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Ms. Franklin: I hope you have been enjoying your dinner and your conversations and now it’s 

time for the real stuff of the evening, our speakers. Social Security reform is one of the most 

hotly debated current issues. It is in the press virtually every day. Our purpose this evening is to 

consider the issue and the possible ways to strengthen the system. We’ll hear from two 

distinguished individuals who have thoughtful positions but who see the situation quite 

differently. Our format is not meant to be a debate but rather an intellectual grappling with a 

complex and important issue, which often seems to generate considerable emotion. President 

Bush has put this issue on the front burner. In a State of the Union Address and in many 

speeches and conversations before and since, he’s been defining the problem and urging the 

Congress to act to strengthen and save Social Security. Polling done during the past week 

indicates that a solid majority of Americans now believe we do need to fix Social Security but 

there is no consensus about what to do and there’s even disagreement about the magnitude of the 

problem. The President says that all options to fix the system permanently are on the table. And 

there are numerous proposals from members of Congress and from various others, a new one 

seeming to show up every day. So the challenge for policymakers and for us as citizens and 

taxpayers is two-fold. First to understand the structure and dynamics of the Social Security 

system as it exists today. And second to then divine what is the right solution to strengthen the 

system well into the future. And I might add that for any reform package to pass Congress it has 



The Economic Club of New York – March 16, 2005 Page 2 
 
 
to be bipartisan. So tonight our guests of honor will illuminate us about the whole issue and 

share with us their views about the situation. And so we’ll introduce them right now. We’re 

going to do it alphabetically. They’ll speak alphabetically. So the first is Alan Blinder. First I 

should say, first and foremost, Dr. Alan Blinder is the Gordon S. Rentschler Memorial Professor 

of Economics at Princeton, what a mouthful that is, and co-Director of the Center for Economic 

Policy Studies there. He’s also Vice-Chairman of the G-7 Group. Dr. Blinder has long been 

noted as one of the nation’s leading economists. He has economics degrees from Princeton and 

the London School of Economics with his PhD from MIT. He’s taught at Princeton since 1971 

and chaired the Department of Economics there between 1988 and 1990. He served as Vice-

Chairman of the Board of Governors of the Federal Reserve System from June of 1994 until 

January of 1996. Before that he was a member of President Clinton’s Council of Economic 

Advisors. And in the 2000 presidential campaign he was Chief Economic Advisor to Al Gore. 

Dr. Blinder is the author or co-author of 15 books including a leading standard textbook now in 

its ninth edition from which nearly two million college students have learned introductory 

economics. I’m sure he has some things to teach us here this evening. So I’m very pleased to 

introduce to you Professor Alan Blinder. 

 
 
The Honorable Alan S. Blinder 
 
 
 
 
Thank you Barbara. Thank you very much for that kind introduction. I’m very pleased and 

honored to be addressing such an august and sophisticated audience on this, as Barbara put it, hot 

topic. And I want to focus my remarks on what’s actually making it hot right now which is of 
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course the President’s proposal for partial privatization. When I get asked why do I object or 

what do I find objectionable about this idea, I’m usually reminded of a line from the poet 

Elizabeth Barrett Browning which went let me count the ways. I only have 25 minutes so I can’t 

possibly give you all of them, but a quick summary is this. A system that has private accounts 

carved out of Social Security, these are the terms that are being used now, as opposed to added 

on, would no longer be social and wouldn’t provide security. That says to me it’s pretty harmful 

to Social Security. And besides that, it’s a bad idea in its own right, in the abstract. Why do I say 

not social? If we privatize the system, as we start to privatize the system, we begin to lose the 

benefits of universality and there are benefits of universality including extremely low cost. And 

to my way of thinking, though not to everybody’s, a feeling in society that we’re all in this boat 

together. We lose the benefits of risk sharing which are usually important, which are what a lot 

of the people in this room spend their lives working on. We lose something I’m going to come 

back to several times, some important re-distributive features that have been built into the system 

over the years, some of them right from the beginning. When I say it wouldn’t provide security, I 

mean several things. One is what I, just to reprise something I just said in this context, that the 

notion of privatization shifts the burden of risk, of bearing the risk from the society to the 

individual. That’s one of the things the Ownership Society is all about. I don’t count that as a 

benefit but as a cost. It would put in so doing even the minimal baseline Social Security benefit 

at risk. And I want to remind people in this room who can’t, and for good reason, imagine what 

that would be like, that the average Social Security check today is roughly $900 a month. And 

something around a quarter, I think the right number is 22 or 23 percent, I’m not sure exactly, of 

the Social Security recipients live on that. That’s their entire source of 
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income. I don’t think that money should be put at risk. Third, when I say it’s a bad idea in its 

own right, what do I mean? Well, I could summarize this proposal, only half in jest by the way, 

by saying let’s go out and borrow a lot of money, invest it in the stock market and hope 

everything turns out all right. That is to say that stock prices appreciate at a rate that exceeds the 

borrowing costs that we made to do it. Now you may think that, that’s a pretty good gamble. I 

would then ask if this is such a good idea, why should we limit this idea to Social Security. Why 

couldn’t we double our bets? Why couldn’t we pay off the entire national debt, actuarially 

speaking, by borrowing tons more than we’re borrowing now and gambling it in the stock 

market? The odds are better than 50/50 that we would succeed. Most people don’t think that 

would be a very good idea. Now what I’d like to do here tonight in most of my time is to review 

with you what seemed to me to be the three main arguments that had been advanced in favor of 

privatization, whether it be partial privatization which is the President’s proposal, or total 

privatization which has been proposed by a number of academics and people in think tanks. And 

I want to demonstrate that all of them are invalid, all of these three arguments are invalid, in the 

case of this particular proposal, not invalid, in the case of privatization in the abstract, but in the 

case of this particular proposal. So the first reason, the one that we’re hearing most about, have 

been hearing most about, is that something like this is needed to improve the solvency of the 

Social Security system. In fact, of course that is the reason, and that is the only reason that Social 

