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Social Security Systems in US & India

A study in Contrast
The tutule of the Social Secu ty system in
th€ United States and th€ ultimate fate of
benefits have sparked a debate amotrg
politicians and th€ public in an effort to save
what many believe is a dooned process.
A c c o r d i n g  t o  t h e  S o c i a l  S e c u r i t y
Administration, more than 47 million
Americans will have rcceived approximately
$492 billion in benefits in ?004. Roughly, 70
per cent of these ben€fits are received by
retircd workers and their dependents, with
the balance goins to disabled workers and
their deperdents and the survivors of
deceased workers. The number is staggering,
especially with the longer life expectancy in
1940 an average 65 yeaB was expected to live
an additional 12.5 yea$ and today that
expectation is extended by five additional
yesrs. Psrt of the reason that the Social
S€curity system has been the target of
proponents of reform is that the crment
sbucturc is very much a pay-as'you go.
Younger workers are covering the benefits
received by t}le cuneni recipient pool. There
are roushty 3.3 workers for each Social
Secu ty beneficiary and by 2031 thai
number will shrink to 2.2 workers.

The Social Security Administration has
determined that today in the United States, the Social
Security benefit is amajorsource ofincome for many ofthe
nation's elderly. With the maximum benefii for today's
retiree at age 62 fwith reduced benefits] at roughly
$1soo/nonth and tull benefits at age 67 of$1700, it is easy
to see thdt dddit ional sources ot ret i rerent income arc
necessary to ensure a retirement that achieves most
people's dreams. with employer pensions on the demise,
reduced purchasing power of Social Security benefiis, and
possible impaiment of the entire system, it becomes
critical for future retirees to save for their retiement with a
combination of tax-defened and taxable accounts.

In 2005, worke$ will see their contribution to Social
Securi ty increase to a mdimum of $5.s80 on samings up
to S90.000 while beDcfil recipienls will see an increase in
2005 of2.7 percentto help offset hcreases in the cost- of-
liviDg. while all of this discussion seems rather
suaightfoMard, things become morc complex for the
ernployee who works outside the United States, for the
retiree who resides outside of the United States, and for
non-citizens who work i[ tle United States. There is a
$owing number of Americans working outside the United
States and non-citizens working in the U.S. or for U.S.
cornpanies, where they are paying iDto the Social Security
system, it is important to understand how lheir
contribuiions will affect th€ir tuture benefits. Most

c a n  b e  f o u n d  a t
www.socialsecurity.gov/international/index
.html.

In contrast, the vehicle of saving for
retirement for those in the or8anized sector
in India has been the Employees Provident
Fund [DPF) sovemed by lhe Employees'
Provident Funds and Miscel laneous
Provisions Act, 1952. This Act provides for
compulsory contributory tund for the futue
of an employee (his retirement) or fbr his
dependents incase ofhis early death.

The EPF is in some ways like a mix ofsocial
secuity system and qualified plans in the
United States. I t  is compulsory for
businesses having 20 or more employees to
offer the EPF facility to their employees.
Enployees having a rnonthly salary ofup to
Rs.6,500 have to invest 12% of their salary
conpulsorily and ihe employers have io
match the same. Employees and Employers
may contribuie more than 12% each,
voluntarily. The amount cont buted by an
employee has €€riaia tax benefits if his
annualincome isbelor'\, Rs. 8 lakhs.

The returns on EPF are government
regulat€d, bDt at present they are an atbactive interest of
9.5% per annum. Whar makes this very attractive is thal
ihe returns are tax free.Inotherwords, when anemployee
rethes and withdraws the amouni accumulated in his EPR
he pays no tax. Employer's coniribution is also exempt
hom tax up to 12% oft}le sal6ry, beyond which it is taxable
in the hands of the employee.

Key weaknesses are ihat EPF funds are invested only in
government securities. Additionally, reiurn is not market-
related, which is leaving agap in what is eamed and whai
is promised to be distributed. This money is largely
prohibited from being invested in equity markets, which
allows for very little risk management and, therefore,
1'\'hether you arc 25 years old or 50 yeam old, the risk and
return on your investment remains the same.

The pensions sector is going to see tremendous rcforms in
the coming years with privatisation ofpensionfunds. The
Indian financial markets e also likely to see sbuctural
chan8es with long-term money being channelled into
them.
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