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Providing retirement security isamajor responsibility for the U.S.
government. Roughly one out of every five dollars spent by the
Federal government goes to Socia Security benefits. The
problems of social security may not be the most serious facing the
U.S. government, but if we can improve its finances, that will
make it easier to meet some of the other fiscal challenges of the
21% century, such as Medicare, which everyone agrees is far more
pressing, complex, and intractable.

| want to argue tonight that we can fix social security so that it
provides a better deal for young workers, and so that it remains
solvent for the foreseeable future. To do that will require a serious
commitment of general revenues toward funding social security so
that we no longer have to rely on the pay-as-you-go financia
structure that currently supports the system. While | will take issue
with the Bush Administration's proposals for individual accounts,
they deserve some credit for beginning a worthwhile national
conversation about how social security isfunded. However, most
of their crisis rhetoric about the financial health of the system has
been exaggerated and often just plain wrong. A secondary
argument | want to explore tonight is that demography is not
destiny: the social security system is not in danger from a tsunami
of aging baby boomers that will bankrupt the generations that
follow them.

Socia Security was designed to serve as a backstop, providing a
solid foundation for retirement security rather than as the sole
source of retirement income. In the popular metaphor of athree-
legged stoal, it is only one leg, while occupational pensions and
personal saving provide the other two legs of a comprehensive
retirement plan.



Y et asignificant fraction of workers relies heavily on the Socia
Security benefitsto provide a secure retirement with dignity.
These benefits make up more than half of the income for over two-
thirds of retired workers. For athird of retirees, they make up over
90 per cent of income. And one fifth of retirees have no other
source of income besides Social Security. It isclear that Social
Security forms asignificant part of what political economists
sometimes call the 'social wage—the part of labor compensation
orchestrated by the state. No wonder that this program has been
dubbed the 'third rail' of American politics.

To support this system, we pay the FICA tax, usually called the
payroll tax, that is dedicated to the social security program.
Currently, workers pay 6.2 per cent of their wages, up to acap
currently set at $90,000 and indexed to average wages. Employers
pitch in another 6.2 per cent, but most economists believe that
regardless of who writes the check, workers ultimately pay this
part of the payroll tax, too. Asaresult of this12.4 per cent tax on
wages, roughly 70 percent of households now pay more in payroll
taxes than they do inincome taxes. The Bush Administration,
evidently betting that young workers are not going to be satisfied
with the return they are getting on their substantial payroll
contributions, has made the creation of private accounts the major
domestic policy initiative of 2005.

Aswasrevealed in aleaked memo from Peter Wehner, a White
House operative, the Bush Administration initially planned to retail
privatization as a way to solve the long-term solvency problems of
the system. But that plan had to be scuttled because, as
Democratic critics quickly pointed out, privatization in fact does
nothing to address the solvency problem.

When the original plan failed, the Administration switched to Plan
B, which seems to be based on neutralizing the voice of older
Americans by promising to leave their benefits alone while
winning the support of younger workers by offering them a better
deal through private, personal, or individua accounts. Plan B now
seemsto have failed aswell. Pollstell usthat older Americans,



while believing the Administration's promises about their own
benefits, are strongly opposed to privatization because they want to
leave their children and grandchildren a social security system that
works at least aswell asit did for their generation. Meanwhile,
younger workers, while relatively more receptive to individual
accounts, are largely unenthusiastic once the details of the benefit
cuts and the risks of stock market |osses are explained to them.

The Democrats and progressive supporters of the social security
system have played a mgjor role in stopping Bush's privatization
campaign in itstracks. But they have done little else to offer
solutions to the problems, real or aleged, of the system. Ina
widely-discussed memo, political analysts James Carville and
Stanley Greenberg, have argued that thisisamistake. The
Democrats may be winning the battles over Social Security, but
with their David Spade, 'just say no' strategy, they are losing the
war. Carville and Greenberg base their argument on polling data,
which tells them (quote) : "V oters are looking for reform, change,
and new ideas, but Democrats seem stuck in concrete." My
students have been telling me something like this for over a
decade, and in fact, that is one of the main reasons | have taken this
Issue up as the focus of my personal research agenda.

Onething | hear from my studentsis that Social Security needsto
be modernized. Social Security was designed during the Great
Depression. The pressure to operate on a"pay asyou go" (or
PAY GO) basis was overwhelming. PAY GO means that each
generation pays taxes to support their parents' retirement benefits,
rather than putting the money into a fund to support their own
benefits. During the Depression, economists used the newly-
developed Keynesian theory to argue that getting unemployment
down was the priority. Paying out benefits before the trust fund
had grown was the right call from that perspective. It got older
workers out of the labor force, spending their benefits to create
demand. At the same time, conservative politicians were also
opposed to building up the trust fund, on the grounds that it would
lead to government ownership and socialism. So we got a PAY GO



system out of this peculiar aliance, and that has worked pretty
well. Isit time to reform this system? So many Americans now
own mutual funds and have gained familiarity with the principles
of investment that perhaps it would make sense to reform the
system in the direction of individual accounts?

| think it makes sense to move in the direction of agreater level of
funding, but that individual accounts would not really be the right
way to modernize the system. As| will detail more below, we can
offer young workers a better deal than they are currently getting
from Social Security, and do it in away that also addresses the
disturbing growth in the inequality of income, wealth, and health
status in the United States over the last three decades. The growing
inequality in the U.S. isatopic worthy of its own talk, but I'll just
mention some factoids to dramatize the problem. First, according
to Edward Wolff, by the 1990s, one person owned as much wealth
as 40 per cent of the nation's households combined. (I'll et you
guess hisidentity.) Second, according to a study by Thomas
Picketty and Emmanuel Saez, the share of income going to the top
1 percent rose during the 1980s and 1990s and reached alevel in
2000 that was the highest since right before the Great Depression,
in 1929. In other words, income is almost as concentrated now as
it has been at any point in the last century. A central premise of
my talk isthat thistrend is not healthy for a democracy and
reversing it ought to be a priority for public policy.

The key isto strengthen the existing system by using general
revenues to fortify the Social Security trust fund. The technical
term for accumulating assets in the trust fund in anticipation of
future benefitsis 'advance funding' or 'prefunding'. Prefunding has
traditionally been associated with conservative policy analysts,
such as the Harvard economist Martin Feldstein. But thereis
nothing to prevent us from prefunding the system using
progressive taxes that mainly fall on the wealthiest households, in
effect asking them to take some responsibility for the security of
the broad masses of working families whose labor isto some



extent responsible for the great wealth stored up in the fortunes of
the top 1 or 2 wealth percentiles.

