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Bush’s Individual Account Proposal:
Rhetoric Versus Reality
By: Steve Idemoto

On Social Security ...  "Members of Congress fed fears of a crisis.  The media, which has been
content to parrot sound bites and forego in-depth analysis, has fanned the flames.  Today, the
notion that Social Security’s collapse is imminent is conventional wisdom, even becoming a
subplot on the popular television drama The West Wing." From Rhetoric Versus Reality.
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George W. Bush won plaudits during the recent election campaign for “starting a conversation” on
Social Security.  Unfortunately, the discussion thus far has been long on misleading rhetoric and short
on hard facts.  Bush suggests radically changing Social Security, transforming it from a social
insurance program into an investment scheme.  Under his proposal, a portion of workers’ contributions
would be diverted out of the Social Security system and into individual investment accounts.  Bush
suggests that such a seismic shift in policy is called for because the current system is hurtling toward
insolvency.  Moreover, he asserts that under a partially privatized system workers would receive
higher benefits.  These statements are simply wrong:

Social Security finances are sound.  The “crisis” had been invented.
Bush and other proponents of privatization greatly understate the costs of their proposed new
system.
Not only will many workers across the spectrum face a severe loss of income under Bush’s
radically transformed system, but the disabled, lower-income earners, and most women will face
the most severe cuts.

An Invented Crisis
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"If we do nothing to reform the system, the year 2037 will be the moment of financial collapse. 
The system will be insolvent, with deficits in the trillions of dollars, requiring either a massive cut in

benefits or a massive increase in taxes." – George W. Bush [1]

In Washington today, both Democrats and Republicans talk forebodingly about the Social Security
“crisis.”  The bipartisan consensus on this issue came about due to a fortuitous conflation of interests. 
Republicans play up the idea of a crisis because they understand that it provides the pretext for
privatizing Social Security, a program that many on the right have long opposed for ideological
reasons.  For years, right wing think tanks, funded by the very Wall Street interests who stand to make
huge profits from private accounts, have pushed for privatization.  Conservatives realize that, absent
widespread fear of a Social Security crisis, they would be extremely hard pressed to gain support for
dismantling our most popular government program.

Fortunately for the privatizers, Democrats have had their own reasons for stoking fears of a crisis.  In
his 1998 State of the Union speech, President Clinton declared that any budget surplus should be
used to “save Social Security first.”  In suggesting that Social Security needed saving, Clinton
validated the notion that the system was in crisis.  According to insiders, Clinton’s aim was to head off
Republican calls to use a potential budget surplus for a tax cut and instead earmark it for budget
reduction.  Feeling that Clinton’s message was a winner, many other Democrats incorporated it into
their media plans and the idea of a crisis moved comfortably into the mainstream.

Partisans on both sides of the aisle, then, fed fears of a crisis.  The media, which has been content to
parrot sound bites and forego in-depth analysis, has fanned the flames.  Today, the notion that Social
Security’s collapse is imminent is conventional wisdom, even becoming a subplot on the popular
television drama The West Wing.

Social Security Finances are Sound 

Commentators who have attempted to add a dose of reality to the increasingly overblown argument
have been largely ignored.  In a February 1999 editorial, Business Week intoned that the partisan

debate over saving Social Security was “a phony conflict over a phony problem.” [2]  Robert Reich,
former U.S. Secretary of Labor and ex-Social Security Trustee, concurred stating that “the crisis

mongering is simply wrong.” [3]  Dean Baker and Mark Weisbrot of the Center for Economic and Policy

Research recently wrote an entire book (Social Security: The Phony Crisis [4]) detailing the countless
inconsistencies and errors in privatization proponents’ arguments.  The fact, in a nutshell, is that
Social Security is completely solvent into the foreseeable future.

The view that the sky is not falling, while seldom heard in the media, can be validated with a careful
reading of the Social Security Trustees’ report.  According to the 2000 report, projections of
proportionately small deficits are contingent on annual economic growth slowing in the next two years
to 2 percent, or half the current rate, and then slowing further to the rate of growth we experienced
during the Great Depression of the 1930s.  If, on the other hand, our economy grows the average

annual rate of the 20th century – just over 3 percent – then the system will pay full benefits for 75 years
and beyond.