Security is on the table right now. Nobody thinks Social Security is a terrible failure, that it’s 

structurally flawed or anything like that, that it’s not doing what it’s supposed to be doing. The 

problem is that the system is out of long-run actuarial balance, as everyone who pays any 

attention to these things knows. And therefore something has to be done to shore up its financial 
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footings. The President was repeating for a long time, although he stopped, but spokesmen for 

the program keep repeating that we are doing this reform to improve the long-run solvency of the 

system, which is just not true. There is by now this famous White House memo that has 

circulated all over the place, which said quite squarely that it’s not true. By the way, that is not 

dispositive in and of itself, you might still like the reform. But it can’t be sold and shouldn’t be 

sold as a way to cure the solvency problem of the system. And the reason for that is as obvious 

as can be. A carve-out system which is why I distinguished it at the outset from an add-on 

system, a system that carves private accounts out of, by taking some of the revenue stream 

coming in, in payroll tax, diverts funds away from the traditional Social Security and as we’ve 

learned over the years in the unending debates over supply side economics, while it sounds nice 

to think you can add by subtracting, you don’t. You wind up subtracting. So in fact this would 

undermine the solvency of the system, not enhance it. And yet we still have statements like the 

following. I’m going to quote you two sentences from President Bush as quoted in the New York 

Times on the 5th of March. He said in one of these meetings that he’s been holding, “See, 

personal accounts is an addition”....addition was his words... “an addition to that which the 

government is going to pay you. It doesn’t replace the Social Security system.” I don’t know 

what he was thinking when he said that. The second, important and very much overlooked 

reason why this undermines solvency rather than improves it, something I’m going to come back 

to, is that if and as upper income people pull out of the system, the finances of traditional Social 

Security will be undermined because the system has always been designed for people at the top 

to get a worse deal from Social Security so that people at the bottom can get a better deal. And 

I’m going to come back to that because to me that’s a hugely important aspect. The second 
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reason that’s been offered over the decades now for privatizing Social Security, and I’m not 

talking now specifically about the Bush White House, these ideas have been ringing around 

academia think tanks for a long time, a major reason it has been alleged for favoring Social 

Security has been to raise the national savings. As I think everybody in this room knows 

Americans don’t save enough. In fact, these days we hardly save anything. So the traditional 

academic argument I think it’s fair to say is that we would privatize Social Security in order to 

boost national savings. Now what I’d like to point out very simply is that, the savings enhancing 

aspect of Social Security Reform would be true or will be true of any reform that is pre-funded, 

whether you pre-fund private accounts or pre-fund Social Security. The savings or non-savings 

is all about whether you pre-fund it or finance it by debt, not whether it’s private accounts or 

traditional Social Security. That’s the first obvious point. The second obvious point that I think 

you all know is that the specific plan being promoted by the Bush Administration is not pre-

funded at all and in fact the proposal is to finance the so-called transition costs. By the way, the 

transition lasts depending on the details of one of these privatization plans, 50 years, 60 years, 75 

years, this is what we mean when we say transition costs, to finance the transition costs by 

borrowing, not much, $4 trillion, $5 trillion, $6 trillion, numbers like that, again depending on 

the details of the plan. It is pretty clear, it should be clear to everybody that if instead of pre-

funding, we finance these private accounts by massive amounts of borrowing, we are not going 

to raise national savings. Yes, the money in the accounts will be saved but on the other hand the 

government is borrowing an equal amount of money. And by the way, I’d like to know how 

many people in this room, many of whom are very astute in finance in general and in the bond 

market in particular, believe the argument that’s been made by administration spokesmen, I’m 
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not sure if the President has ever made this himself, I just don’t know, that the new debt that 

would have to be floated to pay for the transition costs wouldn’t be debt at all, and therefore 

wouldn’t cause a flutter in the markets because it would simply be the recognition and explicit 

legal form of an implicit debt that the government had anyway. So we’re supposed to believe 

that while these $4 trillion, $5 trillion, $6 trillion of new government bonds would be floated on 

the markets, that wouldn’t have an effect on interest rates because it was really already there and 

people just hadn’t noticed it. The third reason, which you hear a lot from the President and from 

other spokesmen for the administration is that choice is a good thing in and of itself, individual 

choice. Let people make choices that are in their own best interests. As an economist, I can 

hardly argue with that in principle. I mean economics is a science of choice. We believe in 

individual choice and we believe that individuals acting in their own self-interest will for the 

most part make the best possible choices for themselves. That said, there are a few caveats. One 

is that a principle of Social Security design or pension reform in general that ought to be 

recognized is that greater choice always entails greater costs. The more options you give people, 

whether it’s to annuitize or bequeath, portfolio choices, in or out choices, every aspect of choice 

raises the cost of the system. That’s of course why the Social Security system as it exists now, 

which gives essentially no choice, costs so very little to run. Now in fact, as the administration 

has started to reveal some of the details of its plan, it turns out that despite the advertising of 

choice, choice, choice, the actual choices that there would be in the Bush plan are pretty limited. 

I don’t make that as a criticism by the way, I think that was a very sensible way to come to grips 

with the fact that as you give a proliferation of choices, you cause massive increase in cost and 

so the administration is not actually proposing that. As you may know, the President and others 
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have advertised as a strength of the reform that people could bequeath their wealth, even 

relatively low income people could bequeath their wealth rather than have it die with them. Well, 

in fact, if you actually look at the plan, there’s really not much of that in the White House plan 

except for the very upper income people because the plan would require again sensibly 

substantial annuitization of the benefit on retirement. So that people just don’t have a binge and 

wind up with nothing for their retirement. Again that is not a criticism. I think that’s a sensible 

choice but it very much goes against the notion of giving choice. Finally, the most obvious 

dimension of choice is portfolio choices, how do you invest the money? This is founded on the 

belief as I indicated before that people will invest better, sorry, a corollary of the general 

principle I indicated before, that people will invest better for themselves than the trust fund will 

on their behalf. Well, I’m sure that’s true of some people including probably everybody in this 

room. But there are a few examples that give pause. For example, a lot of you may know of 

polling results that show that only about half of Americans know the difference between a stock 

and a bond. A lot of you may also know that the experience with 401Ks which is a very good 

program is kind of sobering when you actually see what people do with their 401Ks. They don’t 

look to be very good investors. But more fundamental in all of this is a very basic principle of 

finance that this entire argument for investing in the stock market rather than in the bond market, 

say in Treasuries, ignores, which is a principle that probably most people in this room say three 

times a day in one context or another which is that risk adjusted, all the returns are the same. 

This is the basic principle of finance. You earn more in the stock market because you take higher 

risks. You earn more from a DD bond than from a Treasury because you take higher risks and so 

on and so on. A lot of what goes on in finance is about pricing risk. What’s the price of 
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taking this risk? Risk adjusted, there is no free lunch, you get a higher return by taking a risk. 

And finally, last but most emphatically not least, the most important element of choice is 

whether you allow people to choose whether to opt into private accounts or not. Is it voluntary? 

