March 4, 2005
The Honorable Senator Barbara Boxer

United States Senate

Washington, DC

Dear Senator Boxer,
I read your speech regarding Social Security as posted on your website. Thank you for making your views publicly available. With your indulgence, I would now like to reproduce your speech, and add my reactions to your remarks in orange font.

Peace of Mind vs. a Gamble: The Social Security Debate

A speech given by Senator Barbara Boxer on February 11, 2005
The White House has embarked on a mission to convince the people of our country that Social Security is in dire need of drastic change in order to save it for all workers.

In order to convince the American people of the urgency to privatize Social Security, the president has used words such as "crisis," "bankruptcy," and "collapse."

Let's look at the definition of these three words, according to the Merriam-Webster's Dictionary.

crisis: "a situation that has reached a critical phase."
bankruptcy: "utter failure or impoverishment."
collapse: "to break down completely."

Is it true that Social Security is in crisis? Is bankrupt? Is collapsing?

The answer is a resounding NO. According to the most conservative estimates, Social Security will be able to pay full benefits for 38 years. In other words, a 37-year-old worker today will get full benefits until he or she is 75 years old if we do nothing to make adjustments to the Trust Fund. A 47-year old worker today will get full benefits until he or she is 85 years old if nothing is done.
What happens in the 39th year? According to virtually every economic projection, Social Security will start paying out more than it takes in beginning in 2018, and in 2043, all of the surplus will be exhausted, leaving absolutely nothing. What you are saying is essentially akin to the following: “There is a dam that is 70 years old. We are starting to see some cracks and fissures in the main retaining wall. Our best engineers tell us that the wall is strong enough to last another 38 years before it breaks. So we don’t need to do anything now. We can wait until the 39th year, when the wall collapses, and all the water in the dam gushes forth and wipes out all the towns in its path.” How shortsighted would that be?

So clearly, Social Security is not in crisis, is not bankrupt, and is not collapsing.

Yes, there is a challenge we should address.

Have we ever faced a similar Social Security challenge before? Yes. During the Reagan presidency in 1983. Working together, Democrats and Republicans, we resolved the challenge then just as we can do now. So why would an otherwise optimistic George Bush turn into a prophet of pessimism on Social Security?
Democrats and Republicans HAD to come together, because the crisis was in our laps, and we couldn’t put it off any longer. Don’t you think it is better to plan ahead, when we have more options that can be implemented with relative ease, rather than wait until a disaster is staring us in the face and there would be no pleasant solutions?

Because, his initiative is not about meeting the challenges of Social Security to keep it sound; it is not about bringing together Democrats and Republicans as Ronald Reagan did to ensure that full benefits will be there for all Americans. It is about one thing and one thing only: destroying Social Security.

Did Sweden “destroy” Social Security when it went with a partially privatized system? Did Britain? Did Australia? Did Chile? Did Slovakia? Why is it a good thing when all of these other countries embrace some form of privatization, but a bad thing for the US? We have one of the most advanced economies of any nation on earth. If these other countries have successfully privatized their Social Security systems, why can’t we? Especially when the father of Social Security himself, Franklin Roosevelt, said: “In the important field of security for our old people, it seems necessary to adopt three principles: First, noncontributory old-age pensions for those who are now too old to build up their own insurance. It is, of course, clear that for perhaps 30 years to come funds will have to be provided by the States and the Federal Government to meet these pensions. Second, compulsory contributory annuities which in time will establish a SELF-SUPPORTING SYSTEM for those NOW YOUNG and for FUTURE GENERATIONS. Third, voluntary contributory annuities by which individual initiative can increase the annual amounts received in old age. It is proposed that the Federal Government assume one-half of the cost of the old-age pension plan, which ought ultimately to be SUPPLANTED BY SELF-SUPPORTING annuity plans.”
How do I know that? Am I being partisan? Am I being unfair by stating in a very clear way that I believe the true goal here is to destroy Social Security? Not at all. I am simply telling the truth as told by this very White House.
Was Alan Greenspan being “partisan” when he stated, in testimony before your very chamber, “Our current, largely pay-as-you go social insurance system worked well given the demographics of the second half of the twentieth century. But as I have argued previously, the system is ill-suited to address the unprecedented shift of population from the workforce to retirement that will start in 2008. Much attention has been focused on the forecasted exhaustion of the Social Security trust fund in 2042. But solving that problem will do little in itself to meet the imperative to boost our national saving. Raising national saving is an essential step if we are to build a capital stock that by, say, 2030 will be sufficiently large to produce goods and services adequate to meet the needs of retirees without unduly curbing the standard of living of our working-age population. 

