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The Washington establishment, with President Reagan in tow, enacted 
into law in early 1983 a Social Security rescue plan that hurts everyone: 

0 The elderly will see their benefits cut through a delay in the 
cost-of-living adjustment (COLA) and the taxation of benefits; 
Workers will have their Social Security taxes increased even 
further, with the burden falling particularly harshly on the low- 
and middle-income workers who primarily pay the payroll tax; 
Today’s young people will have their future expected rate of 
return under the program sharply slashed, particularly through 
the delay in the retirement age; 

0 Virtually every worker in the economy will be corralled into this 
insatiable program against his will; and 
For the first time, massive general-revenue subsidies will be 
infused into the program, smashing the principle of self-financing. 

Yet, for all this pain and suffering, the bailout by the Washington 
establishment hardly even addresses the fundamental problems of 
Social Security. 

It was, remarkably enough, less than five and a half years ago, in 
December 1977, that former president Carter led the enactment of 
another bailout plan to save a collapsing Social Security system. The 
plan involved the largest peacetime tax increase in U.S. history. In 
1978, the Social Security Board of Trustees proclaimed in their annual 
report: 

The Social Security Amendments of 1977 . . . restore the fiscal 
soundness of the cash benefit program throughout the remainder of 
this century and into the early years of the next one.‘ 
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‘Social Security Board of Trustees, 1978 Annual Report of the Board of Trustees of the 
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(Washington, D.C., May 15,1978), p. 3. 
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Just two years later, the 1980 Annual Report said, in less sweeping 

Under all three sets of assumptions, . . . the assets of the OASI [Old- 
Age and Survivors Insurance] Trust Fund would soon become insuf- 
ficient to pay benefits when due. .  . . Accordingly, changes in the 
law are needed. . . .z 

and grandiose terms: 

Now practically the same bureaucratic establishment has enacted 
another bailout plan based primarily on increased taxes and other 
palliatives that do not make any fundamental change in the program. 
We are again being assured that the system will be able to pay its 
benefits well into the next century. 

Social Security’s Continuing Problems 
But the truth is that the program remains vulnerable to the cycles 

of inflation and recession that have plagued the American economy 
for the last 15 years. The Social Security Administration’s own pro- 
jections show that the program will have the same narrow margin for 
error for the rest of this decade that it had for the years immediately 
following the 1977 Carter bailout3 Even if we have strong economic 
growth over the next year, if sharp inflation returns in late 1984 or 
1985, thereby accelerating indexed benefit expenditures, followed 
by a steep recession in late 1985 or 1986, shrinking payroll tax rev- 
enues, the program will probably collapse again before the end of 
the decade. 

This is not a unique view. The Social Security Administration’s 
deputy chief actuary in charge of the program’s short-term projections 
had this to say in a briefing memorandum in early April: 

If actual growth is more rapid in 1983, but then restricted by another 
recession within the next few years, the trust funds could be in a 
worse financial position than indicated under [pessimistic assump- 
tions]. . . . Depletion of the . . . trust funds would be very likely 
under these conditions and could conceivably occur within a few 
years from 

ZSocial Security Board of Trustees, 1980 Annual Report of the Board of Trustees of the 
Federal Old-Age and Suruioors Insurance and Disability Insurance Trust Funds 
(Washington, D.C., June 17, 1980), p. 5. 
3Richard S. Foster, “Short-Range Financial Status of the Social Security Program Under 
the Social Security Amendments of 1983,” Social Security Administration, April 6, 
1983; Social Security Board of Trustees, 1983 Annual Report of the Board of Trustees 
ofthe Federal Old-Age and Suroiuors Insurance and Disability Insurance Trust Funds 
(Washington, D.C., June 24, 1983). 
4Foster, p. 3.  
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This scenario merely follows a well-established pattern. It was the 
inflation of the early 1970s, followed by the 1974-75 recession, that 
caused the program to collapse in 1977. And it was the inflation of 
late 1970s, followed by the 1979-82 recessions, that caused the most 
recent collapse. 