Or is everybody in? It sounds like the obvious answer is to make it voluntary. After all, we 

believe in free choice. Well, maybe not. If you make it voluntary, I believe this is very likely to 

lead to an unraveling of the traditional Social Security system for the reason that I alluded to a 

moment ago. Traditional Social Security is designed to give a pretty good deal to poor people 

and a pretty bad deal to rich people. If you let the rich, give the rich people the option of opting 

out and they start leaving the system, this whole deal starts unraveling because there is no 

surplus then to be distributed to the, say to the lower quartile or lower 40 percent. We shouldn’t 

forget that significant re-distribution goes on; progressive re-distribution goes on in the current 

Social Security system. The benefit formula is itself progressive. People that pay attention to the 

details call these the bend points in the formula. Secondly, and very much in contrast to the 

claims you’ve no doubt heard that the people that would benefit most from privatization are poor 

people and Black people, it’s not true. Those are exactly the constituencies unfortunately 

because they have inferior mortality experience that make the most use of survivor benefits and 

disability benefits which are part of the Social Security system. I believe there’s a significant 

danger; I would say a high probability in fact that this sort of re-distribution cannot survive 

privatization. It’s not literally impossible. You can design very complicated privatization 

schemes that maintain some significant progressivity. But it’s difficult and importantly that’s 

certainly not the administration’s current proposal. Now having said all that, does that mean the 

right thing to do is lie back there and do nothing? Well, I guess I could answer that by saying if 
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the choice is between the President’s proposal and doing nothing, I pick doing nothing any day. 

But doing nothing is really not the right thing to do about Social Security because the basic 

argument that the system sits on shaky long run financial foundations is sound. The short run 

foundations are fine. As probably all of you know, Social Security is running a surplus right 

now. But as you project to the 75-year, for example, to the 75-year period that is used for 

actuarial calculations, you see the system is in the red. So what can we do about this? Well, I like 

to say that the right approach to fixing Social Security is a collection of cats and dogs. There is 

no one magic bullet. There is no one gigantic thing that would or should fix the entire fiscal 

imbalance. But there are a whole bunch of what I would like to call little things although in 

politics some of these little things turn out to be big things, I mean little things economically. 

And a menu of these can easily, I want to underscore the word easily, fix the Social Security 

fiscal imbalance. This is not a hard problem. Ladies and gentlemen, if you want to think about a 

hard problem, think about Medicare and Medicaid. There’s a really hard problem and nobody 

really has an idea how to fix it. I want to just give you an example. I have a list of seven and I’ll 

be very brief. Whenever someone says I have a list of seven, people start saying, oh, God, here 

goes 27 minutes; no, this will be really fast. Seven things, this menu alone has more than enough 

choices to fix the entire system and there are some things that aren’t on my list of seven. This is 

my personal list of seven. The first two, do again what we did with the Greenspan Commission 

in 1983 although you don’t have to do as much of it, raise the payroll tax a little bit, raise the 

normal retirement age a little bit. You don’t have to move these very much. Third and fourth, 

two suggestions made by Robert Ball, the former Commissioner of Social Security who is still 

going strong at the age of, anybody know, 92 or something. I mean Bob Ball is an incredible 
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person. Raise the cap on the payroll tax a little bit. I’m not talking about the $200,000, much less 

through infinity which I don’t favor actually either of those. But raise it for example to capture 

again 90 percent of wages, which it used to. As I think all of you know, the wage distribution has 

become extremely skewed in the United States. One result of that is we’re now capturing in the 

Social Security tax system only about 83 percent if I remember correctly of wages when 

traditionally we got 90 percent. Just go back to 90 percent. This is not a huge change. Bring state 

and local government workers who are out of the system into the system. Both of these are on 

Bob Ball’s list. The fifth idea which I saw the other day, about a month to month and a half ago 

in Business Week, and I sort of went like this, I said I wish I had thought of that. I never thought 

of it. They actually pointed out that you can take a sizable nick out of the actuarial deficit simply 

by indexing benefits to after-tax wages rather than pre-tax wages. So have the retirees keep pace 

with workers on an after-tax basis, which seems fair rather than on a pre-tax basis. Sixth, invest 

part of the trust fund in equities as Bill Clinton suggested in 1999 or ‘98, I can’t remember 

which. Now if you’re thinking why should we take that risk? A very big difference, this risk is 

taken publicly and spread across all tax, the whole society in fact, not privately by an individual. 

And finally my personal favorite I have to confess, scale back substantially, maybe by about 50 

percent the repeal of the estate tax and dedicate the resulting revenues to the Social Security 

Trust Fund. There’s a kind of rough frontier justice in that. It’s all about retirements and estates 

and bequeathing and so on. See, that one got, that was my personal favorite. It’s the only one that 

got applause. That’s good. And as I said, you don’t have to do any of these in a drastic way, a 

little bit here, a little bit there will give you a cats and dogs solution to the Social Security 

problem. And it’s important to me to note that none of these is 
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drastic. All of these would leave the Social Security system looking a hell of a lot like it’s 

looked for the last 30, 40 years, though different in certain subtle ways. The system does need a 

tune-up. It does not need a lobotomy. In contrast to that, privatization for reasons I’ve said runs 

the risk of spending Social...sending, excuse me, sending Social Security into what amounts to 

both an economic and by the way political death spiral as the rich pull away from the poor. Just 

think of the dynamics. First it’s a few. You have to do something. The finances got worse. That 

drives more of the rich out of the system if there’s voluntary opting out, leaving a smaller and 

smaller base to support the benefits of the poor. I don’t think that’s good social policy for 

America. I started off this by quoting a line of poetry from Elizabeth Barrett Browning. I’d like 

to finish my presentation by quoting a line of prose from Franklin Delano Roosevelt who was no 

poet of course but who signed the original Social Security Act. He wrote the following not 

speaking about Social Security but I think it applies. Roosevelt said and probably all of you 

know this quote, “We have always known that heedless self-interest was bad morals, we now 

know that it is bad economics.” Thank you very much. 

 
 
Ms. Franklin: Thank you Alan. I appreciate your laying out this panoply of different fixes, 

either one by one or in combination. I think that’s very useful for this discussion. Now Phil 

Gramm. Phil joined UBS Investment Bank as Vice-Chairman in December of 2002 after 24 

years in Congress, 18 of them as a United States Senator from Texas. But you know he told me 

at dinner here, he’s turned over a new leaf and become a Yankee. A regular Yankee, I’m not 

sure I believe the whole thing. In Congress he was a tireless and outspoken opponent of big 

government. And certainly when I was Commerce Secretary, I do remember that. He holds a 
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PhD in economics and before entering politics, he taught economics at Texas A & M University 

for 12 years. He was first elected to Congress in 1978 as a Democrat and resigned his seat to run 

again in a special election as a Republican. He won and is the only member of Congress to win 

such a party-switching special election in the 20th century. In 1984 he won a seat in the United 

States Senate where he rose to chair the Committee on Banking, Housing, and Urban Affairs. 

