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     Despite the daily wrangling in Washington and on the media over the future of the Social Security Program, there is a great deal of uncertainty about just what the problems are.  We hear that the program is running out of money from one side of the political aisle, and denouncements of any need to change the program from the other.

   Simply put, the system as it now stands cannot pay its promised benefits in the not too distant future. Currently, the Social Security Trust Fund takes in mandatory contributions from taxpayers (roughly 12% of income up to a level of $90,000 yearly-usually split between the employer and employee) and then pays out benefits to those individuals who are disabled and those that have are at least 62 years of age. The problem on the horizon is that the large baby boomer generation is just beginning to draw these benefits and projections of this demand point to a shortfall in funding within a generation.

     At this time, the Trust Fund has more money coming in each year than it is paying out. A little known fact is that the surplus funds in the Fund are invested in relatively short term Treasury Bonds.  Yes, the government is borrowing the money we pay in for Social Security taxes at low rates-which in turn lowers the budget deficit by decreasing the cost of governmental borrowing.  The low interest paid to the Trust Fund shortchanges the future recipients of benefits in a way that would be inexcusable for a private pension plan.  The US Government has been utilizing the “cheap” money of the Trust Fund in a way that would incur lawsuits in the private pension arena, and little is said about this on the news or in public debate.

  A better known fact is that there is no real store of savings in the Trust Fund.  Instead, the government lumps the Social Security Tax receipts in with general income tax receipts and then spends both on the federal budget.  It then issues an IOU for the Social Security Fund with the above mentioned short term Treasury securities. 

   Traditional “fixes” for the system have focused on either slashing benefits or raising taxes.  Until now, they have ignored a third possibility-that is, increasing the investment return on the Fund.        President Bush has offered the idea of allowing some of the money to be invested in stocks and held in “private” accounts.  Proposals to have the government invest the Trust Fund in the stock market have been rejected in the past as having the potential danger of too much governmental control over private business.  Presumably, having this money allocated individually to private accounts overcomes this problem. 

    The government should in fact invest the Trust Fund in much the same way that any prudent private investment manager would. This means that longer term bonds with higher interest rates belong in the Fund.  It also means that a balanced, low cost diversified portfolio of both domestic and international stocks should be utilized.    In this way, Social Security benefits may continue on significantly longer without the certain need for benefit reduction or tax increases.  Keep an eye on the debate with this in mind.
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