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Report Methodology

Earlier this year the Congressional Budget Office projected the impact of switching to the chained
CPI would have on benefit payments over the 10-year budget window.' This projection is the basis
for the projected cut in benefits by congressional district. The analysis uses data from the Social
Security Administration for benefits by Congressional District for 2013.” It assumes that reduction
in benefits in each district is proportional to its share of total benefits.

The economic impact of these cuts is calculated based on CBO’s estimate of the range of multipliers
for transfer payments to individuals like Social Security. CBO puts the range for the multiplier for
such transfers from 0.8 to 2.1.° This study shows a high impact scenario, which assumes a multiplier
of 2.1, a low impact scenario which assumes a multiplier of 0.8, and a middle impact scenario which
uses the mid-point of 1.45.

It translates these numbers into jobs by congressional district by taking CBO’s projected ratio of
jobs to GDP for the economy as a whole in each year and applying it to reduction in output in each
congtressional district. The job loss for each district shows loss in a high, middle, and low scenario
corresponding to the three multiplier scenarios discussed above.

It is important to note that the negative economic impact projected from these cuts assume that the
economy remains below full employment. If the economy is close to full employment, then
spending from Social Security will be largely displacing, rather than adding to, other spending. While
the economy is far from full employment by any measure in 2013, the Congressional Budget Office
projects it to be close to full employment later in the decade. The unemployment rate is projected to
fall to 5.7 percent by 2017 and then edge down to 5.3 percent by 2022. If these projections prove
accurate then the output and employment impacts calculated in this study will be smaller.

However, it is worth noting that CBO has been consistently overly optimistic about the pace of the
economic recovery. In its January 2010 projections, which were made after the economy had begun
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to turn around, CBO projected that the unemployment rate would average 6.3 percent in 2013 and
5.3 percent in 2014." In January of 2009 it had projected an average unemployment of 5.8 percent
for 2013 and 5.1 percent for 2014.” This track record suggests that policymakers should use caution
in considering CBO’s most recent projections on the pace of the economy’s recovery.
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