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April 17,2013

Subcommittee on Social Security
Committee on Ways and Means

U.S. House of Representatives

B317 Rayburn House Office Building
Washington, DC 20515

Dear Subcommittee Member,

As you examine proposals to change how inflation is measured for purposes of
determining cost-of-living adjustments (COLAs) to important earned retirement benefits at
your April 18, 2013, hearing, I would like to share the concerns of the five million federal
employees and annuitants represented by the National Active and Retired Federal
Employees Association (NARFE).

Inflation protection is a vital part of any federal benefits program, and we welcome a
discussion surrounding the adequacy of the current measure. We must caution, however,
that having this discussion within the context of deficit reduction strategies clouds the
debate regarding the role inflation plays in the lives of our nation’s seniors, veterans and
the disabled.

As you consider this issue, I urge you to oppose proposals that would substitute the
chained CPI for the current index (the CPI-W) as the measure of inflation for federal
civilian and military retirement annuities, veterans’ benefits, disability insurance benefits
and Social Security benefits.

Do not be misled; the chained CPI is not a more accurate measure of inflation for seniors.
Proponents of the chained CPI claim it provides a better measure of inflation by taking into
account how consumers substitute one item when the price of another item increases; for
example, by switching from steak to chicken when the price of steak rises. Accounting for
this type of substitution, however, fails to measure lower standards of living that result
from substituting a less desirable alternative. Seniors, in particular, as a result of living on
a fixed income, often find such substitution impracticable, as they are already purchasing
lower priced goods.

Second, neither the chained CPI nor the CPI-W accurately reflects changes in consumer
prices experienced by the seniors who rely on the measures to adjust their incomes
appropriately. Notably, while health care accounts for about 12 percent of spending for
those 62 or older, it accounts for only 5 percent of spending for the general population.
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Meanwhile, health care costs are rising faster than other goods — last year, health care
inflation was 3.7 percent while the CPI-W indicated the average price of consumer goods
increased 1.7 percent.

When you measure costs experienced by Americans 62 years of age or older, as the Bureau
of Labor Statistics (BLS) does when calculating an experimental price index for elderly
consumers, the CPI-E, inflation is actually greater than the CPI-W reflects, a clear sign that
switching to the chained CPI is a move in the wrong direction.

A switch to the chained CPI is a reduction to the earned and promised retirement benefits
of middle-class Americans. Although politicians as ideologically diverse as the members
of the Republican Study Committee and President Obama have referred to the chained CPI
as a technical adjustment, that characterization obscures the obvious — individuals who
have worked their whole lives to earn their retirement benefits will receive less money in
the future. That sounds like a real benefit cut to them, and it is.

Using the chained CPI instead of the CPI-W would reduce COLAs by an estimated 0.3
percent per year. Because this difference would compound over time, it would result in
estimated yearly benefits 3 percent lower after 10 years, 6.2 percent lower after 20 years
and 9.4 percent lower after 30 years.

The average annual Social Security benefit is only $15,000 per year. By using the chained
CPI, someone earning that annuity would receive, in total actual dollars, an estimated:

»  $2,936.45 less after 10 years;
= $13,612.09 less after 20 years; and,
»  $36,742.92 less after 30 years.

How does someone with an income of $15,000 per year make up that difference?

Federal retirees under the Civil Service Retirement System (CSRS), which does not
provide Social Security benefits, rely on their federal annuity as their sole source of
income. Therefore, a switch to the chained CPI would have a particularly acute impact on
their retirement benefits.

Federal employees covered by the Federal Employees Retirement System (FERS) would
actually be hit twice, through their federal pensions and their Social Security benefit.
Additionally, FERS does not even provide full inflation protection if inflation is greater
than 2 percent. With an average annual annuity of $13,164, FERS retirees also would
receive an estimated:

= $2,577.02 less after 10 years;
= §$11,945.97 less after 20 years; and,
= $32,245.58 less after 30 years.



Finally, the chained CPI hurts the most vulnerable. Using the chained CPI as an inflation
measure would decrease benefits for low income seniors and the disabled, including
disabled veterans, while simultaneously increasing taxes on lower and middle-income
taxpayers. Current seniors, especially those who are older than 65, will be hit the hardest
by a switch to the chained CPI — they are likely to have fewer sources of income, are
unable to return to work given their age, and have higher medical expenses.

The average Social Security benefit is $15,000 annually, which is, by itself, a low income.
For seniors that rely solely on their Social Security benefits, every dollar the chained CPI
reduces their income may be a vital one. While some proponents of the chained CPI have
coupled their support for it with an increase in benefits for the poorest elderly, such as
those receiving Supplemental Security Income (SSI), it is difficult to see how you save
money for deficit reduction without hurting low income seniors when the average Social
Security benefit is so low.

Individuals receiving veterans’ benefits or disability benefits (SSDI) will be hit particularly
hard by a switch to the chained CPI. Because many of these individuals rely on benefits
for a longer period of time, the compounding effect from reduced COLAs caused by a
switch to the chained CPI will take a more substantial toll on their total benefits.

Additionally, using the chained CPI for tax purposes would increase taxes on lower and
middle-income taxpayers. According to a Joint Committee on Taxation report, by 2021,
the tax liability for those with incomes between $10,000 and $20,000 would increase by
14.5 percent, and by 3.5 percent for incomes between $20,000 and $30,000, while those
with incomes of $1 million and above would see an increase of only 0.1 percent. The
chained CPI hits our nation’s most vulnerable twice.

The impact of these combined changes would fall hardest on those who live the longest, as
their savings dwindle, and on those whose sole source of retirement income is from their
government benefit, including Social Security and civilian or military retirement annuities.

For these reasons, I urge you to oppose proposals to base COLAs for federal civilian
retirement annuities and Social Security benefits on the chained CPI. If you have any
questions or concerns, please contact NARFE Legislative Director Jessica Klement via e-
mail at jklement@narfe.org or phone at 571-483-1264.

Thank you for your consideration of NARFE’s views.
Sincerely,
s D

Joseph A. Beaudoin
National President