The Atlantic Monthly once described him as a man who carries his own garment bag and does 

his own thinking. And there are several landmark acts which bear his name. They include 

Gramm-Latta Budgets, which reduced federal spending, rebuilt national defense, and mandated 

the Reagan tax cut. Also Gramm-Rudman, which placed the first binding constraints on federal 

spending and that continues to this day. And Gramm-Leach-Bliley, an act, which modernized 

banking insurance and securities laws by repealing the 70-year old Glass-Spiegel Act. He was a 

man of consequence in the U.S. Congress. He is a man of consequence here tonight. I am very 

pleased to introduce former Senator Phil Gramm. 

 
 
The Honorable Phil Gramm 
 
 
 
 
Thank you Barbara very much. I’d first like to thank the Economic Club of New York for 

inviting me and honoring me in the process. I think we’re talking about a subject tonight that is 

worthy of our attention. And you’re going to hear contrasting views tonight, I can assure you of 

that. First of all, our Social Security system, like all the entitlements in the western world are 

direct linear descendants of the Bismark Program in Germany in the 1880s. Bismark was a 

political genius, who figured out how to skip a generation in the work thrift wealth benefit cycle. 
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And he did it by taxing young workers in a uniting expanding country in the name of providing 

for their retirement but in fact took that money to pay for benefits to people who had never paid 

into the program and then he rolled the liability down the generations. There are two overriding 

problems with the Bismark system and they are the heart of the problem that we face in the 

Social Security system today and the Medicare system today. The first problem is they’re the 

captives of demographics. And in the 1880s with a very high birth rate and in a period where 

people tended not to live very long when they left the labor market, the demographics were all 

positive. America rode the demographics of the baby boom generation to expand benefits and 

create entitlements that would have been impossible in the absence of that generation, 77 million 

of the most highly skilled workers in American history. The problem is since 1880 all the 

demographics have turned against the system. People are living longer and there seems to be no 

end in sight to that trend. And secondly people are marrying later and having fewer and fewer 

children. Now 25 years ago someone would have stood up here and talked about the population 

time bomb but today the absence of population growth is the largest problem in the western 

world. The second problem with the Bismark system, which is at least as great is it creates no 

wealth. And as a result it doesn’t get what Einstein called the most powerful force in the 

universe, the power of compound interest. And that’s profoundly important because the only way 

you can pay a benefit in Social Security is to take the money dollar for dollar away from 

somebody else. Now can you imagine if the average American had to provide for their retirement 

through savings and they didn’t get the power of compound interest? It would be extraordinarily 

difficult. We are today reaping the whirlwind of the demographic problems of this system. It’s 

repeated so often as to be come trite. But everybody knows we’re on the verge 
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of the baby boom retirement, 77 million people who earn 60 percent of the income in America 

are going to retire in the next 25 years. We’re going to have a 20-year period where unless we 

dramatically increase immigration, we’re going to have four people go on the retirement rolls for 

every one person going on the labor rolls. And when you look at the cost of it, it’s not 

significant, it is cataclysmic. And let me just give you examples in a number that is 

extraordinarily meaningful. For the last 20 years, Social Security and Medicare have not taken 

any general tax revenues in America. This year for the first time they’re taking four percent of all 

income taxes in America to pay principally, well, in this case, totally for Medicare. That will 

double in the next five years and it will double in the five years after that. And 15 years from 

today, Social Security and Medicare will take one out of every four dollars of income tax 

collected on the current system. Twenty-five years from today it will take 50 cents out of every 

dollar of income taxes generated by the current tax system. Now if that’s not a problem we don’t 

have a problem. If you can live with that, there’s no reason to fix the problem. If you think that 

can be transferred and maintain some social covenant or maintain economic growth, there is no 

problem you need to worry about. But I think it is obvious that, that is not sustainable. Cuts of 

the level we would have to make in order to make ends meet in these programs will tear apart the 

fabric of American society and the tax increases will crush economic growth. And that’s why we 

have a problem. Now let me make it clear that we are going to get no help from the so-called 

Social Security Trust Fund. The Social Security Trust Fund is a collection of non-negotiable 

government bonds in a filing cabinet in West Virginia. Investing in Treasury certificates is a 

good investment unless you’re the Treasury. The idea that somehow this $1.6 billion represents 

anything other than the records kept on money collected by Social Security taxes that had been 
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spent on other programs in the last 20 years is a complete fraud. When the President is talking 

about using the trust fund to extend the life of the program for 24 years, he is wrong. We are 

misleading people into thinking that this trust fund has any relevance whatsoever, no economic 

relevance, and no legal relevance. And let me just give you two tests. If interest rates go up so 

that the bonds held by the Treasury, Treasury certificates in the trust fund earn more interest 

rates, does that strengthen the ability of the Treasury to pay benefits? The answer is no because it 

is true, the trust fund collects more interest which is available to the Treasury but it collects it 

from the Treasury. And me give you one other test. If you’re going to pay benefits from the trust 

fund, what do you have to do? You’ve got to cut spending. You’ve got to raise taxes. You’ve got 

to borrow money. Or you’ve got to sell assets. And what would you do if there were no trust 

fund? You would do exactly the same things in exactly the same amounts. So from an economic 

and a legal point of view, there is no trust fund. It is simply a recording of how government has 

spent excess Social Security taxes over the years. There is no legal relevance to it because, and 

let me just do a little digression here. When Roosevelt sold the Social Security system to the 

American people, he sold it as an actuarial system. There’s no question about it. If you read the 

speeches, you can’t reach any other conclusion. If you read the debates in the Finance 

Committee and the Ways and Means Committee, they were debating a system whereby people 

could set aside money they earned for their retirement. Within three years, the Roosevelt 

administration was before the Supreme Court and the solicitor general was arguing that Social 

Security contributions were a general revenue, a tax, a general tax, and that Social Security 

benefits were outlay, outlays, and that no one owned anything by having contributed to Social 

Security. That principle of law has held up since that time and of course today the courts 
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consistently rule that Social Security benefits are what Congress says they are and they have 

changed them many, many times. The way to right the Bismark system is easy to explain and 

very difficult to do because you’ve got to do what Bismark did in reverse. You’ve got to have a 

generation that pays for a benefit that doesn’t get it. Or you’ve got to have a generation that pays 

twice. Or you’ve got to find some way to fund benefits that were not funded so that younger 

workers can make investments and fund their system. It is going to be very difficult to do that 

but as compared to the alternative, I think it is clearly the correct route. There is very good news. 

