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The Future of Social Security

I am very concerned about the future of the Social Security system as the baby boom generation begins to retire.  Social Security's income has exceeded its benefit payments for more than a decade.  The situation will reverse when the Baby Boom generation born during 1946-64 reaches retirement age and begins receiving benefits. When that happens, the large pool of government bonds that have accumulated in the Social Security trust fund will be drawn down. According to the government's best estimates, Social Security will begin running a deficit in 2015 and will go bankrupt in 2037.  

This does not mean that Social Security recipients will suddenly stop receiving all benefits in 2037.  However, without some intervention to shore up the system before that point, payroll tax receipts will only be able to pay for approximately 75% of what Social Security owes.

I am willing to consider ways to increase the return on investments from the Social Security Trust Fund through investing some portion in private markets, as is done with virtually every pension fund and state retirement system, provided the risks are carefully taken into account.  But while I favor encouraging individuals, through tax incentives and other means, to increase savings for retirement, I am wary of the recent string of proposals to change Social Security to a completely or partially privatized system where each individual controls his/her investments.  Social Security was designed to provide a safety net for retirees, disabled persons, and the surviving family members of a worker who has died.  Converting to individual investment accounts would eliminate the source of funding for disability and survivors' benefits which are an essential safety net for these vulnerable groups.

But perhaps the biggest problem with the privatization plan is that Social Security is a pay-as-you-go system, where today's workforce pays for the benefits for today's retirees (as today's retirees did for the generation before them when they worked).  If Personal Retirement Accounts replaced all or part of our current Social Security system, we would not be able to make good on our promise to retirees who paid into Social Security their entire lives with the expectation it would provide benefits for them when they retire.  The cost of covering our debt to today's retirees and the administrative costs of converting a collective social security system to one based on individual accounts would run into the trillions of dollars--most estimates predict a cost of over $7 trillion.  Thus Personal Retirement Accounts would only speed Social Security on its way toward insolvency.

I believe that the only way to meet Social Security's obligations after 2015 will be to return to a disciplined program of debt retirement and avoid long-term deficit spending.  The interest payments on our debt alone are one and a half times what it would cost to keep Social Security solvent into the foreseeable future.  Like any American family facing a major expense down the line, our government needs to stop running deficits and begin paying off its debt so that it can meet the additional financial burden when the time comes.  
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