In addition to addressing any insolvency issues (which | think are
exaggerated), prefunding will improve the rate of return that we
receive on our payroll taxes, and that will strengthen the system
politically by taking away the main complaint that conservative
opponents have traditionally leveled at the system—that you would
be better off investing on your own.

Individual accounts represent an aternative, | would argue inferior,
method of prefunding. There are two signal advantages to
prefunding the existing system. First, individual accounts will
necessarily require some fairly hefty administrative expenses that
will eat into the returns. The trust fund, on the other hand,
minimizes those expenses through financial economies of scale.
Second, individual accounts are based on the "defined
contribution” principle that makes workers bear the risks of
investing in stock and bond markets. The trust fund effectively lets
us spread that risk over alarge population, and over different
cohorts, preserving the "defined benefit" nature of the social
security system. Inaworld that is already asking workers to
accept more risk in terms of jobs, wages, and privately provided
pensions like 401(Kk)'s, it isimperative that we preserve this feature
of social security. Thisisthe right way to modernize social
security.

Isthisacrisis?

Before we get into the specifics, we need to put to rest some of the
myths and half-truths that are circulating about the financial status
of the system. The Bush Administration seems not to have
abandoned its original game plan completely, as Bush continues to
repeat the mantra that the system is broken, and personal accounts
are a least part of the solution.



The problem with thislineis that everyone agrees to use the
projections published by the Trustees of the Social Security
Administration, who by the way are (with one exception)
appointees of the President. And those projections show that under
the 'most likely' scenario, the Social Security trust fund will keep
the system paying full scheduled benefits until 2041, for over 35
years. After that, the taxes coming in will only be able to finance
about 74 per cent of scheduled benefits. But before we panic, let
me point out that social security benefits are indexed to average
wages, which increase in real, inflation-adjusted terms, as
productivity increases. So even after knocking 26 per cent off the
average benefit in 2041, it will still be higher in real terms than the
benefits received by recent retirees. Although cutting benefits by
one-guarter is certainly not an acceptable state of affairs, thisis
hardly the picture of a catastrophe. Y ou would not call a company
bankrupt whose dividends first rise by 50 per cent over the next
several decades and then drop by one-quarter, and yet the Bush
Administration and its supporters repeatedly use loaded
terminology like that to create panic among the citizenry.

But to make the crisis seem more immanent, a popular rhetorical
device of the Administration isto claim that the 'day of reckoning’
isnot 2041, but 2017 when the system begins to run 'cash deficits
(i.e., benefits will exceed taxes), after running cash surpluses since
1984.

A little history isin order. Traditionally, Social Security operated
on astrictly pay-as-you-go or unfunded basis. When it truly faced
bankruptcy in 1983 (it was borrowing from the Medicare trust fund
to pay benefits), President Reagan acted. Sensibly, he appointed
the bipartisan Greenspan Commission which recommended some
modest tax increases and benefit reductions that would put the
system in actuarial balance for the 75-year planning horizon. The
main benefit reduction, incidentally, isjust now taking effect as the
'normal retirement age' increases from 65 (set in the original 1935
act) to 67. A surprising number of people seem unaware that the
NRA isnow 66, and it will turn 67 for those cohorts born after



1960. The basic planisfor the baby boom generation to partially
prefund its own retirement, by running a cash surplus of taxes over
benefitsin order to build up the trust fund, which will then be run
down to help pay the benefits when the boomers hit retirement.
The leading edge of boomer retirement arrivesin 2008, when the
oldest boomers reach the minimum retirement age, which is still
Set at 62.

With this background, you can see that it is more than alittle
disingenuous for the Bush administration to claim that dipping into
the trust fund constitutes a'crisis for the system, since this was the
plan al aong.

To distract us from this obvious point, privatizers often say the
trust fund contains no real assets; it isonly invested in paper IOU's
of the government; or that it isjust one part of the government
owing another. They say that when 2017 rolls around and interest
and principle on the trust fund begin to finance social security
benefits, the Treasury will have to raise taxes, cut spending, or
borrow, just asit would if those debt certificates did not exist.

Incidentally, when President Bush announced to the world that he
had seen the trust fund in afiling cabinet in West Virginia, and that
itis'just IOU's and contains 'no real assets,' he may have violated
the US constitution. Article 14, Section 4 statesthat: "The
validity of the public debt of the United States, authorized by law,
including debts incurred for payment of pensions and bounties for
services in suppressing insurrection or rebellion, shall not be
guestioned."

But more to the point, this argument makes a dog's breakfast of
careful accounting. We should not restrict blame to the privatizers,
confusion about the trust fund isrifein public discussions. A
recent New Y ork Times article on the trust fund, entitled "At heart
of Social Security debate: a misunderstanding,” provesits central
point by itself misunderstanding the trust fund. It allegedly
paraphrases Douglas Holz-Eakin, the director of the Congressional



Budget Office asfollows, "The trust fund is more than an empty
promise, he said, and less than a solemn obligation backed by the
full faith and credit of the United States". In fact, what Holz-
Eakin actually told the reporter was that social security benefits,
not the treasury bonds in the trust fund, are not legally binding
contractual agreements, which istrue asapoint of law. | know
because | asked him when he spoke recently at Hamilton College.

From the standpoint of the social security system, the special non-
marketable Treasury certificates held by the trust fund are most
certainly real assets. That they are paper isimmaterial; almost all
assetsin afinancially complex capitalist economy are paper, or
even electronic bits and bytes stored in a computer somewhere.
The U.S. bonds in the trust fund are claims on the general revenues
of the US government, backed up the by itsfull faith and credit,
regardiess of what that NY Times reporter says. These are about
the safest financial assets available; the U.S. isnot likely to default
on its debt obligations.

If we take the perspective of the government, it is true that the trust
funds do not represent any real assets, just one branch owing
another. Inthat sense, the trust funds represent a bookkeeping
device for tracking revenues and costs. But there is a substantive
issue here that ought not be overlooked.

To suggest that after 2017 we should cut benefits to deal with the
'crisis isto suggest that reneging on the deal struck by the
Greenspan Commission isthinkable. Note carefully what that
would imply. Workersin the boomer generation have overpaid,
through a regressive payroll tax, and that fact is recorded by the
bondsin the trust fund. Those bonds will be serviced (i.e., interest
and principle paid) out of general revenues, which mostly means
theincometax. Theincometax isahighly progressivetax. The
top 5 percent of households by income pay about half the income
taxes, even after Bush'stax breaks for the rich. So when the
boomersretire, the plan isto be able to legitimately tap some of
that income tax revenue from the Bill Gates's of the world to pay



the boomers' social security benefits. To renege on this deal would
have obvious distributive repercussions.