“Unfortunately, the current Social Security system has not proven a reliable vehicle for such saving. Indeed, although the trust funds have been running annual surpluses since the mid-1980s, one can credibly argue that they have served primarily to facilitate larger deficits in the rest of the budget and therefore have added little or nothing to national saving. In my view, a retirement system with a significant personal accounts component would provide a more credible means of ensuring that the program actually adds to overall saving and, in turn, boosts the nation's capital stock. The reason is that money allocated to the personal accounts would no longer be available to fund other government activities and--barring an offsetting reduction in private saving outside the new accounts--would, in effect, be reserved for future consumption needs.”

On January 6, 2005, the White House wrote a Social Security memo. Although marked "not for attribution," fortunately, we have it.

The most telling sentence in the entire memo is this: "For the first time in six decades the Social Security battle is one we can win – and in doing so, we can help transform the political and philosophical landscape of the country."

Imagine: for six decades – that's 60 years – the right wing has been after Social Security.
You said above that their true goal is to destroy Social Security. I don’t see the words, “destroy Social Security” anywhere in the sentence above, do you? Transforming the way we think about Social Security hardly constitutes “destroying it,” any more than transforming welfare in 1996 as signed by Democrat President Bill Clinton constituted “destroying” welfare, though many people at the time were saying that welfare would be destroyed if the welfare reform bill passed. In hindsight, we know that those detractors were wrong.
The memo also lays out the first priority for the White House and that is to "establish an important premise; the current system is heading for an iceberg" – thus explaining the use of the words "crisis," "bankruptcy," and "collapse." By the way, he has also used the phrase "train wreck."

So let's talk about these scare tactics for a moment – the "iceberg" strategy. If someone told you that your family would be in solid shape for the next 38 years, you would probably breathe a sigh of relief because that would mean you had done everything necessary to prepare for the next 38 years to pay for your rent or mortgage, feed your kids, take care of your health care, and send your kids to college.

During those 38 years, keeping your eye on the future, you would have to try to earn more, save more, and prepare for that 38th year. You wouldn't have to throw up your hands and sell your house. And you certainly wouldn't call your situation a crisis. Frankly, we all face the fact that expenses go up over the years and our families need to prepare for those challenges.
Earning more and saving more is exactly what President Bush’s proposal attempts to help us accomplish.

When it comes to Social Security, President Bush not only wants to sell the house, but the car, the antique grandfather clock, and the wedding band. In essence, he is walking away from the foundation of America's most successful insurance program using scare tactics.
Your arguments might be more persuasive if they were grounded in reasoned facts rather than rhetorical over-the-top demagoguery.
Of course we should be used to this by now from this administration. They are the ones who told us that tax cuts to the wealthiest among us would bring unparalleled economic growth – which hasn't happened. That’s news to me: it seems that the financial press can’t stop talking about the fact that in the past year, the economy has added 2.3 million new jobs and the unemployment rate is the lowest it has been in four years. I guess it depends on what your definition of “unparalleled” is. By any measure, the economic growth we have seen since late 2003 has been quite impressive.
They are the ones who told us that $50 to $100 billion of oil in Iraq would pay for all the reconstruction of that country – which hasn't happened. 

They are the ones who told us "Mission Accomplished," when tragically it wasn’t. 

They are the ones who told us that a booming economy would lower our deficits – and they are now the highest in history.

They are the ones who told us that the Medicare prescription drug bill would cost $400 billion over 10 years – when, in fact, it is now reported to cost $1.2 trillion.

So a message I have for the American people is this: beware of scare tactics and false information.

This isn't the first time that this president has predicted the end of Social Security. In 1978, as a candidate for Congress, he predicted the end of Social Security by the end of 1988. He was wrong then, and he is wrong now.
If he were the only person saying this, you might have been correct. But now you have Alan Greenspan saying it, noted economists such as Randall Kroszner (University of Chicago), Karl Borden (University of Nebraska), and Martin Feldstein (Harvard) saying it, and Mark Weinberger (former chief of staff and counsel for the Bipartisan Commission on Entitlement and Tax Reform) saying it. Are ALL OF THEM wrong?
But what is worse now, is the use of the full power of the presidency to do the following: scare the American people and hold out privatization as the savior of Social Security.
President Bush has never said that privatization will be the panacea that fixes everything, but that it is a critical component of entitlement reform.

