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Course summary:  With life spans increasing in most nations around the globe, over the past century many governments have instituted public programs that are intended to support older citizens. Although these programs often have great popular support and a successful history of increasing living standards for retirees, their financial future is increasingly bleak. This short course will introduce students to some key considerations in designing and reforming such institutions, with attention to the financial problems on the horizon. As time allows, we will discuss a number of topics: the experiences of three countries with very different systems (Chile, Germany, and the United States), the theoretical and practical concerns that lead countries to establish substantially different programs, the effects of those programs on labor supply and savings behavior and the inefficiencies that result from those effects, and the demographic, economic, and political challenges confronting governments that have not pre-funded their old age insurance systems. Some basic theoretical results from the theory of public finance will also be worked into the lectures where appropriate.

Outline of major topics

I. Theoretical motivations for old age insurance

II. A brief history of old age insurance and similar initiatives in three nations

III. Key feature of U.S. institutions and comparisons with systems in other nations

IV. Accounting and the relationship to the rest of the federal budget: official U.S. government accounting versus generational accounting

V. Challenges

VI. Proposed solutions, advantages and disadvantages

Course Readings: 
Since this is a short course, it is understood that time will not permit a careful reading of all the articles listed below. The only required reading this thus a (admittedly somewhat lengthy) packet of lecture notes that I have prepared for this class. You may download the notes from the PoSA webpage or http://www.uwm.edu/~sdrewian/CourseMaterials/LectureNotes-PoSA2007.pdf. 

The material below is much more thorough, I highly recommended reading it after the course is over. For the most complete review of the entire academic literature, I suggest 

Feldstein, Martin, and Jeffrey R. Liebman, 2002, “Social Security,” Chapter 32 of Alan J. Auerbach and Martin Feldstein, eds., Handbook of Public Economics, Vol. 4 (Amsterdam: Elsevier). 

Although the following book is written for a more popular audience, it is also quite insightful. Much of the material this class will emphasize is discussed in the first half of this book. 

Kotlikoff, Laurence J., and Scott Burns, The Coming Generational Storm: What You Need to Know about America’s Economic Future (Cambridge, MA: MIT Press, 2004).

For further reading:

1. Comparison of programs within and across nations

a. Social Security Administration. 2006. Social Security Programs Throughout the World: The Americas, 2005 (Washington, D.C.: Social Security Administration). Available at http://www.ssa.gov/policy/docs/progdesc/ssptw/2004-2005/americas/ssptw05americas.pdf. See especially the comments on old age, disability, and survivor insurance in the introductory comments (pp. 1-11, up to “Work Injury”), Chile, and United States. 

b. Social Security Administration. 2006. Social Security Programs Throughout the World: Europe, 2006 (Washington, D.C.: Social Security Administration). Available at http://www.ssa.gov/policy/docs/progdesc/ssptw/2006-2007/europe/ssptw06euro.pdf. See especially the section on Germany.

c. Kritzer, Barbara E. 2002. “Social Security Reform in Central and Eastern Europe: Variations on a Latin American Theme.” Social Security Bulletin 64(4), 16-32.

2. Incentives on labor supply and savings

a. Krueger, Alan B., and Jorn-Steffan Pischke. 1992. “The Effect of Social Security on Labor Supply: A Cohort Analysis of the Notch Generation.” Journal of Labor Economics 10, 412-437.

b. Borsch-Supan, Axel, and Reinhold Schnabel. 1998. “Social Security and Declining Labor-Force Participation in Germany.” American Economic Review 88, 173-178.

c. Borsch-Supan, Axel. 2000. “Incentive Effects of Social Security on Labor Force Participation: Evidence in Germany and across Europe.” Journal of Public Economics 78, 25-49. 

d. Coile, Courtney, and Jonathan Gruber. 2007. “Future Social Security Entitlements and the Retirement Decision.” Review of Economics and Statistics 89(2), 234-246.

e. Feldstein, Martin. 1974. “Social Security, Induced Retirement, and Aggregate Capital Accumulation.” Journal of Political Economy 82, 905-926.
f. Munnell, Alicia H. 1974. “The Impact of Social Security on Personal Savings.” National Tax Journal 27, 553-567.

g. Attanasio, Orazio P., and Agar Brugiavini. 2003. “Social Security and Households’ Saving.” Quarterly Journal of Economics 118, 1075-1120.

h. Attanasio, Orazio P., and Susann Rohwedder. 2003. “Pension Wealth and Household Saving: Evidence from Pension Reforms in the United Kingdom.” American Economic Review 93, 1499-1521.

3. Pay-as-you-go financing: challenges and responses

a. Diamond, Peter. 2004. “Social Security.” American Economic Review 94(1), 1-24. 

[Note: this essay was Diamond’s Presidential Address to the American Economic Association. For a more extended version, see Diamond and Peter R. Orzag. 2004. Saving Social Security: A Balanced Approach (Washington, D.C.: Brookings).]

b. Gokhale, Jagadeesh, and Kent Smetters. 2005. “Measuring Social Security’s Financial Problems.” NBER Working Paper Series, number 11060. Available at http://www.nber.org/papers/w11060.
c. Krugman, Paul. 2005. "Confusions about Social Security." The Economists' Voice 2(1), Article 1. Available at: http://www.bepress.com/ev/vol2/iss1/art1.