Even if another inflationirecession cycle does not develop so soon, 
the program will remain vulnerable. The establishment plan counts 
on massive tax increases in 1988 and 1990 to move the program out 
of the range of vulnerability. But these tax increases will not raise 
the expected revenue, because they will substantially harm the econ- 
omy and lower employment. Other revenue items in the recently 
enacted bailout plan will also fail to meet expectations based on the 
official static estimates. Any remaining extra revenues will probably 
be drained off by the Hospital Insurance (HI) portion ofthe program, 
which is still projected to collapse by the end of the d e ~ a d e . ~  

The trust-fund assets for the entire program will therefore remain 
insufficient to see it through future inflationhecession cycles. Even 
if the program manages to stumble through one such cycle, it will 
not return to its former financial balance upon recovery. The trust 
funds will be permanently depleted to a lower level, and the program 
will collapse upon the development of a later cycle. 

Thus, without the general monetary, budgetary, and tax reforms 
necessary to end these cycles permanently-and such reforms are 
not yet in prospect-Social Security will probably collapse again in 
a few years. The Washington establishment will then be back asking 
for more tax increases and more benefit cuts. 

Having mandated that everyone depend on Social Security for the 
bulk of their retirement income, the leading policy gurus of estab- 
lishment Washington should have been acutely embarrassed with 
the system collapsing twice in the last six years. They and their 
bureaucratic allies had been telling us for decades that such a col- 
lapse would never occur. But, instead, they and their devotees took 
to the countryside to terrorize the elderly they profess to champion. 
In one of the most shameful chapters in American political history, 
they sought during the 1982 campaign literally to scare the elderly 
into providing money and votes for them, telling of plans to slash 
dramatically, or even completely cut off, their Social Security bene- 
fits. These scare tactics were used when no one was even contem- 
plating such cuts-not President Reagan, not his staff, not congres- 
sional Republicans, not even “conservative ideologues.” 

‘Social Security Board of Trustees, 1983 Antiud R q m t  of the Board of Trustees of the 
Hospital Znsurance Trust Fund (Washington, D.C., June 29, 1983). 
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In 1980, the president had campaigned on the pledge not to reduce 
benefits for existing beneficiaries, and he had fundamentally kept 
that pledge for two years. Nevertheless, establishment campaigners, 
with cynical and callous opportunism, used and abused the elderly 
for maximum short-term political advantage. In the end, these same 
people were the ones who successfully advanced the one item in the 
bailout plan that substantially cuts benefits for today’s elderly-the 
taxation of benefits. 

Social Security faces intractable long-term financing problems as 
well. Official projections showing financial balance over the long run 
are based on unreasonably optimistic assumptions.6 The birth rate is 
assumed to increase substantially and permanently from current lev- 
els, even though the only period of fertility increase in U.S. history 
was produced by the back-to-back cataclysms of the Great Depres- 
sion and World War 11. The rate of increase in life expectancy is 
assumed to slow down significantly, even though we are entering a 
new technological age. The truly enormous deficit of the HI portion 
of the program is ignored. And no recessions or bouts of inflation are 
assumed for the next 75 years! 

The truth is that paying the benefits promised to today’s young 
workers will require payroll tax rates in the range of at least 25 to 30 
percent, compared to 13 percent today. Former Social Security Chief 
Actuary A. Haeworth Robertson estimates that these tax rates may 
have to climb as high as 40 p e r ~ e n t . ~  

Those who point with alarm at the long-term financing problems 
of the program are often accused of’ being irresponsible. But quite to 
the contrary, it is those who would induce today’s young people to 
base their future on benefits that can never be paid who are irre- 
sponsible. There is nothing humane in covering up for a system that 
leaves the retirement security of an entire generation of Americans 
in serious financial jeopardy.# 

The Burden on Young People 
Nothing, however, more clearly indicates that Social Security is 

on its last legs than the fact that the rate of return paid by Social 

%ocial Security Board of Trustees, 1983 Annual Report of the Board of Trustees ofthe 
Federal Old-Age and Suroicors Insurance and Disability lnsurance Trust Funds. 
‘See A. Haeworth Robertson, The Coming Retjolution in Social Security (Reston, Va.: 
Reston Publishing Co., 1981). Robertson states that he still believes the tax rates may 
have to climb more than 40 percent, even with the latest bailout measures. 
*For a more detailed discussion of the financing problem of Social Security, see Peter 
J. Ferrara, Social Security: Aoerting the Crisis (Washington, D.C.: Cato Institute, 1982), 
chap. 5. 

612 

LICENSED TO UNZ.ORG
ELECTRONIC REPRODUCTION PROHIBITED



PROSPECTOFREALREFORM 

Security is falling steadily, and even if all the benefits promised to 
today’s young workers are somehow paid, the program will still be a 
miserable deal for these workers. This development is a natural 
consequence of Social Security’s pay-as-you-go method of financ- 
ing-taxes paid by today’s workers are not saved for their own ben- 
efits but are immediately paid out to finance the benefits of current 
beneficiaries. 

