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Privatized Social Security - 
Take 2
By David R. Francis 

'If you don't succeed at first, try, try again." That could well be the 
motto of those trying to partially privatize Social Security. 

It's already clear that most Americans don't back Republican efforts 
to divert some Social Security revenues into private accounts. And in 
the Senate, Democrats have enough votes to sustain a veto of any 
privatizing bill.

In the Monitor
Wednesday, 06/29/05

Diplomacy's new muscle 
under Rice

Is black-market baby 
formula financing terror?

Is black-market baby 
formula financing terror?

High-octane energy fight

A monument stirs 
immigration debate

Read these and the 
rest of the Monitor's 
headlines by e-mail.
Subscribe for free.

So a group of influential Republican 
members of Congress last week 
announced a plan to use the system's 
current cash surplus - rather than future 
payroll tax revenues - to finance these 
accounts.

The idea has a certain political appeal. 
The 11 Republican senators sponsoring 
the new legislation bill it as "Stop the 
Raid on Social Security."

Here's the logic: Social Security has big 
surpluses. For years, Congress has 
"borrowed" them to make the "unified" 
budget deficit look smaller. Their plan, 
the senators note, would end that. 
Neither party could use the surplus to 
mask the true size of the deficit. Instead, 
it would be legally owned by workers 
who decide to open personal accounts.
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So far, so good. However, it's far from 
the full story.

Take the senators' math, for example. 
They calculate that since 1985, 
Congress has spent $1.67 trillion of the 
Social Security surplus on other 
government programs. But they 
conveniently overlook that in return, the 
Social Security Trust Fund holds $1.67 trillion in federal bonds. 
Those bonds are already earmarked for Social Security retirement 
benefits down the road when there will be more retirees and 
proportionately fewer workers to support them.

Future surpluses will amount to $792 billion through 2017, before the 
surplus disappears, according to the Social Security trustees. So if 
they're drained today to fund private accounts, Uncle Sam would 
have to borrow an extra $792 billion to make promised benefit 
payments to future retirees, widows and their children, and the 
disabled.

A private account appeals most to young people, since they might 
gain from it - especially if they're skeptical that traditional Social 
Security will be around when they retire and suspect Trust Fund 
bonds will be worthless. But they are ignoring political reality: Future 
retirees will have major political clout.

"There will be enormous numbers of older people and these older 
people are voters," notes Alicia Munnell, director of the Center for 
Retirement Research at Boston College. "They can't be dismissed."

Another problem with the Republicans' bill is that the Trust Fund 
bonds would be used up sooner - by 2039 rather than the Social 
Security Trustees' current estimate of 2041.

After that, the system will still hand out benefits, but at a reduced 
level, funded by payroll taxes paid by workers of that era. That cut 
isn't as bad as it sounds in absolute terms. Assuming living standards 
continue to rise as they have in past decades, pensions of that era 
will be based on salaries with substantially more purchasing power 
than today's Social Security benefits.

Nevertheless, retirees may feel poorer. That's because the system 
under current law will provide less retirement income relative to 
previous earnings than it does today. The average earner who retires 
at 65 today gets benefits equal to about 42 percent of preretirement 
earnings, or 39 percent after deducting Medicare premiums. By 2030, 
a 65-year-old retiree will find his Social Security pension replaces 29 
percent of his preretirement wages - not even a third, calculates Mrs. 
Munnell. That's because "normal retirement age" is scheduled to 
advance to 67 by 2022. Also hurting: increased taxation of Social 
Security benefits and higher Medicare premiums.
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So, if any Social Security "reform" cuts future benefits further - say by 
indexing benefits to inflation rather than prevalent average wages - 
many retirees may experience a huge and sudden decrease in their 
incomes.

Of course, it's possible that a private account might offset that factor - 
if an account's investments do particularly well.

Many conservatives hope that this plan will lead to lower government 
tax levels, already at the lowest level in relation to gross domestic 
product in many decades.

