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Retirement programs are long-term commitments. They will always depend on America’s political
process. Every reform depends on government keeping its promises and maintaining the integrity of
the system over the long haul. “Political risks” are different from uncertainty about what the future
holds. Uncertainties — such as an unexpected change in economic or demographic conditions — can
beset any policy. Political riskiness, in contrast, is inherent in the policy itself. It refers to a given plan’s
vulnerability to being destabilized as time passes, rendering it unsustainable in its original purpose and
promised operations. We are more likely to recognize the political risks in the system we have than to
predict the new political risks in a significantly restructured system.

Wide-ranging as they are, all of the major Social
Security proposals being debated today seek to
reform, not abolish, government’s role in retirement
policy. Amid the swirl of complex details, it is
important to recognize this common ground
because it reveals a de facto agreement most
Americans share about the basic purpose of govern-
ment retirement policy.

The term “privatization” is now widely used to char-
acterize prominent Social Security reform proposals.
No major initiatives, however, advocate a total gov-
ernment withdrawal from the problem of financial
insecurity in old age; none would rely solely on do-
it-yourself, voluntary provisions within a world of
strictly “private sector” retirement arrangements.

This is true because there is no government-less
private sector in sight to withdraw to. Voluntary,
market-based, “private” retirement plans have been
created and spread within a federal policy framework

of tax incentives and federal regulations creating
nationally uniform rules (e.g. fiduciary responsibili-
ties, diversification requirements and so on).!
Moreover, employer- sponsored pension plans are
designed by taking account of the existence of Social
Security.2 Thus any dismantling of the current
Social Security program will itself affect virtually all
operations and expectations within this system of
voluntary retirement plans. Likewise, even the most
“private” individual investments for retirement
depend on a framework of government laws and
regulations for their protection in orderly markets.
In one form or another, national policy — which is
to say, government — is an inescapable reality of our
complex modern society.

Underlying the Social Security reform debate is a
general consensus that the purpose of public policy
should be to promote financial security in old age
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for all Americans. Of course there are other subor-
dinate goals, such as redistributing resources effi-
ciently, encouraging national savings, and so on.
But the existence of sub-goals should not cause us
to lose sight of the main objective.

Fundamental issues of purpose are at stake in the
Social Security debate because any given policy
reform may over time change the meaning of
financial security in old age as well as redefine who
has a reasonable assurance of such security. In other
words, change in “mere” means can subtly but
decisively alter policy ends as time goes on.

Why has there come to be a compulsory govern-
ment role in retirement policy?3 First, left to their
own devices, people are often shortsighted about
their future; by the time they realize they should
have been setting aside more to provide for ade-
guate consumption in retirement, it is too late to
correct their errors. Second and relatedly, without
government compulsion for all, prudent savers are
vulnerable to having to support those who are
imprudent. Third, there are unknowns — such as
unanticipated inflation and one’s own lifespan —
that individuals find it difficult to insure against.
Even the prudent may outlive their savings.
Fourth, with the growth of modern industrial life,
families have found it necessary (or highly advanta-
geous) to have government spread across the entire
society the burden of supporting aging parents that
otherwise would have to occur within the family or
other charitable relationships. Fifth, for large por-
tions of the population, employers have not been
able to provide for old-age pensions.4

Thus government-sponsored pension policy exists,
first and foremost, for the purpose of making old-
age income more secure for more people than
would be the case if one relied only on individual
decisions and market outcomes.

The current reform debate is grounded in what are
typically half-articulated theories and assumptions
about American politics. For example, the strictly
economic advantages claimed for “privatizing”
ACADEMY

OF-SOCIAL
INSURANCE

Social Security can also be achieved by modifying
the existing system to provide for higher rates of
return on collectively held funds and by requiring
more accumulation in those funds to increase
national savings.® The different positions of advo-
cates for individual or collective savings depend
heavily on questions of values and political feasibili-
ty, not of economics.

Choosing among pension reform alternatives is not
simply a matter of individuals’ dollar and cents cal-
culations. Fundamentally, the reform debate is
about our society’s values, people’s rights and
responsibilities towards each other, and what con-
stitutes a “good society.” All pension plans involve
long-term risks that cannot possibly be avoided.
How should those risks be shared? What should we
want American society to be like?

Although specific reform proposals are embedded
in deeper normative commitments, these values are
rarely explicitly spelled out and argued before the
public. This values dimension is especially easy to
dismiss today, when political rhetoric focuses on
the economic bottom line. Nevertheless, the com-
peting visions of society embedded in the reform
alternatives deserve closer scrutiny.

Two principles: individual freedom of choice, on
the one hand, and shared security, on the other, are
the dominant normative perspectives undergirding
the Social Security reform debate. The first per-
spective places the highest priority on individual
choice and control over one’s own personal affairs.
The second gives priority to securing a common
social protection against the vicissitudes of life. The
first normative position celebrates a free society of
aggregated individuals looking out for themselves;
the second celebrates a society of one people orga-
nizing mutual social protection for each other.

Since the values of both personal freedom and
shared security are highly prized in American cul-
ture, advocates on each side often try to steal each
others’ arguments. Pro-liberty advocates may point
out that security is enhanced by ownership and
management of one’s own assets, thereby avoiding
dependence on political third-parties. Pro-security



advocates can respond that freedom is enhanced

by avoiding a go-it-alone approach in favor of col-
lective arrangements that limit people’s exposure to
economic uncertainties and dependence on charity.
Despite such acknowledgments of each other’s
attractiveness, individual choice and collective secu-
rity remain in tension with each other.