Workers retiring in the early years of the program only had to pay 
taxes for part of their working careers. The tax burden in those years 
was also quite low. The maximum annual tax, including both the 
employer and employee shares, was $189 as late as 1958, and $348 
as late as 1965. But because the program is run on a pay-as-you-go 
basis, the benefits paid to these early retirees were not limited to 
what could be paid based on their own taxes. These retirees were 
instead paid full benefits out of the taxes of those still working. Their 
benefits consequently represented a high return on the taxes they 
did pay. 

Over time, the return began to fall, as workers began paying higher 
taxes for more of their working careers. For today’s retirees, the 
program’s benefits still represent a good return on the taxes they paid 
into the system. But those entering the work force today must pay 
taxes of several thousand dollars a year for their entire working 
careers. Today the maximum annual tax is almost $4,800 and will be 
almost $8,000 by the end of the decade. Moreover, the recently 
enacted rescue plan sharply cuts the benefits of younger workers, 
particularly through the delay in the retirement age. For most of 
these workers, the rate of return paid by Social Security will be 1 
percent or less in real terms, even if they receive all the benefits they 
are currently promised. For many of these workers, the real return 
will be practically zero. 

By contrast, if these workers could use their Social Security tax 
money to invest in private enterprises through an Individual Retire- 
ment Account (IRA), most workers could count on receicing three to 
six times the benefits promised under Social Security, and in some 
cases even more, depending on income and family size.g Now that 
the pay-as-you-go, start-up windfall is passing, this problem of inad- 
equate returns will plague all future generations, and something must 
be done about it. 

g F ~ r  a more detailed discussion of the superiority of private invested alternatives for 
these workers, see Ferrara, Social Security; Atierting the Crisis, chap. 5; Peter J. 
Ferrara, Social Security: The Inherent Contradiction (San Francisco: Cat0 Institute, 
1980), chap. 4. 
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The Burden on the Economy 
Another major Social Security problem that must be addressed is 

the heavy burden of the payroll tax on the economy. To the extent 
that the tax is borne by employers, it discourages them from hiring. 
To the extent that the tax is borne by employees, it discourages them 
from working. The result is less employment and output. The payroll 
tax is no more than a tax on employment, and here as elsewhere, the 
result of taxing something is that there is less of it. 

As noted, the maximum annual payroll tax is almost $4,800 today, 
and is projected to rise to almost $8,000 by the end of the decade. 
For at least half of all workers covered by Social Security, the com- 
bined payroll tax is more than they pay in federal income tax. In 
1982, payroll tax revenues, drawn primarily from low- and moderate- 
income workers, were over 80 percent greater than total federal 
corporate and business tax revenues. In a society deeply concerned 
about employment opportunities, this incredible tax burden on the 
act of employment is ludicrous." 

There is also the problem of the negative impact of the program 
on savings. The needless and confused academic debate over this 
issue would profit greatly from a scintilla of reality. Apart from Social 
Security, most workers today are providing for their retirement through 
private savings vehicles. Given the modern American family and 
cultural attitudes, the practice of having numerous children to pro- 
vide for one's support in retirement is long dead. But Social Security 
forces workers to provide for the bulk of their retirement income 
through a system that creates no savings. In essence, Social Security 
is a form of forced nonsaving for retirement. It is hardly even plau- 
sible to suggest that such a system does not today substantially reduce 
private savings. 

In any event, this dispute can be left to the academics. The relevant 
issue for public policy analysis is what will happen in the future as 
a result of various reforms. If we shifted from Social Security's man- 
datory, pay-as-you-go system to a mandatory, private, fully funded 
system, then clearly there would be a significant increase in savings. 
And that is a strong point in favor of such a reform when deciding 
whether it should be adopted." 