Note that we do not normally speak of the 'solvency' of other parts
of the government, like the Pentagon. Social Security isuniquein
having a dedicated funding source. It is"off budget" by law. That
iIswhy it is appropriate, and good accounting practice, to speak of
the solvency of the system, and that is also why it makes no sense
to pretend the system isinsolvent just because it will have to
redeem its Treasury bonds.

When the privatizers are pitching to professional economists,
incidentally, they make a different argument, which is that the trust
funds have not added to national saving. From the standard,
ceteris paribus, methodology preferred by economists, the social
security surplus post-1983 have certainly added to national saving.
Government saving is part of national saving. But the privatizers
argue that ceteris has not been paribus. The social security
surpluses were used, they say, as an excuse to run deficitsin the
rest of the budget (called 'on-budget deficits), with no effect at all
on national saving. This may, to some extent, be true. Most of the
budget battles of the 1980s and 1990s were over the unified
budget, which includes the so-called 'off budget surplus that is
mainly social security. A policy goa of balancing the unified
budget, as a matter of arithmetic, requires that any off-budget
surpluses be offset by deficits in the rest of the budget.

The privatizers want to stretch this plausible argument into a case
for individual accounts. They say that only by putting the money
in persona accounts will we be able to keep the politicians hands
off that money. But thisisanon sequitor. Congress could adopt a
statutory policy of targeting the on-budget balance so that any
social security surpluses are dedicated to increasing national
saving. We know from the experience of the 1990s that Congress
can impose effective restrictions on the budget process, and live
with them.



So the 2041 date is the generally-agreed point at which the
financial imbalances in social security become acute. We al know
what is basically causing the problem. We are aging as anation, as
the result of lower fertility and longer life expectancy. Note that
the common perception, that the stresses are caused by
accommodating the baby boom generation, is not quite right. By
2041, the youngest boomers will be 77 and most boomers will be
as deceased as the Monty Python parrot. The Greenspan plan will
mainly have worked, in the sense of financing the boomers
retirement. But the imbalance will continue after the boomers
because we are living longer, and because population growth is
projected to slow down. These trends will raise the ratio of
workersto retirees, from around 3 where it stands now, to around
2. In apay-as-you-go system, where each generation of workers
pays for its parents retirement, this produces obvious stresses.

But how much stress depends critically on growth in the payroll
tax base, and that in turn depends on growth in real wages and
employment. No one can possibly know what will happen to these
crucial economic variablesin the next 75 years. Imagine trying to
predict economic growth over a 75-year horizon beginning in
1930. Would anyone have been able to foresee WWII, the baby
boom, the post-war 'golden age' of capital accumulation,
computerization?

This reminds me of a story told by economist Ken Arrow. Arrow
was in the army during WWI1, working on mathematical models of
weather. His group decided that the weather could not be
predicted, and sent a memo to their commander asking for
reassignment. In the reply, their commander said, "the
commanding general iswell aware that the forecasts are no good.
However, he needs them for planning purposes." In many ways,
the Trustees are in the same weird position. Appropriate to their
fiduciary responsibility, they make fairly conservative assumptions
about growth. And they make a range of three projections from
optimistic to pessimistic. Most observers concentrate on their
intermediate projection, since it represents what they think is'most



likely' (though again, that needs to be discounted by their fiduciary
conservativism).

[italicized text was not included in the talk]

After 2041, the Trustees project that paying scheduled benefits
would require funding the obligations that taxes do not cover.
These are called unfunded obligations. They give rise to some of
the trully mind-boggling numbers that privatizers sometimes use to
dramatize the plight of the system. The Trustees Report, starting in
2003, began publishing the present value of the unfunded
obligations over a 75-year and also over an infinite horizon. This
was apparently done at the urging over the conservative critics of
social security, and if that is true, they have gotten their wish.

Over an infinite horizon, the present value of the unfunded
obligations are now around $11 trillion, and the privatizers have
not hesitated to use that figure to foster panic. Present value
calculations take into account the time val ue of money—the fact
that money can be invested and earn interest. Asa result, a dollar
far off in the future are worth less today (since you could invest a
small amount today and it will grow to be worth a dollar through
the magic of compound interest). Its possible to add up the present
value of the obligations all the way to infinity because this
discounting operation eventually makes future dollars vanishingly
small.

There are several problems with this calculation, not the least of
which is that projections over even the 75-year horizon, not to
mention infinity, are pretty sketchy. That is one reason that the
American Academy of Actuaries formally recommended that the
Trustees refrain from reporting this number, arguing that it is
likely to sow confusion among unsophisticated users. They did,
however, praise the Trustees for also reporting a much more
meaningful statistic, which isthe ratio of the unfunded obligation
to GDP over the same infinite horizon. This puts the obligation
into context, relative to the resources for closing it. As a share of
GDP, these $11 trillion in obligations are only around 1 per cent,



and as a share of taxable payroll, they are only around 3.5 per
cent. Inother words, an increase in the payroll tax of 3.5

per centage points (from 12.4 to 15.9 per cent) would eliminate the
imbalance from now until forever. The Bush Administration has
been characteristically silent about this stubborn fact.

Another scary number the Bush Administration has exploited is the
$600 billion annual increase in the unfunded obligation. They say
thisisthe cost of waiting to fix the system. But it turns out that this
number just represents an accounting fact: the net worth of any
entity increases every year by an amount equal to the interest rate
used for discounting its future surpluses or deficits. The actuaries
use a 6 per cent discount rate, and 6 per cent of $11 trillionis
(roughly) $600 billion. The same effect works on the present value
of future GDP, which increases every year by the growth rate of
GDP. Theratio, that isthe more meaningful measure, therefore
rises by a small amount, say from 1.2 to 1.22 per cent of GDP.

The true cost of waiting turns out to be substantially less than the
$600 hillion.

Now let us turn to the Trustees projections themselves.

Take alook at this Figure showing their projections for trust fund
balances under the three scenarios: low cost (optimistic),
intermediate, and high cost (pessimistic).

[Figures appear at the end of this transcript.]