Sen. Jim DeMint (R) of South Carolina, one of the plan's backers, 
calls the Social Security money "a secret slush fund for Congress."

The Trust Fund assets "probably" have increased federal debt held 
by the public by, in effect, encouraging Congress to spend more and 
tax less, argues Kent Smetters, an economist at the Wharton School 
in Philadelphia.

"It's a psychological factor," he says.

But "it's almost impossible to test this empirically," Munnell counters. 
She doubts the Trust Fund had any impact on the debt level, at least 
until 2001, since both Congress and the White House were pushing 
for deficit reduction.

Democrats and their sympathizers are attacking the DeMint bill. It's 
seen as a "nose in the tent" for privatization. And, they note, it will 
require hiring thousands of federal employees to administer it, 
costing an estimated $25 billion over 10 years.

Special Offer: Subscribe to the Monitor and get 32 issues FREE

Links of interest
• New terror-financing scheme: stolen baby formula?
• In Books: How Giuliani saved New York
• Does your job pay well? Check salaries for hundreds of job titles in 

dozens of cities

Most-viewed stories (for 06/27) 
• A rape victim defies traditional code (06/27/05)

• Crime-busting cameras: a US-city experiment (06/27/05)

• Supreme Court splits on Ten Commandments (06/28/05)

• Return of the alien invaders (06/27/05)

• New Bush drive for support on Iraq (06/27/05)

 

E-mail Alerts
 Environment
 Politics
 Ethics
 More topics...

Sign up now:

 

 

Monitor Store

http://www.csmonitor.com/2005/0627/p17s01-cogn.html (3 of 4)6/28/2005 12:25:35 PM

http://www.csmonitor.com/2005/0627/p01s03-wome.html?s=t5
http://www.csmonitor.com/2005/0627/p01s03-wome.html?s=t5
http://www.csmonitor.com/2005/0627/p11s02-lihc.html?s=t5
http://www.csmonitor.com/2005/0627/p11s02-lihc.html?s=t5
http://www.csmonitor.com/2005/0628/p01s03-usju.html?s=t5
http://www.csmonitor.com/2005/0628/p01s03-usju.html?s=t5
http://www.csmonitor.com/2005/0627/p11s01-altv.html?s=t5
http://www.csmonitor.com/2005/0627/p01s02-uspo.html?s=t5
http://www.csmonitor.com/2005/0627/p01s02-uspo.html?s=t5
http://www.csmonitorservices.com/csmonitor/subscription/print_sub.jhtml?I04T01
http://www.csmonitor.com/2005/0629/p01s01-usju.html?s=u2
http://www.csmonitor.com/books/index.html
http://www.csmonitor.com/2005/0628/p17s01-bogn.html?s=u2
http://csmonitor.salary.com/
http://csmonitor.salary.com/
http://www.csmonitor.com/2005/0627/p01s03-wome.html?s=u
http://www.csmonitor.com/2005/0627/p11s02-lihc.html?s=u
http://www.csmonitor.com/2005/0628/p01s03-usju.html?s=u
http://www.csmonitor.com/2005/0627/p11s01-altv.html?s=u
http://www.csmonitor.com/2005/0627/p01s02-uspo.html?s=u
http://www.csmonitor.com/cgi-bin/signup.pl?module=9&s=pc1
http://www.csmonitor.com/cgi-bin/signup.pl?module=12&s=pc2
http://www.csmonitor.com/cgi-bin/signup.pl?module=11&s=pc3
http://www.csmonitor.com/cgi-bin/signup.pl?s=pc4
http://www.csmonitor.com/marketplace/recruit/index.html?s=pc
http://www.csmonitor.com/aboutus/companystore/index.html
http://ads.addesktop.com/ads/ad10246a-map.cgi/v=1.0A/zge7e7ce/SZ=125X125A/kw=KEYWORD/1926
http://ads.addesktop.com/ads/ad10246a-map.cgi/v=1.0A/zge7e7ce/SZ=120X600A/kw=KEYWORD/1926
http://ads.addesktop.com/ads/ad10246a-map.cgi/v=1.0A/zge7e7ce/SZ=120X600A/kw=KEYWORD/1926