Social Securitv suffers from other overwhelming problems, which 
cannot all be described in detail here. (a) The program's crazy-quilt 

'"For a more detailed discussion of the impact of the payroll tax on the economy, see 
Ferrara, Social Security: Averting the Crisis, chaps. 2 and 3. 
"For a more detailed discussion of this issue, see Ferrara, Social Security: Averting 
the Crisis, chap. 3, and idem, Social Security: The Inherent Contradiction, chap. 3. 
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benefit structure is haphazard and inequitable. (b) The structure 
includes many elements that can only be justified on a welfare ratio- 
nale, yet the benefits paid through them go to too many who are not 
poor. (c) The program makes the retirement security of the elderly 
subject to the vagaries of politics. And (d) the program is harshly and 
unnecessarily coercive.12 

It is easy to underestimate the vastness of the problems we are 
discussing. Social Security now accounts for more than one-fourth of 
the federal budget. Such overwhelming problems in such an enor- 
mous portion of our overgrown public sector cannot be ignored. 
These problems must be addressed. Social Security must be funda- 
mentally reformed. 

Toward Real Reform 
The analytical key to this reform is to recognize that Social Security 

performs both insurance and welfare functions. It takes funds from 
everyone and returns benefits only when certain prestated contin- 
gencies occur-death, disability, sickness, retirement. Yet it provides 
additional benefits to those who are thought to be in need. The above- 
described problems can be solved by splitting these functions into 
two entirely separate programs or sets of institutions-allowing the 
welfare function to be performed by a separate program explicitly 
and carefully designed to help the poor, and allowing the insurance 
function to be performed by the private sector.I5 

We must also recognize that we cannot achieve our reform goals 
by cutting Social Security benefits. We can only solve the problems 
of Social Security by creating the means for most of the functions of 
the program to be performed in the private sector. Most of the pro- 
gram should be moved off the federal budget entirely. That will 
never be accomplished by attempting to cut benefits. 

We must instead lead the way in protecting the benefits of the 
elderly against the Washington establishment, with its perpetually 
collapsing program. We must guarantee to the elderly that their 
benefits will not be cut. In a 1960 decision, Flemming v. Nestor, the 
Supreme Court held that Congress has the power to reduce or cut 
off Social Security benefits to any or all of the elderly at any time."j 

l2For a more detailed discussion of these problems, see Ferrara, Social Security: Avert- 
ing the Crisis, chaps. 6-8, and idem, Social Security: The Inherent Contradiction, 
chaps. 6-8. 
'%ee Ferrara, Social Security: Averting the Crisis, and idem, Social Security: The 
Inherent Contradiction. 
'6Flernrning v. Nestor, 363 U.S. 603 (1960). 
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The president and the Congress should make the statutory changes 
necessary to overturn this ruling. 

At the time a worker retires in reliance on his future, promised 
Social Security benefits, he should receive a U.S. government bond 
contractually entitling him to those benefits. In accordance with an 
express congressional intent, this would give the retiree the same 
legal status as the holder of a U.S. Treasury bond. It would be uncon- 
stitutional for the government to refuse to repay such a bond holder. 
Similarly, it would be unconstitutional to cut the benefits of someone 
who had already retired on Social Security. Congress would retain 
authority to adjust benefits to future beneficiaries. 

Second, IRAs must be expanded. The maximum annual contribu- 
tion limit should be set equal to one-half the maximum annual com- 
bined Social Security tax. Nonworking spouses should be allowed to 
contribute the same amount as working spouses. IRA benefits should 
be made tax exempt, providing an immediate incentive for increased 
savings at virtually no cost now. 

Third, the massive payroll tax increase now scheduled for 1988 
and 1990 should be repealed. Neither workers nor the economy can 
afford these counterproductive increases. 

Finally, and most important, workers must be allowed an oppor- 
tunity to shift some and eventually all of their Social Security tax 
money into IRAs, in return for a commensurate reduction in their 
future Social Security benefits. There are many ways such an oppor- 
tunity can be designed and implemented, and a choice among them 
is mainly strategic. Let us examine one plan that appears particularly 
attractive. 

Starting on January 1, 1986, workers would be allowed to contrib- 
ute to their IRAs each year, on top of any other amounts they may 
contribute, an additional amount up to 20 percent oftheir OASI taxes. 
They would be allowed a 100 percent income tax credit rather than 
the usual IRA deduction for these amounts. Workers could also direct 
their employers to contribute up to 20 percent of the employer share 
of the payroll tax to their IRAs, on top of any other contributions, 
with the employer again receiving a 100-percent income tax credit 
for this amount. 