Even if we accept the Trustees’ pessimistic estimates, Social Security will pay 100 percent of benefits
until 2037.  After 2037, the Trustees estimate that Social Security will be able to pay 72 percent of

benefits. [5]   What would it take to fill this dubious and supposedly gaping hole and avert the
impending “collapse” that Bush frequently invokes?  According to an analysis performed by the Social
Security Office of Policy, simply making all earnings subject to the payroll contribution (currently only

earnings up to $76,200 are taxed) would eliminate the entire deficit and leave money to spare. [6]  The
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Office of Policy also outlines a menu of other incremental options that would similarly erase the
projected deficit without the massive benefit cuts or tax increases that Bush warns would be inevitable.
[7]

Social Security Returns

"Right now, the real return people get from what they put into Social Security is a dismal two
percent a year.  Over the long term, sound investments yield about a six percent return."  –George

W. Bush 
[8]

Proponents of individual accounts often argue that the rate of return on Social Security is relatively
low.  This issue is a red herring.  Social Security is not, nor was it ever intended to be, an investment
scheme.  Social Security is an insurance system, which provides financial security to disabled workers
and their families, to family members of deceased workers, as well as to retirees.  In the same way
that it is impossible to compare the “rate of return” on your car insurance premiums to the return on
your mutual fund investments, it is impossible to compare returns on Social Security to returns on the
stock market.

Even if we ignore the fact that Bush is comparing apples (investment schemes) to oranges (insurance
systems), his arguments do not add up.  If we take into account the costs of the proposed system and
potential impacts on disabled workers, survivors, women, and lower-income workers, it is apparent
that many – if not all – beneficiaries would be worse off under the sort of partially privatized system
Bush proposes.

Transition Costs and Benefit Reductions 

In discussing privatizing Social Security, George W. Bush tends to gloss over the issue of transition
costs, if he acknowledges it at all.  Given the outlines of his proposal, however, ignoring these costs is
like trying to ignore the elephant standing in the middle of your living room.  The problem is that Social
Security is primarily a pay-as-you-go system.  Today’s workers pay the benefits of today’s
beneficiaries.  Diverting money out of the system, then, significantly complicates the task of paying full
benefits to current beneficiaries.

The privatization model most often referenced by Bush and his surrogates calls for diverting 2 percent
of the 12.4 percent payroll tax currently funding Social Security into individual accounts.  This is a
diversion of just over 16 percent of Social Security’s revenue.  Over 10 years, this transfer would leave

a $950 billion hole in the program’s finances. [9]  A group of prominent economists, including Henry
Aaron of the Brookings Institute, have estimated the amount retirement benefits would have to be cut
in order to fill this hole and achieve long-term solvency under the Trustees’ pessimistic long-term
projections.   According to their analysis, benefits would have to be cut by 29 percent for those 50
years or older and by 54 percent for those 30 or younger to achieve solvency until 2075 under Bush’s

likely privatization plan.[10]

Isn’t it possible, however, that higher returns under individual accounts would compensate for these
cuts?  Even given the most generous assumptions, the answer is no.  Aaron et al found that even if
the stock market performs as well as it has historically (a highly dubious prospect if we accept the
Trustees’ economic projections), the average single worker who contributed to an individual account
for 35 years would receive a benefit 20 percent lower than that currently guaranteed under Social

Security.  The average married worker would receive a benefit 33 percent lower. [11]
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Dean Baker, using more realistic stock market projections that take into account the stock market’s
current high valuation and the Trustees’ low projected rates of economic and corporate growth, has
determined that workers would likely fare even worse under privatization.  His analysis shows that the
average single worker would receive a total benefit 32 percent lower than guaranteed under current

law.  The average married worker would receive a benefit 39 percent lower. [12]

Projected Annual Retirement Income for Average Thirty-Year-Old Workers Retiring
in 2037 (inflation-adjusted 2000 dollars)

 
Single Workers Married Workers*

Aaron et al Baker Aaron et al Baker
Current-law Social

Security benefit $15,877 $15,877 $23,816 $23,816

54% cut in Social
Security benefit

-$8,514 -$8,514 -$12,771 -$12,771

Social Security benefit
after cut

$7,364 $7,364 $11,045 $11,045

Annual individual
account payments

$5,300 $3,428 $4,928 $3,472

Projected total benefit
under Bush scheme $12,664 $10,791 $15,973 $14,517

Percentage change in
benefit

-20% -32% -33% -39%

*The computation for married workers assumes one working spouse and one nonworking spouse.  If
both partners worked and had the same level of earnings, the percentage reductions in retirement
benefits would be similar to those shown under the “single workers” column.