Privatized Social Security - Take 2 | csmonitor.com

E-mail this 
story 

Write a letter 
to the Editor

Printer-friendly
version

Permission to 
reprint/

republish

back to top

Click Here

Home  |  About Us/Help  |  Feedback  |  Subscribe  |  Archive  |  Print Edition  |  Site Map  |  RSS  |  Special Projects  |  Corrections 

Contact Us  |  Privacy Policy  |  Rights & Permissions  |  Advertise With Us  |  Today's Article on Christian Science  |  Web Directory 

www.csmonitor.com | Copyright © 2005 The Christian Science Monitor. All rights reserved.

http://www.csmonitor.com/2005/0627/p17s01-cogn.html (4 of 4)6/28/2005 12:25:35 PM

javascript:daughter = window.open('/cgi-bin/send-story?2005/0627/p17s01-cogn.txt','emailthis','width=300,height=450,toolbar=0,menubar=0,scrollbars=0,resizable=0,status=0,location=0'); window.top.location = '/2005/0627/p17s01-cogn.html';
javascript:daughter = window.open('/cgi-bin/send-story?2005/0627/p17s01-cogn.txt','emailthis','width=300,height=450,toolbar=0,menubar=0,scrollbars=0,resizable=0,status=0,location=0'); window.top.location = '/2005/0627/p17s01-cogn.html';
http://www.csmonitor.com/cgi-bin/encryptmail.pl?ID=CFF0C5E4&url=/2005/0627/p17s01-cogn.html
http://www.csmonitor.com/cgi-bin/encryptmail.pl?ID=CFF0C5E4&url=/2005/0627/p17s01-cogn.html
http://www.csmonitor.com/2005/0627/p17s01-cogn.htm
http://www.csmonitor.com/2005/0627/p17s01-cogn.htm
javascript:RightslinkPopUp();
javascript:RightslinkPopUp();
javascript:RightslinkPopUp();
http://ads.addesktop.com/ads/ad10246a-map.cgi/v=1.0A/SZ=1X1A/kw=KEYWORD/1926
http://ads.addesktop.com/ads/ad10246a-map.cgi/v=1.0A/SZ=1X1A/kw=KEYWORD/1926
http://www.csmonitor.com/index.html
http://www.csmonitor.com/aboutus/about_the_monitor.html
http://www.csmonitor.com/cgi-bin/contactus.pl
http://www.csmonitor.com/aboutus/p_subscribe.html
http://www.csmonitorservices.com/archive?A-Footer
http://www.csmonitor.com/cgi-bin/redirect.pl?printEdition
http://www.csmonitor.com/aboutus/site_map.html
http://www.csmonitor.com/rss/index.html
http://www.csmonitor.com/specials/index.html
http://www.csmonitor.com/aboutus/corrections.html
http://www.csmonitor.com/cgi-bin/contactus.pl
http://www.csmonitor.com/aboutus/privacy.html
http://www.csmonitor.com/aboutus/copyright.html
http://www.csmonitor.com/aboutus/advertising.html
http://www.csmonitor.com/cgi-bin/redirect.pl?csArticle
http://www.csmonitor.com/linkslibrary/index.html

	csmonitor.com
	Privatized Social Security - Take 2 | csmonitor.com


	CLBENIHLBBFBDKHGJKKNKJJCFLDLFBIG: 
	form1: 
	x: 
	f1: NS-boolean-query
	f2: 10
	f3: past 5 editions
	f4: 

	f5: 

	form2: 
	x: 
	f1: [Subscribe:]


	form3: 
	x: 
	f1: pcf
	f2: 

	f3: 