Workers would then have their future retirement benefits reduced 
to the extent they took advantage of this credit. A worker who opted 
for the full credit during his entire working career would have his 
retirement benefits reduced by 20 percent. A worker who regularly 
took half the credit each year would have his future benefits reduced 
by 10 percent. A worker who took half the credit for half his career 
would have his benefits reduced by 5 percent. 
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The rationale behind the credit is to grant workers, in effect, a 
rebate of part of their Social Security taxes to the extent they reduce 
their reliance on Social Security and increase reliance on I u s .  But 
since the credit is taken against income rather than against payroll 
taxes, the revenue base of Social Security is left intact. Payroll taxes 
will continue to be fully and exclusively available to pay Social 
Security benefits. No general revenues need to be put into Social 
Security to assure that benefits continue to be paid. 

The credit option will, however, reduce Social Security expendi- 
tures over time. More and more workers will be relying for more of 
their retirement benefits on private savings rather than Social Secu- 
rity. Since payroll tax revenues are held in place, one important effect 
of this credit option is to help close or eliminate any long-term 
funding gap in Social Security. 

If everyone took full advantage of the credit option from the 
start, the income tax revenue loss in today's terms would be about 
$28 billion." But if we assume more realistically that the credit option 
is only half-used across the population as a whole in the first year, 
which is probably still optimistic, the revenue loss would be about 
$14 billion. 

Moreover, the increased investment through IRAs will result in 
increased revenues through the corporate income tax and other taxes. 
These new revenues, plus the reduced Social Security expenditures, 
will offset the revenue loss more and more over the years, eventually 
on net eliminating the loss entirely. Before this point, there will 
always be at least $1 in increased savings through IRAs for every $1 
in lost revenue, because the income tax credit is only allowed for 
IRA savings." So even if the federal deficit is temporarily increased 
by the full amount of this revenue loss, and this is surely not certain, 

"This would be the cost of the reform if adopted today, as calculated from Social 
Security Board of Trustees, 1983 Annual Report of the Old-Age atid Surviuors Insur- 
ance and Disability Znsurance Trust Funds. The other estimates in this paper were 
calculated on the same basis. 
'*To avoid the danger of a mere shifting of existing savings into IRAs to obtain the 
credit, workers should be prohibited from withdrawing IRA amounts for which they 
obtained the credit and associated returns before retirement. (The assets would have 
to be appropriately segregated in the account for identification purposes.) This would 
make the IRA savings unsuitable as a substitute for nonretirement savings. Because 
Social Security benefits would be reduced for credited IRA contributions, the IRA 
savings would be needed to replace those lost benefits, and therefore would not be 
suitable as a substitute for other retirement savings either. As a result ofthese factors, 
any shifting ofexisting savings into IRAs, rather than new savings, to obtain the credit, 
should be negligible because such IRA savings will no longer be able to perform the 
function of other savings. 
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there will still not be any increase on net in the government borrow- 
ing drain. on private savings. 

Starting on January 1, 1990, workers would be allowed to contrib- 
ute additional amounts to their IRAs each year for the purchase of 
term life insurance, up to a maximum of 10 percent of their OASI 
taxes. Workers could also again direct their employers to contribute 
up to this amount for such purchases. Both employee and employer 
would receive an income tax credit equal to the amount of these 
contributions, instead of the usual IRA deduction. 

An employee with no dependents would be allowed to contribute 
these additional aniounts for his retirement. With one dependent, 
the employee would be allowed to contribute half these amounts for 
retirement. 

Social Security currently pays survivors’ benefits on behalf of a 
deceased taxpayer who leaves behind a wife and young children, or 
an elderly spouse. For those under 65, private, term life insurance 
can entirely perform this function. Consequently, a worker will have 
his pre-age-65 survivor’s benefits reduced to the extent he took 
advantage of this credit during his career. 

The income tax credit is again, in effect, a rebate of Social Security 
taxes for those who rely more on IRAs and less on Social Security. 
But again it leaves payroll-tax revenues intact and requires no use of 
general revenues to continue paying Social Security benefits. 

If every worker took full advantage of the credit from the start, the 
revenue loss would be at most $14 billion in today’s terms. But Social 
Security expenditures would also begin to decline fairly rapidly. 
There would not be any more new claims for pre-age-65 survivors’ 
benefits, and once existing claims expire, these benefits would be 
phased out completely. All workers would then be relying on private 
life insurance for these benefits. 

Moreover, there would be increased savings roughly equivalent 
to this revenue loss, as the life insurance companies would have to 
set aside the proceeds for each beneficiary in a lump sum. The 
increased investment resulting from these lump-sum proceeds would 
generate additional revenues. In conjunction with the reduced 
expenditures, such revenues would lead to the rapid net elimination 
of the revenue loss. 