And if he succeeds, this is what will happen: he will turn Social Security from a guaranteed benefit into a guaranteed gamble. 
Just like members of Congress gamble by opting out of Social Security and instead participating in the federal Thrift Savings Plan, which is being proposed as a model for President Bush’s plan?
Benefits will be cut an average of 45 percent. Millions will be thrown into poverty. Survivors, including children, who count on Social Security to protect them after the death of the primary earner will be left high and dry. Disabled workers who are protected by Social Security will be left to fend for themselves. Our budget will have deficits as far as the eye can see due to the interest costs on the trillions and trillions of borrowing that will be needed to make private accounts possible.
Isn’t the whole point of Bush’s proposal the fact that it is VOLUNTARY? No one is FORCED to participate in a privatized plan. Those who do not feel comfortable doing so are free to remain in the traditional plan. And by the way, there will not be trillions of dollars in new borrowing. The debt already exists; it’s just that it exists in the Social Security trust fund instead of the government’s general fund.

I can predict these outcomes because of studies that have been done on various privatization plans. Name one.
I was a stock broker once. I think there is an absolute place for market investments. But they should never be the basis of one's retirement. They should be an additional piece on top of a basic, secure, guaranteed retirement benefit. 
This is precisely what President Bush is proposing. Employees would only be allowed to put a PORTION of their Social Security withholdings in personal accounts, not their ENTIRE Social Security withholdings.

And, don't ever delude yourself into thinking that this private account will make you rich. According to a recent study, a typical American who contributes to a private account for 40 years will get about $300 per month during retirement.
Contributes how much? Five hundred dollars per year? What if, like many middle class Americans, he contributes more like $2,000 or $3,000 per year?

It is true that you can gain with a private account. But, you can also lose – and lose big. Then why do you members of Congress opt out of Social Security in favor of private accounts in the form of the federal Thrift Savings Plan? And when you have to pay the bills – including such urgent needs as food, shelter, and medicine – you can't count on the stock market. 

You can count on Social Security, and with every fiber of my being, I will make sure it is there not only for my generation, but for my children's generation and for my grandchild's generation.
How will you do this? What solution do you propose? It is manifestly obvious that if we do nothing, there won’t be any Social Security for your grandchildren’s generation. President Bush has proposed one way of confronting and correcting this reality. What is your proposal if you think his is so terrible?

Before Social Security, well over half of our elderly lived in poverty. Now, because of the guaranteed benefit – which averages just over $1000 a month for a man, and just under $800 per month for a woman – 10 percent of our seniors live in poverty. This is too high, but this dramatic reduction represents a monumental achievement, which is now in jeopardy.

Twenty-two years ago, a right-wing think tank created a blue print for the demise of Social Security. That blue print says to get banks and insurance companies who will reap the benefits of private accounts behind the effort. 

And President Bush and his allies are doing just that. They are getting the financial interests to pour money into a multi-million dollar media campaign to promote privatization and scare the American people.

Here’s what the blue print said: "Not only does business have a great deal to gain from a reform effort designed to stimulate private savings, but it also has the power to be politically influential and to be instrumental in mounting a public education campaign."

What exactly does privatization of Social Security mean for Wall Street moguls? According to a study by the University of Chicago, Social Security privatization will put $940 billion into Wall Street’s pockets. And this will come out of the pockets of hard working Americans. The same study said that administrative fees for Wall Street firms will cut the value of your private account by 20 percent.
Fortunately, I am a graduate of the University of Chicago, so as an alumnus, I have access to such research studies. The figures you cite above were the opinion of only one of their faculty members, Professor Austan Goolsbee. Other colleagues of his disagree with his assumptions and methodology, which I now quote here:

Prof. Goolsbee rejects the 0.3 percent annual administrative fee that the Social Security Administration and other reputable experts use to estimate the costs of the personal retirement accounts that would be established under the Commission’s Plan II. Instead, Goolsbee claims a 0.8 percent annual fee is more appropriate. This is simply wrong.

 

While that level would be appropriate for a system of individually managed accounts with a high level of personal services, this is not what the President’s Commission to Strengthen Social Security would create. Instead, the Commission called for a simple, centralized investment plan modeled after the Thrift Saving Plan that is offered as part of the retirement program for federal employees.

Prof. Goolsbee claims that the Commission’s Plan II requires account holders to convert their accounts from a low-cost centralized system to high-cost private management when they reach $5,000 in assets. He uses this to justify his assumption of higher fees.

 

But Plan II requires no such thing. Instead, it would create a low-cost centralized system in which workers could remain throughout their careers. And while the plan recommends examining the possibility of moving to private managers, that discussion is put off into the future. And even then, a system based on Plan II would allow such a move if it proved feasible but would not require workers to convert their accounts.

The rebuttal goes on for quite some length, but you get the idea: there is by no means universal agreement on these numbers, and there are far more competent professionals who dispute these numbers than there are professionals who accept them.
Let's compare that to Social Security. Social Security does not have administrative costs of 20 percent. It doesn't have administrative costs of 10 percent. It doesn’t have administrative costs of 5 percent. It doesn't have administrative costs of 1 percent. Social Security’s administrative costs are one-half of one percent.