And the very good news is under the current system, collecting 12.4 percent of payroll, the 

current system is grossly underfunded. But if you could take between three and four percent of 

payroll and invest it, God forbid you should suggest such a radical thing in New York City, but 

invest it 60 percent in common stock, 40 percent in bonds, at the average rate of return we’ve 

had in America in the last 200 years, through wars, depression, civil wars, at that rate of return, a 

person 22 years old investing between three and four percent could fund and have a property 

right guarantee at those average rates of return for a benefit that would exceed what Social 

Security promises today but cannot pay today. Now I’m not going to go into any lengthy 

discourse about accounts. Anyone who believes Treasury, investments in Treasuries, that an IOU 

that you write and put in your pocket can in any way be comparable to investment in stocks and 

bonds is not engaged in a realistic debate. We would be better off if we put the Social Security 

money in the empty whiskey bottles. We would at least have glass. Today we have nothing. So 

to debate that stocks and bonds are risky while Treasury investments in Treasuries are not risky 

is a debate I’m not going to engage in. Now I want to make some key points. Number one, 

there’s only one way workers can pre-fund their retirement and that is to 
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accumulate assets. Number two, for the accounts to work, they have got to generate net new 

savings and net new investment. Real resources have to be committed and they have got to be 

taken away from their current uses. If you borrow money to fund these accounts, you might get 

some arbitrage between the cost of government borrowing and return in private investment. But 

it is going to be a far cry from what you need to make the system work. Borrowing for accounts 

may be better than nothing, but it’s a long way from something. A full-blown system where we 

funded accounts in the three to four percent range would cost between $150 billion and $300 

billion a year in real terms depending on the size of the accounts. If you instituted such a 

program with real resources, based on the average rate of return of the last 200 years, that 

program would become self-financing in that the cost of the accounts is a net new account. To 

fix the program you’ve got to spend more money in the interim. But within roughly 25 years the 

accounts would become self-funding because they would be funding enough benefits to pay for 

the accounts. Depending on the structure of the system, within 40 or 50 years the system would 

become self-funding and solvent. When the President says that investments will not make the 

Social Security system solvent, he is wrong, verifiably wrong and in variance with the actuaries 

in the Social Security system. His proposal that would invest one percent of borrowed money 

will not make the system solvent but there is an investment level at which the system would 

become solvent, and it’s simple to demonstrate it mathematically. Finally, I’m not deterred by 

the fact that it would take 25 years to break even with the accounts and 50 years to make the 

system solvent. I don’t plan to be here in 50 years but I plan to have children and grandchildren 

here in 50 years and I am not indifferent about what America is going to be like 50 years from 

now. How do we fund the transition? Well, that’s where it gets hard. Let me just, in talking 
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about that very briefly, just raise two simple figures. Since President Bush took office, non-

defense discretionary spending, and I’m talking about good old-fashioned government, I’m not 

talking about defense, I’m not talking about Social Security, I’m not talking about Medicare or 

Medicaid. I’m talking about good old-fashioned government has grown by $110 billion in four 

years. We’re spending $110 billion a year on general old-fashioned government than we were 

five years ago. (SIDE ENDS–NO OVERLAP)...defense discretionary spending today is $158 

billion higher than it was five years ago. Now I’m not saying we don’t face defense needs, and 

as Barbara noted, I’m very proud that I was the author of the Reagan budget and the House that 

rebuilt defense. But what has happened is we are continuing to fund weapons for the Cold War 

and fighting a new war and it is imperative, it seems to me, that we go back and shear off those 

systems. Now I’m now saying it’s easy to come up with $200 billion, $250 billion a year, but if 

you give me the bloat in discretionary spending on non-defense accounts and if you go back and 

rationally shear off weapon systems that kept Ivan back from the gate and were meant to keep 

Ivan back from the gate in the future, if you do those two things, I can fund the Social Security 

accounts and make the system solvent. Now the number of ways you can fund these accounts is 

about as varied as how fertile your mind is and how strong your stomach is. I would support a 

full-blown system. I think the cheapest and best thing to do is to make the hard decisions today, 

commit the resources and buy ourselves out of a system that cannot be sustained and invest in a 

system that can and will. We can preserve all the things Alan talked about, progressivity, we can 

guarantee the current benefits and fund part of those benefits by accounts and make up the rest in 

the old program. There are many things we can do but the question is do we want a system based 

on wealth or do we want a system based on debt? And to me, that is a very, very easy 
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question to answer. I doubt we’re going to do that. I doubt under this President and this Congress 

that we will implement a full-blown program. But let me tell you what at an absolute minimum 

we ought to do. Number one, all new entrants into the labor market should come under the new 

system and should have the right to invest four percent of their payroll, which is roughly one-

quarter of what they’re going to give the government. That should be invested in their name in 

accounts that they have a property right in that are managed by professional money managers. 

That would cost about $15 billion a year and that’s rounding in the current budget. Secondly, we 

should stop talking about the Social Security Trust Fund and start redeeming it. We should set up 

10 to 20-year programs to redeem the Social Security Trust Fund. And it should be invested on 

behalf and in the name of baby boom generation workers to help pay the current benefit that 

they’re guaranteed under the system. Finally, let me say if we’re not going to do anything, if 

we’re going to simply let this problem build up for the next 12 years and then have it explode in 

our face, we ought to go ahead and tell Americans what we’re going to have to do and do it now 

on a prospective basis so people can plan their lives. We need to tell them that we’re going to 

raise the retirement age to 70. We need to tell them that we’re going to means-test these 

programs away from upper middle and upper income people. We need to tell them that we’re 

going to raise eligibility on Medicare to 68. And we need to go back before this new Medicare 

benefit goes into effect on prescription drugs and set out a system whereby when it runs over the 

projected cost, that automatically co-payments and deductibles are raised to hold it within the 

budget. Now those are things that in total we do not have to do if we’re willing to provide the 

resources to make the transition. But I think it is totally dishonest to not tell people what is 

clearly going to happen if we do nothing. And I always felt in government that if you’re 
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going to change things, that people can live with that if you let them know in time to make their 

plans. Now let me make two conclusions. First of all, and the first one is just counterintuitive, I 

believe on an issue like this, the bolder you are, the more likely you are to be successful. If I 

learned anything from Ronald Reagan it was boldness works. Reagan came in and proposed a 

budget that eliminated three Social Security benefits. I know because I was the author of it in the 