After these two steps, a substantial Social Security surplus can be 
expected by the mid-1990s. At that time, the maximum credit for IRA 
contributions could be increased to 30 percent or 40 percent, in return 
for further future Social Security benefit reductions. But the addi- 
tional credit would be allowed against payroll-tax liabilities rather 
than income taxes, thus consuming the Social Security surplus. 
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Consequently, there would be further expenditure reductions and 
another surplus in the future. The maximum credit could then be 
increased further until it reached 100 percent of OASI taxes. To 
accelerate this process, some of the additional credit increases could 
be allowed against income taxes, as in the first two steps, rather than 
against payroll taxes. 

Workers could then be allowed to purchase disability and old-age 
health insurance through their IRAs, with further credits allowed for 
these purchases. Eventually, workers would have the opportunity to 
rely on IRAs entirely, in lieu of Social Security. 

Such a reform would leave the Social Security framework funda- 
mentally in place. Workers could choose to remain in Social Security 
if they desired. But the Social Security structure would be expanded 
to allow a role for the private sector. Workers would have the option 
to choose the combination of public and private alternatives they 
preferred. Those who have confidence in the free market, however, 
will recognize that virtually all workers will eventually opt for the 
private alternatives. There would continue to be a requirement that 
workers choose some vehicle for retirement and insurance protection. 

The Supplemental Security Income program (SSI) would continue 
to provide special welfare benefits to the elderly or disabled poor, 
and would automatically grant benefits to those who had an inade- 
quate retirement income from their IRAs and remaining Social Secu- 
rity. SSI could be adapted as part of this reform to ensure that it could 
perform this function adequately. But for those entering the work 
force today, even those who earn only the minimum wage throughout 
their working years would be able to earn substantially more through 
IRAs than through Social Security-enough to make supplemental 
welfare benefits unnecessary. 

The Advantages of Reform 
The possible benefits of such a reform are compelling. Today’s 

young workers would be able to receive full market returns on the 
money they paid into IRAs. They would consequently be able to 
earn several times the benefits promised to then under Social Secu- 
rity. Mandated payments into IRAs could eventually be reduced, 
since workers need not be legally required to provide for such high 
retirement incomes. Regular take-home pay would therefore be 
increased for those still working. 

The private IRA system will operate on a fully funded basis, with 
enough savings always on hand to finance earned benefits. Potential 
financing problems will therefore be solved, as much as they can 
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ever be in this world. The bankruptcy crisis that still looms when 
today’s young workers retire will be avoided. 

Possibly hundreds of billions of dollars in increased savings will 
flow into the capital markets each year as a result of the increased 
savings through IRAs. Annual private savings could be almost dou- 
bled. Martin Feldstein, chairman of the Council of Economic Advis- 
ers, estimated during his academic days that Gross National Product 
(GNP) could as a result be increased by 20 percent.” 

In the private IRA system, the numerous inequities that dominate 
the current Social Security benefit structure would be eliminated. 
Workers would be paid back what they paid in, plus interest. The 
waste of welfare benefits under the current system would also be 
eliminated, since welfare would only be paid through a means-tested 
system. Yet the poor would be taken care of. 

With workers relying on the private sector for their benefits, total 
federal spending would be reduced by almost one-fourth, with total 
federal domestic spending (excluding defense and debt interest) 
reduced by almost one-half. Given that Social Security, national 
defense, and interest on the national debt amount to almost two- 
thirds of the federal budget, it is hard to imagine a substantial reduc- 
tion in the federal government’s claim on society without such a 
reform. 

The reform would allow workers more control over their own 
incomes. They would be allowed to choose those investment vehi- 
cles that best meet their retirement and insurance needs. With each 
worker possibly developing a large estate through his own IRA, total 
national wealth would be distributed far more equally. Feldstein’s 
calculations suggest that such a reform could reduce the concentra- 
tion of national wealth by one-third.2n Yet this would be achieved not 
by redistributing national wealth, but by providing an opportunity 
for the creation of new wealth, more equally distributed. Through 
the private IRA investments, each worker would be developing a 
substantial ownership stake in America’s business and industry. 

The reform would basically denationalize the large portion of the 
pension and insurance industries now operating in the public sector 
through Social Security. The public would characteristically be served 
better through the private sector and an enormous but unnecessary 
expansion of government would be cut back. 

