTtku 3 denepaabHUX CTPaxOBUX BHECKIB, HAI[IOHAJBLHUN OOpr, 3aKOH NMpo €AMHHUN OIOIKET,
KasnagectBo Criosryuenux IlltaTis.
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