House. It eliminated the minimum benefit, the death benefit, and the adult student benefit, killed 

them dead. It eliminated $25 billion of entitlements with the signing of one bill. And the 

opposition, I never will forget Jim Wright ran out and had a press conference talking about we 

had to defend the synthetic fuels program. Sometimes you have to ask a lot to get anything. I 

guess the best analogy I have is that you’re overweight and you’re not doing exercise and they 

drag you into the hospital and the doctor comes to see you and you say, well, Doc, look, I just 

want to be reassured I’m all right, I got dinner at the Country Club tonight. And so the Doc says, 

well, could you just please watch what you eat. And the guy says, well, you know they got the 

hot fudge sundae at the Country Club tonight so I can’t do it tonight. But tomorrow maybe I 

won’t have chili on my burritos. Now another approach is when you drag the guy and he says, 

well, I got to go to the Country Club to have my favorite meal and you say, well, you had your 

last favorite meal. We’ve got to get that big belly and that fat fanny off you and I got some 

telephone numbers here. We can call my dietician or we can call your lawyer to update your will 

and an undertaker for you to make some hard decisions here so your family won’t have to make 

them. Now which approach do you think is likely to get results? One asks virtually nothing and 

gets nothing. The other asks a hell of a lot and generally gets results. The final point I want to 

make is this is largely not a debate about economics. Economics plays a very minor role in this 
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debate. This is a debate about philosophy and it’s also a debate about politics. And I think you 

heard some of it here tonight. There are people who really believe that it is important for people 

to be dependent on government, that something comes to a society where people depend on other 

people rather than on themselves. And much of the opposition to accounts comes from that. 

And don’t ever forget that there is an overriding political issue here. If you move to a system 

where Social Security is based on wealth, if seniors have an entitlement, they need politicians. 

If they have wealth, they have investment advisors. And it produces a totally different political 

dynamic. It moves the plates under the political earth. And I think if you scratch these 

arguments you hear in Washington…it’s risky, it’s risky, imagine investing, if you scratch just 

deep enough you find that this is about politics and it’s about philosophy—that it’s not about 

economics. Thank you. 

 
 
Ms. Franklin: Phil, we’re going to send you back to the Senate. We have two very fine 

questioners this evening. At this end of the dais, David Malpass from Bear Stearns, Chief 

Economist. Over here, Charles Kolb, who is President of the Committee for Economic 

Development. And they will ask questions. You can either address your questions to Alan or 

Phil or to both of them. I’m going to start with David, first question. 

 
 
David Malpass: Thank you Barbara. I have a question for each but I wanted to start with a 

small story which was sparked by Senator Gramm’s, Dr. Gramm’s reference to big bellies and 

fat fannies because I know how he’s avoided it and stayed in good health. I was in 1985 on the 

staff of the Senate Budget Committee and he was hard at work preparing Gramm-Rudman 
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legislation. And I was in his office and the time was approaching for a Senate vote. And as a 

Senate staffer for Senator Domenici I was worried that you weren’t going to get to the vote. And 

so it got to be three minutes, we were still in his office far away from the Senate floor. We were 

waiting to see how Senator Gramm was possibly going to get to the vote. And it got to be three 

minutes, up he jumped and went to the Senate and I’m watching the TV and he was at the Senate 

like that and it turned out that Senator Gramm’s practice, correct me, was to walk very fast, 

meaning run to the Senate floor in order to not waste time getting to Senate votes. And so he was 

back in his office within five minutes having crossed two city blocks and voted in the Senate and 

so that’s how he’s stayed in such good health. And I commend you on your energy as Banking 

Committee Chairman and on the Budget Committee. And I commend Dr. Blinder for a very 

interesting presentation as well. I wanted to ask Senator Gramm, if he would explain how he 

would do, how he would respond to the compromise that people are talking about now. So I’m 

trying to get your thinking on things that people are proposing to have half a loaf right now. So 

for example, if there were a small contribution to personal accounts, if there was a small or 

sizable increase to the Social Security earnings tax which is now $89,000 and people have 

proposed moving that up to $120,000 or $140,000. Would that be an attractive compromise to 

you? And I may, if I may ask a question to Dr. Blinder and then I’ll take my seat. Dr. Blinder, I 

wonder if you would in particular explain to us how it’s safer for money to be with the 

government than with accounts that are owned by individuals. Thank you. 

 
 
Senator Gramm: Well, let me say that I don’t view raising the threshold where the Social 

Security tax stops as a trivial matter because you’re talking about an increase in marginal rates 
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by 12.4 percent. And it would be a very substantial tax increase on the very people who are 

doing the work and pulling the wagon in America. So I think that is a very bad idea and I would 

never support that. I think if you exhaust your ability to control spending and we’re so far from it 

it’s hard for me to imagine that we will approach it, but I would prefer if you had to go with a 

revenue, a temporary surtax to redeem the trust fund than raising the earnings limit. The second 

issue is if you’re going to do some part-way measure, look, I think we’re probably asking too 

much of the political system for us to, in one piece of legislation, solve a problem that’s been in 

the making since the 30s when the crucial crisis period is over a decade away. I think the key 

thing is starting accounts somewhere and I believe if they’re started they will never be stopped. I 

believe people will love them and I think they will become accustomed to them and I think they 

will never be taken away. So I would say that for me the critical thing is starting the accounts and 

what better place to do it than for people who have yet to enter the labor market and in fact we 

could fund the accounts for everybody 25 and below for about $15 billion. And if you couldn’t 

come up with that in a federal budget that is now $2.3 trillion, you’re not serious. I also think that 

we should begin to look at some program, which will be very difficult and very unpopular but I 

think it would be very useful if we could redeem the trust fund with real resources and use that 

trust fund to pay for the baby boomer retirement. And I think the only way you could do it 

without creating a terrible situation whereby government would own substantial amounts of 

private wealth would be to simply take the trust fund as it’s redeemed and invest it in the name 

of baby boom generation retirees and use it 100 percent to help pay their guaranteed benefit. 

That’s what I would do. I don’t think that’s, I think that’s substantial and I think you’d have to 

do some stuff painful but look, you’re never going to convince people you’re 
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serious about this thing if it’s not difficult. You’re in a situation now where the Democrats have 

no program and have no credibility and the President’s program is not strong enough to have 

much credibility. So I think the mark that would hit the target is tougher, stronger, more difficult 

than what the President has proposed. 