”‘Martin Feldstein, “Social Insurance,” Harvard Institute of Economic Research, Dis- 
cussion Paper 477, May 1976. 
2”Martin Feldstein, “Social Security and the Distribution of Wealth,” Journal of the 
American Statistical Association 71 (December 1976): 800-807. 
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Yet all this can be accomplished without in any way threatening 
the elderly. They would in fact be made much better off. Their 
benefits would be maintained, and indeed, constitutionally guaran- 
teed. Political pressures to reduce these benefits will be diverted. At 
the same time, their children will have an opportunity for a more 
secure and prosperous retirement, and a chance to work in a healthy 
and growing economy now. 

Such a reform is what the public wants in regard to Social Security. 
They want today’s elderly to receive the present system’s benefits. 
But at the same time the public, and especially today’s young people, 
recognize that Social Security is not suited to the modern economy 
and today’s workers. Individuals want expanded opportunity and 
control for the future. They will not long tolerate the periodic rounds 
of tax increases and benefit cuts and the “let them eat cake” mentality 
of the current Washington establishment. 
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THE AUSTRIAN 
ECONOMICS PROGRAM 

AT GEORGE MASON lBVIVERSl7'Y 
The study of economics at George Mason University continues to expand an4 diversify. The 
Economics Department now offers degrees at both the master's and doctoral levels; the 
prestigious Center for the Study of Public Choice joined the department in June, 1983; and the 
Center for the Studvof Market Processes and its Austrian Economics Proeram continue to mow. 
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.vurlmls and faculw meeI ul Aiislriun economics colloquium. 

FACULTY. George Mason now has four full-time faculty members familiar with Austrian Economics: Karen Vaughn, 
Ph.D., Duke University; Don Iavoie. F'h.D., New York University; Jack High, Ph.D., UCLA; and Richard Fink, Director of the 
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The Cat0 Institute 

The Cat0 Institute is named for the libertarian pamphlets Cato’s Let- 
ters, which were inspired by the Roman Stoic Cat0 the Younger. 
Written by John Trenchard and Thomas Gordon, Cato’s Letters were 
widely read in the American colonies in the early eighteenth century 
and played a major role in laying the philosophical foundation for the 
revolution that followed. 

The erosion of civil and economic liberties in the modern world 
has occurred in concert with a widening array of social problems. 
These disturbing developments have resulted from a major failure to 
examine social problems in terms of the fundamental principles of 
human dignity, economic welfare, and justice. 

The Cat0 Institute aims to broaden public policy debate by spon- 
soring programs designed to assist both the scholar and the con- 
cerned layperson in analyzing questions of political economy. 

The programs of the Cat0 Institute include the sponsorship and 
publication of basic research in social philosophy and public policy; 
publication of a major journal of public policy analysis and a month- 
ly economic newsletter; production of a daily syndicated public af- 
fairs radio program; and organization of an extensive program of 
symposia, seminars, and conferences. 
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t THE RATIONALITY OF REAL REFIORM 
Without radical reform conflict is clearly in store. . . . Young participants 
desire to leave the  system in search of more lucrative investments , ’and 
older participants, fearing for their  benefits, desire to perpetuate  the  sys- 
tem. Whereas-in a private competi t ive sett ing such a scheme would tend. 
to terminate  uiith the  voluntary exit o f the  young, a social insurance system 
can perpe tua te  itself-,but only as long as the  majority chooses to use the  
powers of t he  state to d o  so. The relentless truth is that  coercion cannot  .. 
eliminate the desires of participants or the  tension created by declining 
returns. Coercion simply determines in whose favor’the conflict is resolved- 
a t  least  for t he  t ime being. 

t he  lessons from history seem abundant ly  clear: t he  existing crisis 
.in Social Securitybis decidedly not financial in nature, it is decidedly not  
“unexpected,”  and  i t  rests squarely in  the  political and economic failures 
resulting from a loss of individual choice in 1935. T h e  crisis is a t  base 
political, lodged in the  institutional weaknesses  of the  program. If nothing 
else  this crhcial per iod in the  history of Social Security should foster the  
deve lopmen t  of compet ing ideas about  t he  crisis, so necessary for rational 
decision-making in the  future.  

-Carolyn L. Weaver 

. 

The Crisis in Social Security: 
Economic and Political Origins 
(Durham, N.C.: D u k e  University 
Press, 1982), pp.  189-90. 
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