Note that under the intermediate scenario, the trust fund continues
to grow after 2017, when the system has cash deficits. That is
because the trust fund earns considerabl e interest income, out of
which it can still accumulate funds for another decade, until around
2027. After that, the bonds are redeemed to pay benefits until the
fund runs out in 2041.

| should point out here that the nonpartisan Congressional Budget
Office, using a similar methodology, puts that date of trust fund



depletion as 2052, mainly because of different assumptions about
the rate of interest on the bonds in the trust fund.

The pessimistic scenario suggests that trouble arrivesin 2030. But
the optimistic scenario suggests that trouble never arrives! The
system will effectively achieve the status of 'partially funded'
indefinitely. Under the optimistic scenario, the interest on the trust
fund alone will pay over _ of the benefits by 2040.

How likely isit that the optimistic scenario will materialize? We
need to look at the assumptions underlying these scenarios in some
detail. Remember the fiduciary conservatism of the Trustees? It
turns out that even their low cost scenario involves some
pessimism about future growth prospects.

Take alook at this chart, showing the historical growth rates from
1960-2005 (solid bars) and the 75-year projections for 2005-2080.
Thefirst set of bars shows overall growth in real GDP.
Historically, that has run about 3.5 per cent per year, which means
GDP doubles every 20 years or so. In the intermediate projection,
growth drops to under 2 per cent. That might not sound like alot,
but it means GDP takes about 35 yearsto double. If you go back
over the last century and a half, you will not find a 75-year period
with growth this low.

Even the most optimistic, or ‘low cost’ projection of the Trustees
looks fairly gloomy. The growth rate of GDP drops by about afull
percentage point.

GDP growth can be decomposed into two main components. the
growth of employment, which is just the number of workers, and
the growth of productivity, or output per worker, so the rest of the
chart shows these components. The projections for productivity
growth are not that dramatic, and the most optimistic assumption
has productivity growth remaining at its historical average.
Almost al the pessimism in the Trustee's projectionsis carried by
their assumption that employment growth will head south in the



next 75 years. In the most pessimistic scenario, employment
growth actually turns negative at the end of the projection period.
Even in the optimistic scenario, job growth drops by 100 per cent,
from about 1.6 per cent per year to only 0.6 per cent per year.

The Trustees assume that the unemployment rate stays fairly
constant, so these projections also apply to the growth of the labor
force. If you take the standard view held by economists that in the
long run, growth is determined by labor resources (adjusted for
productivity), then it is clear that the Trustees are anticipating that
we are about to enter an era of unprecedented labor shortages.
Partly that reflects what is happening to the natural increasein
population through births. The birthrate has fallen to the
replacement rate of 2 children per female. The intermediate
projection has it falling slightly more, the low cost projection hasit
rising slightly, but both are pretty pessimistic about the labor force
growing because of more babies. They also assume that the
historical increase in labor force participation by women is pretty
much over, and that we can expect little in the way of labor force
growth from increasing the ratio of workersto population. The
major remaining source of labor force growth isimmigration.

Here the Trustees make some spectacularly pessimistic projections,
which I’ ve chosen to highlight with a separate chart. Since the
1960s, the number of legal immigrants has been steadily increasing
by about 2.5 per cent per year, from around _ million ayear to
around _ of million legal immigrants and perhaps _ million illega
immigrants, for atotal well above one million. During the 1990s,
it has been estimated that over half the growth in the labor force
was accounted for by immigrant workers. The Trustees project
that this historic trend is going to end rather abruptly, with the
number of immigrants leveling off, or even falling in the
intermediate and high cost projection. The intermediate projection
has total immigration falling to 900,000 per year. Their
justification is that current policies do not support higher levels of
immigration, and they must stick to current legidlation in their
projections. But that seems unrealistic, and the independent



Technical Panel on Methods and Assumptions of the Social
Security Advisory Board, which monitors the Trustees and makes
periodic recommendations, has formally questioned this
assumption.

An aternative view that | find attractive is that in the long run,
growth is not limited or constrained by the available labor force,
but that instead, it is more correct to say that the labor force adjusts
to match the jobs available. The U.S. economy can be seen as
drawing in workers from the global reserve armies of labor. It can
draw in more workers with almost no upward pressure on wages,
asit did during the 1990s Clinton boom years. The technical term
for this situation is that growth is ‘endogenous’ because variations
in the rate of national saving have the ability to trandlate into
variationsin the rate of capital accumulation without running into
labor shortages. This alternative view seemsto be confined to the
heterodox fringes of the economics profession, made up of
economists who have synthesized the classical traditions of Adam
Smith, David Ricardo, and Karl Marx with the macroeconomic
theory of John Maynard Keynes. This alternative viewpoint, to
which | subscribe, makes me more receptive to the view that
growth will probably continue at historical rates, despite the
unfavorable demographic trends such as the low fertility rates that
we discussed earlier. My best guessisthat the optimistic or low
cost projections of the Trustees are at least within the realm of
possibility, in which case, the system may actually be solvent and
may become partialy funded even if we do nothing.

But most economists and policy analysts seem to believe that the
intermediate projection is more probable, and this has become the
benchmark or standard against which policy proposals are
evaluated by the cognescenti. Thereis an irony here that has not
gone unnoticed by critics of the Administration. If we are facing
an era of unprecedented slow growth in the labor force, i.e., an era
of labor shortages, then we should also be expecting wages to rise
and profitsto fall, both as a share of the national income. Asmy
advanced macroeconomic students are well aware, that isthe



prediction of just about any growth model that assumes that |abor
supply isthe limiting factor on long term growth. But if that is
true, then what about the promises that individual accounts will be
able to generate returnsin the 6-7 per cent range that stocks
enjoyed over the last century. Those promises are empty. On the
other hand, if stocks do continue to generate returns of 7 per cent,
that will only be because the growth slowdown has not
materialized. In which case, socia security will most likely be
solvent and even partially funded indefinitely, and the ‘problem’
that individual accounts were supposed to fix will have solved
itself.

Now fixing the solvency problem for social security under the
fairly gloomy conditions of the intermediate projection is not al
that difficult. It can be done with modest increases in taxes, or
modest reductions in scheduled benefits, or some combination.
The Trustees report that the actuarial deficit over the 75-year
planning horizon is about 1.9 per cent of payroll, meaning we
could achieve solvency with atwo percentage point increase in the
payroll tax, bringing it to 7.2 per cent for workers and 7.2 per cent
for employers.