 
 
Ms. Franklin: You’d better repeat the question. Do you remember the question? 
 
 
 
 
David Malpass: Yes. I can restate just the challenge of it, if there are no assets owned by the 

government, how is it safer to have the government have the investments or the government get 

the tax proceeds rather than having them in private accounts? 

 
 
Dr. Blinder: Yes. The answer is that an investment is not safer if made by the government. For 

example, in this context it would be made by the Social Security Trust Funds, suppose they took 

some of the money that came in and bought equities, some of this money that winds up in West 

Virginia in a safe and bought equities with it instead. It doesn’t make the equities safer than if an 

individual bought it. The key difference is that sticking with the example, if the investment is 

made by the trust fund, it is automatic. I was about to say, it can be, but it’s essential 

automatically spread both through space across the population and if necessary through time. 

That is, you can get risk, the question is who bears the risk? The risk doesn’t change. The risk 

can be borne by the population as a whole. The risk can even be borne by unborn members of 

the population if it’s pushed down the line. The risk is in short borne socially rather than 

privately. That’s the essence. It doesn’t extinguish the risk but it would greatly extinguish the 
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risk that falls upon the shoulders of any one individual if things go bad. You may have seen for 

example a very striking diagram that Gary Burtless of the Brookings Institution has put together 

from time to time. If I was allowed to show slides here in black tie, I would have shown this 

diagram, but what it illustrates is something you can well imagine that if you imagine a portfolio 

of private accounts that was invested say 60 percent in equities, 40 percent in bonds as Senator 

Gramm said or in some similar way, on retirement the value of those accounts would be very 

different depending on the year in which you retire. It would have been nifty to retire at the top 

of the stock market in 2000, not so good to retire at the bottom of the stock market in 2003. That 

graph if I was able to show it shows gigantic fluctuations therefore in the annuity that you could 

purchase for your retirement. That’s if the risk falls on you. If the trust fund was bearing those 

same risks, it would automatically be smooth in that the trust fund would be running large 

accrual surpluses while the stock market was booming and then maybe deficits or at least much 

smaller surpluses when the stock market was stagnating. And that would not go down to the 

level of the individual recipient of Social Security. So that’s the crucial difference, not the 

amount of risk but who bears the risk. 

 
 
Charles Kolb: This question is for both of our speakers. If you were to have private Social 

Security accounts and you were to have a carve-out as opposed to an add-on, the estimates of 

funding the transition costs have ranged from $1 trillion to $2.5 trillion, I believe Professor 

Blinder tonight took it up even another notch, $4 trillion to $6 trillion. And this would be 

borrowed money. Last year’s budget deficit was $412 billion and it was accompanied by a 

record current account deficit of $618 billion. If we are to fix the alternative minimum tax, the 
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estimates of that are in the neighborhood of $600 billion. And then there is the occasional 

supplemental bill sent to the Congress to fund Iraq. And then of course there’s the biggest issue 

of all and that is funding Medicare and Medicaid. The baby boomers will start retiring in 2008. 

President Bush has pledged to cut the current budget deficit in half by 2009. Given all of the 

above or even some of the above, at what point do you expect to see adverse reactions from the 

bond and currency markets or if I can borrow a phrase from Pete Peterson who is here on the 

dais, are we already running on empty? 

 
 
Senator Gramm: Well, first of all, and let me just address our current budget deficit, what 

worries me about this deficit is not that there’s an overwhelming deficit, it’s just that it’s an 

unnecessary deficit. I mean if we don’t deal with this deficit we have now which has basically 

been created by an explosion of discretionary spending, what are we going to do when it’s fed by 

massive growth in entitlements? In fact, entitlement spending has reduced the deficit during the 

period this one has built up. Now the real question in talking about borrowing the money, the 

problem is borrowing the money doesn’t add to savings, doesn’t add to investment, doesn’t add 

to growth, and doesn’t create the resources to pay the retirees. It’s probably better than nothing 

because at least you get workers with a vested interest in the accounts, but I believe that accounts 

should be funded and I think to make it work economically you’ve got to fund it and it’s a 

difficult thing to do but again we’ve got a problem that’s build up over a 70-year period, we 

shouldn’t expect it to be easy to fix. Finally, I don’t know what the magic moment is on this 

borrowing where it becomes a major problem. I think we’ve been very lucky that we’ve run this 

deficit in a period where we’ve had 20 years where if you could adjust for quality changes, 
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we’ve probably been in a mild deflation, a benign, mild deflation. And I think that we’ve gotten 

away with it. But I think that could change. And I think there’s a real question, interestingly 

enough, the person who has questioned whether borrowing the money and therefore explicitly 

recognizing the debt that exists in Social Security is a net additional debt is Alan Greenspan. And 

I think it is an interesting academic exercise. But I think the meaningful thing is if we’re going to 

pay retirement benefits in the future without taking resources away from the economy to 

generate growth, we’ve got to have a bigger economy. And the only way you can do that is to 

invest now. I don’t know how you fund future things other than accumulating assets that you can 

sell to somebody else to fund it. And I think that is a weakness of the President’s program. 

 
 
Dr. Blinder: We can certainly agree on that last point and also on the frustrating thing about this 

deficit is that it was so unnecessary. I couldn’t agree more with that. But if you actually look at 

the numbers, the biggest source by far is the tax cuts of 2001, ‘02, ‘03, ‘04, dwarfing everything 

else. There was, I agree about the explosion of spending but the magnitudes are not nearly as 

large as the tax cut. Here’s one number to keep in your heads. You hardly ever see this. The 

Social Security actuarial deficit is often expressed in discounted present value, say over a 75-

year period or if you really want a big number, go to infinity. Then you really get a big number. 

Over the same, say 75-year period, the present discounted value of the Bush tax cuts is triple the 

Social Security deficit. I think that’s a good metric to keep in mind both as to the size of the 

Bush tax cut and the relatively puny size of the Social Security deficit. That means in concrete 

terms that had we scaled back those tax cuts, only by a third, that is still enacted two-thirds of 

them, and then dedicated that money that would have been “saved” by that to the Social 
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Security system, there is no Social Security deficit. That helps put this into some perspective. 