Administrative Costs

In pointing out the relatively high returns workers could expect to earn on individual accounts, Bush
neglects to mention that administrative costs would take a significant bite out of assets.  Bush advisor
Martin Feldstein has stated that these costs would average 0.4 percent of assets annually and Aaron
and his colleagues accepted this assumption in their analysis.  The costs of administering individual
accounts, however, would certainly exceed this level.  Even the conservative and vehemently
pro-privatization Cato Institute assumes that administrative costs on individual accounts would

average in the range of 1.17 percent to 1.83 percent of assets per year. [13]  In Britain, where the
social security system was partially privatized a little over a decade ago, analysts have found that

administrative expenses average around 2.5 percent of assets per year.[14]

If we assume more realistic, but still extremely low, administrative costs of 1 percent of assets, total
account accumulations would be 10.8 percent lower than estimated by Aaron et al.  Administrative
costs of 1.5 percent would leave workers with total account balances 18.8 percent lower than

projected by Aaron et al. [15]



Social Security - Bush's Individual Account Proposal: Rhetoric Versus Re... http://www.eoionline.org/SocialSecurity/SS-BushRhetoric.htm

5 of 10 1/9/2008 11:43 AM

Market Risk

In promoting individual accounts, George W. Bush correctly notes that over the long term “sound
investments yield about a 6 percent return.”  The 70-year average real rate of return on the stock
market has actually been 7 percent, before administrative costs are deducted.  While it is indisputable
that the long-term return on stocks has been relatively high, the market has also been very volatile.
According to John Mueller, former economic counsel to the U.S. House of Representatives’
Republican Caucus, the 20-year average real return on the stock market fell to zero three times since

1900—from 1901 to 1921, from 1928 to 1948, and from 1962 to 1982.[16]  Factor in administrative
costs and actual returns dipped significantly below zero during these periods.  Workers retiring in the
middle or at the tail end of one of these dry spells would have been hard pressed to save for a decent
retirement.

In discussing stock performance, it is also important to point out that past returns will not necessarily
predict future returns.  Dean Baker notes that for the stock market to even match its past performance,

the economy will have to grow much more rapidly than the Social Security Trustees project. [17] Such 
growth, we should note, would eliminate the need for any changes to Social Security, as payroll
receipts would be sufficient to finance full benefits for at least 75 years.

While Bush’s glib promises of higher returns under individual investment accounts have intuitive
appeal, it is important to recognize the risks inherent in entrusting our retirement security to Wall
Street.  The fact is that under a privatized system, some workers would likely win and some would lose
depending on a combination of unpredictable market forces and the savvy of the individual investor.

The Costs of Annuities

Annuities are another subject never broached by Bush, although they are certain to play an integral
role in any privatization plan.  An annuity is a form of insurance that converts savings into set benefits
for life.  Under privatization, workers who didn’t convert their accounts into annuities would run the
very real risk of outliving their savings.

A worker who didn’t purchase an annuity would have to answer a number of very difficult questions in
planning her retirement including:

How long would she live after retiring? 
What mix of investments should she keep her savings in? 
How much of her savings should she withdraw each year?

If the worker guesses wrong and lives longer than expected, or if the market tanks or inflation
skyrockets, she could easily exhaust her savings and find herself living in poverty.  Any privatization
proposal, then, where converting savings into an annuity is not mandated, sets up a system where
large numbers of the very elderly will be living in poverty.

Unfortunately, while the current Social Security system provides inflation-adjusted benefits to workers
and their spouses for life at no cost, annuities on the private market don’t come cheap.  Currently,
annuities available in the U.S. charge expenses that reduce the total value of an account by 15 to 20

percent. [18] In Britain, where workers with individual accounts are required to purchase annuities by

age 75, annuities reduce the value of accounts by 10 percent. [19] 

It is also important to note that annuities are very sensitive to changes in interest rates and life
expectancy projections.  Shifts in these variables can have a significant impact on the value of annuity
benefits.  According to a recent article in the British newspaper The Guardian, Britons who retired in 
2000 could expect to receive monthly annuity payments 42 percent less than those who retired in 1990
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due to decreases in interest rates and increases in life expectancy projections. [20] 

A last point:  annuities, once purchased, can’t be passed on to heirs.  Thus, while Bush claims that his
proposal would give workers access to an asset that they can leave to their children, practically
speaking this simply would not be true for most workers.

Impacts on the Disabled and Survivors

Many people think of Social Security simply as a retirement system.  In fact, however, a large number
of beneficiaries are disabled workers and their families and survivors of workers.  In 2000, nearly
one-third of Social Security beneficiaries were non-retirees.  Approximately 15 percent of all
beneficiaries – 7 million Americans – are disabled workers and their dependents.  Another 15 percent

of beneficiaries are survivors of deceased workers. [21]  The question of how these beneficiaries would
be accommodated under privatization is a vital one, but one that Bush has so far not addressed.