There are several plans on offer that provide an array of tax
increases and benefit reductions. The most thoughtful is probably
Peter Diamond and Peter Orszag's “balanced approach” Their
approach raises the cap for payroll taxes in recognition of the fact
that income inequality has grown substantially since 1983, when
the cap was established. It adjusts taxes and benefits by means of a
formula which indexes them to average life expectancy. But their
approach has not attracted much attention outside the Beltway, and
most of the attention is now focused on the Bush Administration.

|sthe Bush plan a good deal for younger workers?
At this point, let me speak about why the Bush plan is a bad deal

for younger workers. Aswe have seen, the privatizers are
dangling the carrot of 7 per cent returnsin front of us. Suppose |



am right, and we are not facing an era of unprecedented labor
shortages, and that growth will continue at historical rates. Will
individual accounts be a good bet?

The devil, asthey say, isin the details. The Bush plan offers
workers the option of putting about 1/3" of their payroll taxesinto
individual accounts (with a cap that is phased in gradually). In
return, workers will forego scheduled benefits of an equivalent
amount, calculated with a 3 per cent real rate of interest. If a 20-
year old worker puts $1 into her account today, her benefits will be
docked by around 4 inflation-corrected dollars when she retiresin
47 years. That is, 1.03 raised to the 47" power. So thisdeal only
makes sense if your individual account earns over 3 per cent.

If stocks and bonds earn yields at historical rates, then clearing this
hurdle will not be hard on average. But there is no guarantee,
because markets fluctuate, often spectacularly asin 2001. If you
happen to retire in a bad year, you may walk away with retirement
benefits that are substantially lower than the benefits of those of
your friends, who happen to retire ayear ahead or behind you. The
Administration contends that workers will be exposed to minimal
risk because they won't be able to 'play the market' but instead will
be restricted to a small number of standardized accounts modeled
after the Thrift Savings Plan which services Federal government
employees. The TSP offers afew highly-diversified stock funds,
some bond funds, and one product called a'life cycle fund' which
automatically rebalances you portfolio as you age, starting you out
with mostly stocks and slowly moving toward all bonds as you
near retirement. Thisis standard financial planner advice: stocks
have higher returns, but are risky, so we should be doing this as
our tolerance for risk decreases closer to retirement.

It turns out that even the life cycle fund carries with it arisk that
your return will fail the 3 per cent test. Robert Schiller, the Yale
financial economist who actually coined the term ‘irrational
exuberance' that Alan Greenspan got credit for, has constructed a
simulation model and shown that even over the last century, with



good returns on average, alife cycle fund would fail the test 30 per
cent of the time.

Now if you are a high-wage earner, the chances are you already
have a portfolio of assets that has been designed to deal with risk.
Y ou can afford the luxury of making this bet with your individual
account, by simply shifting some of your portfolio into safer assets
to compensate. But most workers are not in that position. They
can not, or should not, take on more risk. They need the security
of having in their portfolios a solid social security asset backed up
by the defined benefit.

In fact, most workers need that solid asset in their portfolios even
more than ever because their world has gotten riskier. The most
relevant way thisistrueisthat beginning around 1980, companies
began shifting away from the traditional defined benefit pension
plan, toward 401(k) and other defined contribution plans. DB
plans give you a scheduled benefit, usually a fixed percentage of
your end-of-career earnings. DC plans give you the returns on
your contributions, which are risky. By the 1990s, most retirement
wealth held by workers had switched to DC, according to the
Federal Reserve Flow of Funds Accounts, where these aggregates
are tracked.

One of many ironies of thiswhole debate is that the privatizers
have (correctly) pointed out that as a PAY GO system, socid
security can only provide arate of return tied to the growth rate of
the taxable payroll, with adjustments for administration costs and
other complexities. Social security Administration actuaries
calculate that that return will be around 1.7 per cent for the average
20-year old worker. But the Bush Plan docks you as if you were
getting 3 per cent. Thisisnot agood deal for individual young
workers, and if we believe the polls, they are not buying it.

But individual accounts are really just thetip of abig iceberg, and
we ought to ask what's below the surface. Where did privatization
come from? Like many conservative policy initiatives, it has



descended, with modification, from Milton Friedman's 1962 book
Capitalism and Freedom. Friedman advocated making social
security a means-test system with a mandated insurance
component supplied by the private market, much like auto
insurance. Privatizers have kept this dual structure well in mind.
In arecent debate at the Ethical Society of New Y ork, Michagl
Tanner of the libertarian Cato Institute asks rhetoricaly: "Do we
want a system, basically, that turns our retirement over to
politicians, or do we want a system that ensures that thereisa
safety net that will take care of those people that fall into legitimate
hardship, and who cannot take care of themselves, but where the
rest of us have the choice and freedom to save and invest for
ourselves?

The iceberg consists of atwo-tiered retirement system. One part
will be abasic (possibly means tested) benefit targeted at poverty
inold age. The other will be aglorified 401(k). On the surface,
this may sound like fineidea. People often complain that the
existing system gives generous benefits to very well-off retirees,
who don't need them. But that is the inevitable result of having
universal social insurance: it covers everyone, even therich. The
problem with Balkanizing social security along Tanner's libertarian
linesis that the core social security benefit would devolve into
welfare for the old poor. And an old adage says that in America,
programs for poor people are poor programs. That's because they
lack a politically powerful constituency. The rich, who do not lack
for political voice in this country, would begrudge the taxes that
support such a program and it would atrophy. The devolution of
AFDC into TANF is an object lesson. The architects of socia
security were prescient when they insisted that the system be
universal, for other wise it cannot be social insurance.

Of course, we do not have a plan from the Bush Administration
that outlines their version of the iceberg. But we do have the
recommendations of the Bush-appointed Commission to
Strengthen Social Security. Its Plan 2, which iswidely regarded as
the most likely template for an Administration proposal, achieves



fiscal balance by switching from wage-indexing benefits to price-
indexing benefits. That means that instead of giving each
generation abenefit that reflects the increases in our national living
standards, we will freeze benefits at the real level. Over time, as
productivity and wagesincrease, social security as afraction of
wages, the so-called replacement rate, will drop from around 40
per cent today to around 20 per cent by mid-century, when today's
20 year-oldsretire. That ishow social security will be demoted
from an important leg on the fabled 3-legged stool of retirement
planning to a basic benefit targeted at relieving poverty in old age,
just as Tanner outlined in amoment of candor.

Isthere a better alternative?