Now the Charles question, by the way in terms of the size of the transition costs, these $1 trillion 

and $2 trillion number...$1 trillion and $2 trillion numbers that get bandied about are the one 

decade costs. The administration pushed the decade three years to get that $1 trillion down to 

$800 billion or something but that’s the decadal cost. The transition lasts three, four, five, six, 

seven decades depending on details. And that’s why you get vastly more than $1 trillion or $2 

trillion. Now finally to your question, when’s the bond market going to wake up and realize 

they’re not smelling the coffee anymore? I wish I knew the answer to that. I thought they would 

have woken up by now. I share with Alan Greenspan the view that it’s a conundrum that bond 

rates are as low as they are. Now it’s only a smaller, it’s a smaller conundrum...when I say this it 

means nothing. When Alan Greenspan says it, bond rates start going up. So he has the way sort 

of to obliterate certain conundrums. So I think we’re only at about a half or 40 percent of a 

conundrum now with the long bond, I don’t know where it closed today, Tim knows, 4.52 or 

something like that. I don’t know the last digit, around 4.5. It seems to me irrationally priced in a 

society which is growing very nicely, thank you, as Charles question said, a gigantic budget 

deficit with no realistic prospects for closing it, has on the table, although I don’t believe it will 

pass the Congress, a proposal, Social Security proposal that unlike Senator Gramm’s proposal 

factually funded, would fund the transition by debt, a huge additional debt as the falling dollar, I 

don’t mean this week, but generally a falling dollar and yet we’re looking at, we were not too 

long ago looking at a 4 percent bond rate. Now we’re looking at a 4.5 percent bond rate. I don’t 

understand why that’s so and I wish I could, I wish I did because I could make a lot of money if I 

did. 
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David Malpass: I’ll address this to Dr. Blinder at least first. Could you tell us more about the 

transition costs and they confuse me. Money would be coming from the government into the 

private sector so in a way it’s also transition benefits to the private sector. It’s transition costs to 

the government in the same amount to the...so why would interest rates go up in your thinking 

as far as from the transition benefits to the private sector? It’s the same amount of money. 

 
 
Dr. Blinder: This goes straight back to the Bismark analogy which is correct. There has been, 

the start up generation in the United States, what’s the name of famous woman that got the first, 

Ida Fowler, was that her name, that paid in for about a day and then lived to a ripe old age, there 

was a legacy cost because of the start up and also the further liberalizations of society, of Social 

Security, I’m sorry, over the years. Each one can be treated as a mini-start up. The result of that 

is we need to bring in tax revenue from the currently working and future working generations to 

pay both the benefits of those people and the legacy costs, the so to speak start up costs. If you 

then take and carve out three or four percentage points of the payroll tax and say, no, it’s not 

going into that pot but instead it’s going into some other pot, which as you correctly say would 

be an asset and savings to the people who receive that money, that one transition is a kind of a 

wash. But it does not cover the legacy costs and that’s the nature of the transition costs. So 

where is that money going to come from? The amount you need is now larger than it was before 

because you’ve diverted some of Social Security. Now if Phil Gramm had 61 votes in the 

Senate, we would have answers to that because he would make some really tough choices and 

actually come up with the money by spending cuts or something like that. But with the senators 
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we actually have and the Congress persons that we actually have, it’s very hard to imagine where 

this comes from and we know that in the administration’s proposal the answer is it doesn’t come 

from anywhere, we borrow it. We pay for it in other words in exactly the same way we paid for 

the Medicare benefit and for the Warner Act and for the farm subsidies and go right down the 

list. The administration has paid for all of these, “paid for all of these” in exactly the same way. 

 
 
Ms. Franklin: Last question. 
 
 
 
 
Charles Kolb: This is for both of our speakers. If you did have add-on accounts that were fully 

funded, say with mandatory savings, you actually would increase the national savings rate. In 

recent weeks I’ve heard people say there’s a problem with the official government figures 

coming out of Washington in which actually do not state correctly what the real savings rate in 

this country is, possibly by understating the value of housing among other things. I’d like to get, 

since you’re both PhD economists, I’d like to get your comments as to whether those numbers 

need to be revised or whether we save too much or save too little right now as a nation. 

 
 
Senator Gramm: Well, let me respond by saying how efficiently you use savings is I think at 

least as important and probably more important than how much savings you generate. Japan is a 

great generator of savings and clearly one of the worst users of it in history. Americans use 

savings very effectively and as a result people bring their savings here to be used. I agree with 

your thesis that we do not have a good measure of savings. I think we grossly understate the 

American savings rate. But I do believe if you look historically at the country, that Americans 
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tend to save less than other people do in part because we built America with foreign capital from 

Britain and from Holland. And America is this magical place where labor from somewhere else 

and capital from somewhere else met and fell in love. And I just don’t see any evidence the 

romance is fading. So I wish savings were higher but I don’t think we have an adequate measure 

of it and I think we under-measure it. I agree with that thesis. 

 
 
Dr. Blinder: Very briefly because I’m under the handicap of not having a blackboard here, 

your point is well taken except it’s not really about the mis-measurement of saving. It’s about a 

confusion people often make between what’s the definition of savings and whether it’s the same 

thing as wealth accumulation. It’s not. The difference between saving and wealth accumulation 

is the capital appreciation, if there is capital appreciation, on your existing assets if you have 

existing assets. Now over the recent decades, over decades and decades on average, you know, 

stock prices go up and down, house prices sometimes go up rapidly, sometimes go up slowly. 

There are huge fluctuations in the capital appreciation and occasionally it’s depreciation of the 

wealth account, but on average it’s been very large. So we have the paradox of Americans being 

an extraordinarily low saving society. So what is savings? Savings means income that you do 

not spend. There’s not much of that in America anymore. We’ve driven that, at least when you 

talk about personal savings, almost to zero. But the broader point is that for as long as we have 

data going back essentially to the Civil War, we’ve always been a low saving society. Not as 

low as we are, but always relatively speaking a low saving society. And yet we’re a rich society, 

how did we do that? We did it through the capital appreciation. That’s how we’re doing it now. 

If you look at the data today, it’s stunningly paradoxical in that on the one hand Americans are 
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saving, personal savings now I’m talking about, almost nothing, one percent of disposable 

income last year. And yet if you look at their financial position, the net worth of the household 

sector compared to its income, it’s not at historic highs, we were better when the Nasdaq was 

5000 but it’s pretty damn good, well above the historic average. So Americans on average, 

American households on average are pretty well healed in terms of wealth in stocks and in 

housing even though they’re not saving, even though they’re hardly saving anything right now. 

 
 
Ms. Franklin: Okay, that’s going to be the last word. But we thank you both very much for 

illuminating us on Social Security issues and fixes but also on the other linkages like savings 

rates and deficits and philosophy and all of that. So it’s been a very stimulating evening. We 

thank you both very much. Please join me in a big round of applause for Alan and Phil. 