While Bush has not indicated how non-retirees would be treated under his proposal, a recent analysis
on the impact of various Congressional privatization plans on disabled workers conducted by the
General Accounting Office (GAO) suggests that it is unlikely that they would fare well.  According to
the report, even under the best of circumstances, “most DI [disability insurance] beneficiaries would be
adversely affected by the reform proposals.”  The GAO estimates that under the privatization

proposals, lifetime benefits for disabled workers would be reduced by between 4 and 18 percent.[22] It
is important to note that this scenario is described by the GAO as the “best case,” and it assumes high
returns on investments, extremely low administrative costs, and that workers will not purchase
annuities.  If more realistic assumptions were used, projected benefit cuts would be much higher. 
While survivors of workers are not discussed in the GAO report, it is likely that they would be similarly
impacted by privatization plans.

The reason that many disabled workers and survivors of workers would be particularly hurt by
privatization is fairly straightforward: the account holders wouldn’t have as much time to accumulate
assets in their individual accounts.  Under the terms of many privatization proposals, retirement
benefits are cut with the hope that they will be replaced with assets from individual accounts.  Workers
who become disabled or who die, however, have smaller windows in which to save up a nest egg
adequate to support themselves or their surviving family members.

Take for example, the case of a worker who becomes permanently disabled at 27.  Under Bush’s likely
privatization plan, this worker’s benefits upon reaching retirement age would be cut by 54 percent. 
While the average worker would have 35 years to accumulate assets in his or her individual account to
make up for this cut, the individual who becomes permanently disabled at age 27 would have had only
around 5 working years to save up.  This worker, and individuals like her, would obviously face serious
challenges under a privatized system.
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Impacts on Women and Lower Wage Earners

The current Social Security system has a progressive benefit structure that replaces a larger
proportion of low earners’ than high earners’ wages.  A low-income worker, for example, would receive
benefits equivalent to 53 percent of her pre-retirement earnings, compared with 32 percent for a

high-income worker. [23]  The system also provides a guaranteed, inflation-adjusted benefit for life and
spousal benefits.  These features are extremely beneficial to lower-income workers generally, but are
particularly important to women, who tend to earn less, work more intermittently (due to family
responsibilities), and live longer than men.

Under a partially privatized system, many of these beneficial features would be lost.  The rich would
get richer and the poor would get poorer.  Individual accounts would not automatically provide
guaranteed lifetime benefits.  Benefits to spouses of workers would not necessarily be available under
individual accounts.  All of these changes would leave low-income workers generally, but women in
particular, much more vulnerable to falling into poverty.

Conclusion

George W. Bush and his advisors have come up with some attractive, focus group-tested sound bites
to sell Social Security privatization.  In speeches, Bush talks about the impending “financial collapse”
of the system, with its deficits in “the trillions of dollars.”  To “save Social Security,” Bush would
establish individual accounts that would improve on the “dismal returns” of the current system.  He
talks about workers “building wealth” that can be “passed onto their children.”  These arguments, while
well packaged, are misleading or outright false.

According to the pessimistic projections of the Social Security Trustees, the system may face a
proportionately small deficit in 37 years.  The program is assuredly not on the verge of financial
collapse.  Moreover, contrary to the dire warnings, “saving” Social Security would not require a major
overhaul – simply lifting the cap on taxable income, for example, would immediately eliminate the
entire projected shortfall.

Bush’s cure would in reality be much worse than the cold.  While he suggests that returns on Social
Security are dismal, independent analyses by respected economists indicate that once we take
transition and administrative costs into account, returns on his individual accounts would be
significantly lower than those guaranteed under current law.  If we incorporate realistic estimates of
returns on equities into the equation, Bush’s proposal looks even worse.  While Bush touts the
possibility of making bequests, many workers would choose to buy annuities, thus precluding them
from passing assets on to heirs.  His plan, moreover, entails significant market risk and would
potentially hang millions of disabled workers, survivors, low-income workers, and women out to dry.

In discussing dismantling a system that for 65 years has served as the foundation of economic
security for working Americans and their families, we must get beyond George W. Bush’s small talk.  A
serious conversation must include an honest appraisal of the current state of the system and a
discussion of transition costs, administrative costs, market risk, annuities, and the potential impact of
individual accounts on the disabled, survivors of workers and their families.
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