The best way to understand how a PAY GO system worksisto
think of it asa'chain letter' or Ponzi game, whichitisina
technical sense. (Charles Ponzi was a Boston financier who was
sent to prison in the 1920s for setting up a chain-letter style
swindle. He was deported and wound up as atreasury official in
Mussolini's government. He has been immortalized by lending his
name to this category of unsustainable financial structure.) The
only way participants get any return on their contributionsisif new
participants join after them. Aslong as the population and overall
employment are growing, the natural conditions prevail for socia
security to run as a sustainable Ponzi scheme. Thisfact was
proved formally by Paul Samuelson in the 1950s. Sometimes
critics of social security call it aPonzi game in a pgorative sense,
yet there is really nothing unsustainable about the return it
provides. But the return you get on your tax contribution
(measured by the excess of benefits over taxes paid in) is strictly
limited, as Samuel son showed, to the growth of the wage base,
which means the growth rate of employment plus the growth rate
of real wages. As| have already mentioned, that isfairly low in
the U.S. Thereisafairly sizeable technical literature about
measuring this rate of return, by the way, and it has come to be
known as the "money's worth" of social security. Aswe have



already seen, itslow level has been amajor complaint of
conservatives and privatizers.

All this applies to a mature PAY GO system. But the first
generation in a PAY GO system reaps a bounty because they get
benefits without having paid much in taxes. The poster child here
isthe very first beneficiary, IdaMay Fuller of Ludlow VT, who
paid in about $25 in taxes but received around $22,888 in benefits
from 1940 till her death in 1975 at the age of 100. The social
security system took several decades to mature, and retirees were
reaping high returns (though obviously not as high as |daMay's!)
right up until the 1980s and 1990s. One of the reasons we now
have a political movement calling for privatization is that the fairly
low returns of a mature system have materialized in the last two
decades. The conservative complaint that social security isa
forced saving plan with a sub-par rate of return now reaches a
receptive audience, especially among younger workers.

One response to the conservative complaint is that thisis an apples
to oranges comparison. Social security is not a pure retirement
system. It provides comprehensive social insurance, covers
disability, provides spousal benefits and survivor benefits to
dependents. If you include the value of the insurance coverage, its
effective money's worth is several times the financial money's
worth measured by the actuaries and economists. And that isright.
But we need to be aware that as long as people are forced to pay
FICA taxes, they will make this comparison, and conservatives will
use this comparison to snipe at the system and undermine its
legitimacy. The 'applesto oranges defense, in other words, is
technically correct, but politically ineffective. Defenders of social
security need a better defense, and | think prefunding is the
starting point to mounting a better defense.

Prefunding social security overcomes the money's worth problem.
The best way to see how isto think of the trust fund as being like a
college endowment. An endowment provides financial returns that
subsidize tuition. A college with alarge endowment can offer the



same educational servicesfor lower tuition. The trust fund's
returns subsidize payroll taxes. A large trust fund enables social
security to pay the same benefits with lower taxes (or higher
benefits with the same taxes, or some combination.) Its been
estimated that the current benefit structure would require a payroll
tax rate 2-3 percentage points lower if the system were funded. In
other words, the rate of return on social security taxes, its money's
worth, increases with the funding level.

Full funding is defined as the level of funding that equates the
money's worth to the market rate of return on private assets, like
stocks and bonds. Between PAY GO and full funding lies the
region of partial funding. Beyond full funding, you enter aregion
of overfunding or superfunding. A superfunded social security
system gives workers arate of return that exceeds the market rate
of return.

My final figure illustrates the point that the money's worth of
social security rises with the funding level, reaches the market rate
at full funding, and rises above it with superfunding.

What this figure dramatizes is the advantage to workers of
achieving any level of prefunding. But the figure relatesto a
mature system, not one making the transition from, say, PAY GO
to full funding. To make that transition, someone has to provide
the prefunding. If the funds come from payroll taxes, then the
transition generation winds up paying doubly because it hasto
finance the benefits under the old PAY GO system aswell as put in
money for itsown retirement. Thisisthe same transition cost that
bedevils the Bush privatization plans, and which they propose to
cover through borrowing. Prefunding by using payroll taxes has
long been a goal of conservative economists like Martin Feldstein.

But there is no reason why we should restrict ourselves to the
payroll taxes as arevenue source. Infact, inthe origina
conception of Social Security, in the 1930s, the architects
envisioned a three-way funding plan, with workers, employers, and



"the government” (meaning general revenues) providing equal
amounts of finance. That plan was dropped during the 1940's. It
was revived, abeit inadvertently, by the Clinton Administration
when they discovered that they were facing budget surpluses
during the 1990s. To some extent this was the result of the
OBRA93 tax increases; but it was combined with robust growth
and a stock market boom that were largely unanticipated. Clinton
responded with the slogan 'Save social security first' and proposed
to devote the surpluses to paying down the national debt and
strengthening the social security trust fund. The basic ideawasto
achieve some level of prefunding using general revenues, mostly
consisting of individual and corporate income taxes that are very
progressive.

Aswe all know, the election (or appointment) of the Bush
Administration put an end to budget surpluses. Bush'sfiscal policy
has involved onetax cut for the rich after another, and we now
have some serious fiscal deficits staring usin the face. But
progressives and supporters of social security ought to be thinking
ahead to better days when we can put in place an alternative
program based on returning to the basic Clinton plan.

And in my opinion it doesn't make any sense to think only in terms
of what is possible in the current political climate. We can learn a
lesson from Milton Friedman, who proposed privatizing social
security in 1962, and was mostly dismissed as a right-wing crank.
He also proposed school vouchers, in the same book, Capitalism
and Freedom, and was dismissed for that, too. Today, no oneis
laughing at either one of those proposals just because they were
not possible in the political climate of the 1960s.

So hereis my proposal. First, we need to revoke the Bush tax cuts
for the rich, and restore the progressivity of the income tax to the
status quo ante, before Bush. Restoring fiscal balance or even on -
budget surpluses, would be central to any plan to prefund social
security.



