
American Jobs Act Would Cut Social Security Tax Further; 

On September 8, President Barack Obama announced his administration's latest attempt to help 

the struggling economy move forward and avoid a "double-dip" recession – the American Jobs 

Act of 2011. And it's no surprise that payroll is at the center of his proposals. As anticipated, the 

bill would extend and expand the temporary reduction in the employee share of social security 

tax, while also reducing the employer share of social security tax on some wages and eliminating 

it altogether on others. The proposed legislation also includes tax credits for hiring veterans and 

the long-term unemployed, as well as other payroll-related provisions. Here is what the bill, if 

passed as is, would mean to payroll: 

  

•   Social security tax rate reduction - For both employees and employers, the social 

security tax rate would be reduced to 3.1% for calendar year 2012, a reduction from the 

2011 rate of 4.2% for employees and 6.2% for employers. The employer reduction would 

apply to the first $5 million of an employer's wages paid by all employers other than 

federal, state, and local government employers (except for public colleges and universities) 

and employers of household workers. The rate reduction would also apply to employers and 

employees under the Railroad Retirement Tax Act and to self-employed individuals.  

  

•    Tax credit for increased payroll - For the last quarter of 2011 and all of calendar year 

2012, employers would get a "payroll increase credit" for the employer share of social 

security tax paid on increases in wages paid from the same period of the prior year. The 

credit would be available on up to $12.5 million of an employer's increased wages paid in 

the fourth quarter of 2011 and up to $50 million of an employer's increased wages paid in 

calendar year 2012, and would be available to the same group of employers that are eligible 

for the social security tax rate reduction. The employer would receive a credit of only 3.1% 

on the difference between wages paid in 2012 versus 2011 up to the $5 million limit to 

which the social security tax rate reduction applies, to prevent an employer from getting 

both the social security rate reduction and payroll increase credit on the same wages.  

  

•    Withholding on payments to government contractors delayed again - The effective 

date of the requirement that governmental entities withhold 3% from payments to 

contractors providing property or services would be further delayed to payments made after 

December 2013.  

  

•    Tax credits for hiring veterans - The current tax credit for hiring veterans who have 

been unemployed for at least 6 months and have a service-connected disability would 

increase from $4,800 to $9,600. There would also be two new tax credits: $2,400 for hiring 

veterans who have been unemployed for at least 4 weeks and $5,600 for hiring veterans 

who have been unemployed for at least 6 months. The Treasury Secretary would provide 

methods for certifying a veteran's unemployed status.  

  

•    Tax credit for hiring the long-term unemployed - Employers would get a tax credit of 

$4,000 for hiring individuals who have been unemployed at least 6 months. The Treasury 

Secretary would provide methods for certifying an individual's unemployed status.  

  

•    No discrimination against the unemployed - It would be unlawful for employers to 

refuse to hire an individual because the individual is currently unemployed or to include a 

provision in any job advertisements stating that unemployed individuals will not be 

considered for a job.  

 



 

 

 