So follow the money. It leads straight to strong special interests. And, it was mapped out over 20 years ago.

What else is in that blue print?

The blue print also says it is necessary to buy off the elderly by telling them their benefits won’t be touched.

And that instruction is being followed. In his State of the Union speech, President Bush said that for those 55 and older, "the Social Security system will not change in any way."

Another message I have today is to people 55 and older: don’t believe a word the President says about your benefits being safe.

It simply isn't true. It can’t be. And here’s why: in order to privatize Social Security and continue to pay your current benefits, the federal government will have to go into debt up to $2 trillion in just the next ten years – that’s up to $380,000 of debt every minute for the next 10 years.
As I said above, this is not new debt. This debt already exists; it merely exists off the “official” government books in the Social Security trust fund rather than the government’s general fund. If we were to do nothing, then when the Social Security system runs out of money in 2042, the government would need to borrow quite a bit more than two trillion dollars anyway to make up the shortfall, so it’s not as though privatization suddenly forces us to shoulder something that would otherwise not be incurred.
When the choice is between the 20 percent of the American people who are retired or nearing retirement and the 80 percent of the people who will shoulder the burden of the extraordinary debt through higher taxes and higher interest rates, will the politicians respond to 80 percent of the people or 20 percent of the people? Even if they want to side with 20 percent of the population against the 80 percent, they simply will not be able to do that and remain in office.

Remember, when this borrowing begins – and if we lose this fight, it will be very soon – you will be getting the gold standard Social Security benefit and the rest of the country – nearly 80 percent – will be facing a benefit that is 45 percent less than yours. And for that hit, they also have to carry the burden of paying for your benefit through massive borrowing.
As someone who is in his 30’s, I would gladly trade a 45% reduction in my Social Security benefit for more than a 45% increase in the amount that my retirement portfolio would earn by investing in a market-based portfolio. In the end, I would come out far ahead.

You don’t have to have a degree in Political Science to sense the outcome. If you’re 55 and older, you can’t count on a thing.

And, how cynical is it, that this White House believes that people over 55 only care about themselves. There are a lot of 75-year old seniors who care very much about what happens to their 45-year old sons and daughters. They care about their kids' retirement. But, it’s a lot more than that – because Social Security is a lot more than that.
It seems to me that the cynicism is not on the part of the White House, but on the part of politicians who falsely accuse the White House of thinking that people over the age of 55 only care about themselves. The reason that people over the age of 55 should not participate is that their horizon of time until retirement is not long enough for the benefits of privatization to make a significant difference. As any good financial planner will tell you, you should invest in more aggressive portfolios when you are 25 or 30 to maximize the time over which they can produce a strong return. But as you get older (say, past the age of 55), your investments should become more conservative, because you have already produced the desired wealth and are now in a conservation mode rather than a creation mode.
We should not forget that Social Security is not just a retirement policy. It is an life insurance policy. It is a disability insurance policy.

So in summary, I am making seven points here today.
1. There is no crisis in Social Security. Scare tactics are being used to frighten the American people in an attempt to end Social Security. 

2. Privatization is being pushed as a solution, when in fact, private accounts push Social Security over the edge. 

3. The White House is following an ideological blue print that has been around for decades as the right-wing has been planning to end Social Security, in their own words, for six decades. 

4. If privatization succeeds, the average retirement benefit would be cut by 45 percent. 

5. There is a very wealthy coalition working now to end Social Security – because they would make tremendous financial gains with private accounts. 

6. The people over 55 should not be lulled into believing that they are safe from this ax, which is being wielded against Social Security. 

7. Because Social Security is much more than a retirement plan, widows and orphans and disabled workers will be in an economic free fall. 

So in summary, Senator Boxer, you have only said that you don’t like President Bush’s proposal. The reality is that SOMETHING needs to be done, because Social Security can only last in its present form for another 38 years. You have not mentioned A SINGLE THING that you would do to address this fact and make sure that Social Security remains solvent after those 38 years. It is not enough merely to oppose. In order to oppose something meaningfully, you must have a better idea. What is your better idea? What will you do now to plan ahead, so that we don’t face a painful financial crisis in 38 years? If you have a better idea than the one President Bush has proposed, please speak up. I am willing to give your proposal a fair hearing, but I cannot join you in saying that we should oppose President Bush’s idea in the absence of a better alternative. Doing nothing is not an option, unless we want to send the economy into financial ruin 38 years from now. Please don’t just say that you will not support an idea. Tell me constructively what you will do positively in terms of a better idea to ensure that we as Americans do not face stark choices resulting from political inaction.
Sincerely,

Philip Massey
14917 Loretta Dr.

La Mirada, CA 90638
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