But we should probably be thinking about supplementing the
income tax with other sources of revenue that are specifically
designed to redistribute wealth from the top 1 or 2 percent toward
thetrust fund. Oneidea, put forward by Peter Diamond and Peter
Orszag, would be to reform the estate tax, rather than bagging it as
Bush has proposed, and dedicating it to social security. The estate
tax does fall on the wealthiest 2% households, but it doesn't raise
much revenue. To really make adent in funding social security,
we will probably need to initiate a new tax on wealth. Ed Wolff, in
a terrific little book called Top Heavy, surveyed the tax systems of
the world and found that the U.S. isreally unigue in not taxing
wealth at the Federal level (we obviously tax real estate wealth at
thelocal level). He estimated that if the U.S. adopted a modest
wealth tax modeled after the Swiss system, it would raise around
$50 billion a year, and if it adopted a more aggressive wealth tax
structured like the Swedish system, it could raise about $725
billion ayear. Both these systems are progressive, have fairly
generous thresholds before any tax is paid, and cover wealth fairly
broadly. The Swvedish system's highest rateis 3 per cent while the
Swiss system only goes up to 0.3 per cent. Sincethe goal is
funding socia security, rather than using a wealth tax to pay
current benefits, it would make sense to set atime limit on awealth
tax, so that it has the character of a capital levy. That will
minimize its effects on new capital formation and saving, because
it will mainly be atax on existing capital. A new national wealth
tax could be dedicated to the task of advance funding socia
security, and recorded in the off-budget balance.

As | have dready indicated, a policy of advance funding social
security will require that budgetary rules are in place so that the
social security surpluses actually contribute to higher national
saving. The practice of de facto targeting the unified budget will
have to be replaced with a policy of targeting the on-budget
balance. That way, the off-budget, social security surpluswill be
able to contribute to overall government saving and ultimately to
national saving. By the way, let me be clear that it isimportant to
implement budgetary rules flexibly, so that fiscal policy remains a



countercyclical tool for combating recessions. In practice, that
would mean targeting the on-budget balance averaged over the
business cycle.

How much prefunding will it take to achieve afully funded
system? In 2004, socia security benefits were around $500
billion. At the roughly 3 per cent real interest rate on Treasury
bonds that the trust fund earns, it would take around $9 trillion to
generate enough returns to pay those benefits, which isthe
defining feature of afully funded system. But it would not be
sensible, or probably even feasible if the government has been
running surpluses and paying off the national debt, to invest in
Treasuries. It would be necessary to diversify the trust fund into
private stocks, bonds, and other financial assets, and that would
generate a higher return. A portfolio of 40 percent stocks and 60
percent bonds, earning roughly historical real rates of 6.5 on stocks
and 3 per cent on bonds, would generate a4.5 per cent return and
require about $7 trillion in the trust fund to achieve full funding.
The Trust fund already has around $1.7 trillion in it, so this would
require about $5.5 trillion to top it up and achieve full funding. All
these are just "back of the envelope" calculations intended to give
you a sense of the orders of magnitude involved in prefunding
social security.

For purpose of comparison, the household sector at the end of 2004
had net worth, which is assets minus liabilities, on the order of $45
trillion dollars, held in the form of stocks, bonds, pension wealth,
real estate, and other items offset by loans and mortgages. Ed
Wollf has updated his estimates from Top Heavy, and reports that
around 2000, the wealthiest 1 per centile held about 33 per cent of
the net worth, and the wealthiest 5 per centile held almost 60 per
cent of net worth. That means the top 1 percentile has a net worth
around $15 trillion dollars, and the top 5 percentile around $27
trillion. A progressive wealth tax, in other words, could
conceivably achieve a substantial amount of prefunding mainly by
transferring wealth from the richest households. But these are
huge transfers, and aside from the economic questions they raise,



they clearly call into question the political realism of such massive
Robin Hood fiscalism. Suffice to say that a government intent on
funding socia security will need plenty of political will and strong
grassroots support.

A big economic question is what effect would taxation like this
have on the behavior of therich. Would they stop saving and
investing ? This question is harder to answer than it seems. The
best effort to study the effects of taxes on the behavior of the
wealthy is abook edited by Joel Slemrod titled Does Atlas Shrug?
(areference to Ayn Rand's book, Atlas Shrugged, which is about a
strike by the wealthy and talented against creeping statism). The
overal conclusion, summarized by Slemrod's introductory chapter,
Isthat: "In the face of substantial tax rates. . ., the rich appear not
to ater significantly either their supply of labor or their portfolios.”
At the end of the day, though, we know little about how the
wealthy respond to taxes of the sort we are considering here.

We do need to remember that a policy of prefunding social
security adds directly to national saving. While the wealthy may
reduce their saving in response to atax on their wealth, the
reductions will not be dollar for dollar. But the tax revenues are
100 per cent saving, so the net effect isto increase national saving.
| worked this out in a paper written with Duncan Foley, published
in the Cambridge Journal of Economicslast year. We showed that
prefunding social security using awealth tax would contribute to
economic growth, and result in a permanently higher level of the
capital stock, jobs, and GDP.

Incidentally, we also found that this policy would increase the
amount of saving that working families could afford and raise their
share of the nation's wealth. In other words, prefunding social
security's trust fund actually encourages an 'ownership society' to
borrow Bush's favorite phrase. The reason issimple. Prefunding
increases the lifetime wealth of working families by lowering the
payroll taxes needed to finance a given level of socia security



benefits. With more take-home pay, workers will save more (as
well as consume more).

The underlying assumption in the CJE paper was that growth is not
limited or constrained by the availability of labor—i.e.,
endogenous growth. For alarge, high-wage country like the U.S.
this does not seem too far from the truth. We enjoy access to the
labor reserves of the world through immigration, and if we are
growing faster as the result of the increased capital formation
stimulated by prefunding, some of the new jobs will be filled by
additional immigration. From this perspective, the most likely
future scenario would be more like the Trustee's 'low cost'’
alternative in which growth does not slow down. Aswe have seen,
in this scenario, solvency never becomes an issue.

At the other extreme, it is possible that we are in fact entering an
era of labor shortages—i.e., exogenous growth. So | have worked
out the analytics of this prefunding plan in an exogenous growth
setting aswell. In this case, increasing the rate of government
saving through an advance funding plan can not add to the nation's
capital stock very much. Instead, it will tend to create an incipient
excess demand for labor that will drive wages up and profits down.
This period of policy-induced profit squeeze will crowd out the
wealthy (who rely heavily on their property income), and they will
wind up owning less capital than they would have otherwise.
Obviously, the government will wind up owning more capital,
accumulated in the trust fund. Since the government represents the
citizens, most of whom are working people, this policy will
redistribute the ownership of wealth indirectly to workersin their
capacity as citizens. And by crowding-out the wealthy, it will
increase the share of the capital stock that is owned by workers
through their lifetime saving (which economists call life-cycle
saving). So even if advance funding failsto add to the nation’s
economic resources, it will democratize the distribution of claims
to the economic surplus that takes the form of business profits.
Workers will be better off in the long run because they will receive



a higher money’ s worth on their social security, through the
arithmetic of funding that we rehearsed previoudly.

