June 28, 2005

TO:  THE PEOPLE OF THE 8TH LEGISLATIVE DISTRICT

STRAIGHT TALK ABOUT FIXING SOCIAL SECURITY

For the past 70 years, Social Security has been the federal government’s largest and most successful program.   It is the safety net for America’s most vulnerable citizens – retirees, widows, widowers, disabled workers and children.   Every year, Social Security provides $500 billion in benefits to 50 million citizens.

About one-third of America’s senior citizens depend on Social Security benefits for their entire annual income.   Another one-third depends on the benefits for more than half of their annual income.

It is true that Social Security faces a long-term problem.  As our nation ages, there will be fewer workers to support greater numbers of beneficiaries.

However, it is not true that Social Security will be bankrupt in 2042.   According to the Social Security Administration’s projections, by 2042 or as late as 2052, Social Security will not be able to pay 100% of currently scheduled benefits.   That is very different from bankruptcy.   The truth is that the system will be able to pay a projected 73% of scheduled benefits until at least 2075.

In the debate over Social Security reform, passions run high.    According to a June New York Times poll, 62% of Americans oppose the Bush Administration’s plans for Social Security Reform, 25% approve and 12% have no opinion.   

Despite months of the administration’s efforts, the overwhelming majority of Americans are not rallying around the proposal to allow younger workers to put up to 4% of their payroll taxes into private investment accounts.

The truth of the matter is that the private investment accounts are being pushed despite the fact that the Administration admits that they will not fix Social Security’s long-range shortfall.    It should be emphasized however, that the process of transitioning to these accounts would cost the federal government an additional $1 trillion in new debt by 2018 and $4.5 trillion in new debt by 2028.

The Administration’s plan indexes social security benefits to inflation, rather than to wages, as is the current practice.   This would result in cuts to future benefits.   

Those earning annual incomes of  $16,400 in 2005 would not see any cuts in benefits.   However, those earning $36,500 would see promised benefits cut 16% by 2045.   Those earning $58,400 would have their benefits cut 25% by 2045.   Those who earn $90,000 or more annually would have benefits cut by 29% by 2045.

The newest version of the individual investment accounts proposal has recently been introduced in Congress.   This version, which opponents have tagged as a smaller version of a bad idea, does not rely on payroll taxes to finance the accounts, but rather on Social Security’s annual surplus.   Every year the Social Security Administration invests its surplus, the money not used to pay benefits, in government bonds.   The proceeds from those bonds are used to pay for government programs, such as highway construction.   Using these funds to finance private investment accounts would not do one thing to help Social Security.   What it would do is weaken the system’s solvency and rob the federal budget of $600 billion.

Social Security can and should be fixed.   But I don’t believe it is necessary to dismantle Social Security or make drastic changes to fix it.   Economic experts have recommended some relatively painless ways to do the job, including:

· Raising the system’s salary tax cap, which is the point at which a worker no longer has to pay into the fund.   According to fiscal experts, if the salary cap level were raised from the current $90.000 to $200,000, it would add $11 trillion to the fund.

· Raising the system’s full benefit retirement age, now 65, to 67.   This would reflect longevity gains that essentially raise total benefits.

· Adding newly hired state and local government workers to those taxed by Social Security.   Currently, 5 million such workers are not a part of the Social Security system.   In Maryland, 90% of these workers are in the system.   However, in Ohio, only 3% of these workers are in the system.   In Connecticut, 67% of the workers are in the system.   It varies from state to state.   AARP has already declared its support for this change.

The Social Security system is not broken, nor is it staring bankruptcy in the face.  Social Security needs repair.   There are ways to repair the system without changing it radically or dismantling it completely.   Make no mistake about it, siphoning off Social Security funds into private investment accounts will neither repair the system, nor guarantee future retirees promised benefits.

Please do not hesitate to contact me on this or any other legislative issue of concern to you.   As always, I encourage and welcome your input.  Thank you.