| think its important to emphasize that we don’t and can’t know
which of these scenarios—endogenous versus exogenous growth--
about the next century is most nearly true. So apolicy of advance
funding can be viewed in terms of a best case/worst case approach.
It would make sense to choose atarget level of funding, or perhaps
even superfunding. In the best case, growth is endogenous, and we
are not entering an era of labor shortages. The government can
even contribute to higher growth by prefunding social security. In
the worst case, growth is (or becomes) exogenous, and we do enter
an era of labor shortages which put a ceiling on capital formation.
Prefunding social security will not add to growth, but it will lead to
aredistribution of wealth that is broadly beneficial to working
families. We may target alevel of funding, but as we enter the era
of labor shortages find that we are forced to spend some of the
surplus just paying scheduled benefits. In this case, though, the
policy of prefunding will have prevented the insolvency of the
system as projected under the Trustees' intermediate and high cost
scenarios. We may, for example, shoot for full funding but have to
settle for partial funding in thisworst case.

The main objection | have encountered to this kind of policy has
come from Keynesian economists like Thomas Palley, who are
generally skeptical that fiscal surpluses, which iswhat government
saving is, could generate any growth since these are inherently
contractionary in nature. The modern Keynesians, in other words,
subscribe to some version of the paradox of thrift, in which efforts
to increase national saving are generally self-defeating because, in
their theory, the level of saving is determined by the level of
investment, and not the other way around. They say thereisno
guarantee that investment spending will increase enough to
validate a higher level of national saving. That theorem makes
good sense as a description of the short-run behavior of modern
economies, but there is considerable controversy about whether it
extends into the long run. Among the mainstream in the



profession, it isamost universally and uncritically accepted that
the paradox of thrift isat most a purely short run problem, but
among the heterodox economists that maintain strong links to the
intellectual tradition of Keynes, thisis a continuing and lively
controversy.

My own belief isthat in the long run, the economy operates along
classical lines, and that the paradox of thrift isashort run issue, as
the mainstream maintains. Here the standard policy prescription
has always been to get the policy mix right: atight fiscal policy
(i.e., fiscal surplus) needs to be offset by a suitably loose monetary
policy in order to generate investment and other demand, to
replace the spending reductions which go along with tax increases.
Thisisthe policy mix that was supposed to underwrite the Clinton
Administration's deficit reductions. However, if you go back and
look at what the Fed actually did with interest rates in the 1990s,
you'll seethat in real, inflation-adjusted terms, they were not
particularly low relative to the historical values. So | think that if
we were to put a policy of fiscal surpluses devoted to prefunding
social security into place for extended period of time, as| am
proposing, it would require some vigilance over the Fed to make
sure they came up with an appropriately loose monetary policy.
Without that, I'd have to agree with Palley that fiscal surpluses are
risky from a Keynesian, aggregate demand perspective.

The other main objection to prefunding the social security trust
fund comes from conservatives who are worried about government
ownership of stocks. In fact, since they agreein principle to the
desirability of a prefunded system, thisis the main reason that
conservatives have chosen to back individual accounts. If social
security were fully funded in 2004, and if the trust fund were
invested exclusively in the stock market, the U.S. government
would be the owner of about half the market value of the corporate
sector. Interestingly, through state and local government
retirement funds, the government sector already owns almost 10
per cent of domestic corporate stock. The conservative complaint
Is that government ownership creates opportunities for political



intrusions into corporate governance, for example, through efforts
to divest from anti-social activities like tobacco stocks, or stocks of
companies that engage in anti-union activity, child labor abuses,
and the like. The conservative economists have tried to show that
this has lowered the returns to the state/local retirement funds,
although there are also studies on the other side. Thiswas a hot
topic in the late 1990s, because at that time it looked like the U.S.
government would run surpluses long enough to pay off the
national debt, at which point it would have to begin accumulating
private securities.

Thefirst line of defense against this complaint isthat it is possible
to design an investment plan for the trust fund that insulates it from
corporate governance. The Thrift Savings Plan provides a model
here. Itsassets areinvested in index funds which passively
reproduce a market index, such as the S& P 500, the Wiltshire
5000, or the Lehman bond index. Moreover, the investments are
managed by private sector financial institutions that bid
competitively for the contracts to manage these funds. This
insulates the TSP from any corporate governance issues, and the
index-fund structure precludes any political influence over
investment strategy. Thereis no reason why an expanded and
diversified social security trust fund could not model itself on this
well-respected example.

The second line of defense, however, isto say: So what? Isn't that
what economic democracy would look like? |f we achieved public
ownership over half the corporate assets, wouldn't that give the
Citizenry a greater incentive to scrutinize the business enterprises
they have a stake in? We have seen concrete examples where the
stockholder activism of Calpers, the largest state retirement fund,
has improved corporate governance. And who could argue, after
the Enron, World Crossing and other scandals of the 1990s, that
cor porate gover nance does not stand in need of improvement.

At this point, | have probably stepped into the Twilight Zone for
most of you, so let me do aquick reality check to end thistalk.



History teaches us that progressive changes occur because the
ideas are put in circulation by visionary leaders and because
masses of people rally around them and put pressure on the ruling
elites to effect changes.

My father used to tell me that we have social security because it
was first proposed by Norman Thomas, the Socialist candidate for
President. Even though he had no chance of winning, hisideas
eventually made their way into the political culture. During the
1930s, two populist political movements put pressure on the
Roosevelt Administration. The first was the Townsend Plan,
basically aform of PAY GO socia security, and the second was
Huey Long, the colorful Louisiana senator, whose slogan was
‘every man aking." Long favored some fairly wild measuresto
redistribute wealth. In fact, if you look at the history of socia
security, it turns out that the first plan was instituted by the Iron
Chancellor, Otto von Bismark, as away to win German workers
away from therising socialist party in the late nineteenth century.
Right now, we are clearly experiencing alow point in terms of
populist or progressive political sentiment in the U.S., but we can
certainly hope and expect to see the pendulum swing the other
way. And when it does, we need to stand ready with concrete
programmatic ideas. |I'm not sure that prefunding social security
makes a very good slogan for a banner or picket sign. But theidea
of using the social security trust fund as a vehicle for redistributing
wealth in a progressive direction could well become a centra
organizing principle for arevitalized populist, progressive
movement of working familiesin America. If it succeeds, Social
Security will then be an even better deal for young workers than it
istoday.
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