No reform proposals being seriously debated today

lie at either of these two polar extremes. All are

hybrid middle-range positions trying to combine

desires for both individual choice and collective

social protection. This is as it should be in a

democracy where people cherish two opposing but
unrelinquishable values. The
purpose in contrasting the
two core values is to recog-
nize that, though hybrids,
the various reform options
do point in one or the other
of these two directions. A
fundamental normative
choice is at issue.

Social Security: Mutual
Protection. If Americans
decide to maintain some
modestly revised version of
the existing Social Security
system, they are in effect
asserting a normative
emphasis on social protection through mutual pro-
vision, a norm of social solidarity. Risks of financial
insecurity in old age are pooled in one national
program where people stand together by paying in
earmarked taxes and receiving back standardized
benefits.6 Maintaining some version of the status
guo would mean that at the center of retirement
policy would be a commonly shared pension pro-
gram that seeks to provide a basic retirement
income for all Americans. This common security
takes the form of a given array of retirement bene-
fits, earned through a work history (not a direct
return on one’s own contributions) and paid how-
ever long one lives (with adjustments for inflation).
Within that common coverage, each person can
obtain added coverage, such as voluntary employ-
ment-based plans, IRA’s, and 401(k) plans that

each worker owns individually (again, aided by a
regime of supportive government policy and regu-
lations). The essence of the Social Security program
itself, however, is the priority of a common social
bond with a common security package for all citi-
zens. Money’s worth calculations are not decisive
because they ignore the system’s social solidarity
mission. Thus the existing Social Security program
has sought to promote what proponents regard as
a fairer society than would otherwise exist.”
Behind all the details is the moral contention that
the better off should help the worst off — in this
case, helping with financial security in old age
among people socially bonded as equal citizens,
not givers and recipients of charity.

Personal Accounts: Individual Choice. If one
decides to reform Social Security by replacing all or
most of the current system with some version of
personal savings accounts, the main emphasis of
retirement policy would be reversed. Privatization
would put individually-owned and managed
accounts at the center of retirement policy, accom-
panied by more residual social protections.
Privatization alternatives would not abandon the
aged who do not save enough or invest wisely to
the sole support of family and friends; minimum
government pensions and a means-tested welfare
program would no doubt remain. But the emphasis
would be on individualized security and choice
rather than on the shared security of a predefined
benefit. The emphasis would shift from the “one
net” security of the current social insurance
approach to a more individualized system, with
each person much more the weaver of his or her
own safety-net. Below that would lie the public
provision of means-tested transfers, which oppo-
nents of this approach regard as stigmatizing chari-
ty and proponents regard as a more efficient use of
resources. Be that as it may, the essence of the indi-
vidualized accounts approach is the priority of indi-
viduals freely obtaining their own returns for retire-
ment income. The prospects for great variability in
those results is judged acceptable for the sake of
the larger cause of creating a better society, charac-
terized by individually responsible free choices.
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Social Security reform asks Americans to consider
this choice of a more individualistic or solidaristic
vision of their evolving society. Experts have no
special authority for telling other people what that
choice should be.

Since government is inevitable, retirement policy
will always depend on America’s political process.
Every possible reform option depends on govern-
ment keeping its promises and maintaining the
integrity of the retirement system over the
long-haul.

The term “political risk” means a given plan’s vul-
nerability to being destabilized as time passes,
unexpectedly rendering the plan’s original design
unsustainable in its promised operations and pur-
pose. Such riskiness is not the same as uncertainties
about the future in general. Uncertainties — for
example, an unexpected change in economic or
demographic trends — can beset any policy. The
forces of “political” riskiness have to do with pres-
sures that are fashioned and put into play by a par-
ticular policy approach. Rather than like trying to
predict the weather, assessing political risk is like
evaluating the structure of a vessel and its capacities
not only to stay afloat but to maintain its course
amid inevitable but unpredictable storms.

The different approaches to retirement policy can-
not rule out future political conflicts; rather, they
shape what the conflicts will be about.8 To repeat,
no reform can extract government retirement poli-
cy from permanent dependence on our much
maligned political process and the politics of
promise-keeping over the long-haul.

Retirement plans — whether operated by govern-
ment, employers, or individuals alone — are long-
term commitments. Their long-term stability and
predictability cannot be achieved in individuals’
lives if public policy is vulnerable to short-term
pressures and veers off path. Experts may be able
to design technically correct plans. The more
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important concern is what happens over time
when a plan meets politics. To achieve its goal,
retirement policy must engender a politically stable
equilibrium.

Since there is actual experience with the Social
Security program, we are more likely to recognize
the political risks associated with existing policy
than we are to predict the new political risks arising
from a more individualized system. The political
risks of the current system have to do with whether
the public will tolerate the benefit and tax changes
necessary to restore long-term solvency to Social
Security, and whether their support and confidence
in the form Social Security exists in today can be
maintained.

With a more individualized system, there are two
forces that put it at risk of

instability, and which reveal

how a change in means can

lead to a change in the pur-

pose for which the policy

was originally designed.

First, there is a risk that

short-term political respon-

siveness to constituents’

demands for access to their

investment accounts could

easily turn long-term retire-

ment policy into a shambles.

For example, the very advan-

tage claimed for the new system — namely, the
political attraction of selling forced savings with the
idea that “it’s your own money” — will make it
more difficult in the long run to sustain such nest
eggs for retirement. Under a privatized system,
elected politicians will have to resist voters, who
having been told it is “their money” that the gov-
ernment has compelled them to save in these
accounts, must also be told they cannot get at it
when they and their dependents need it.

Second, there is concern that, as time passes, the
operational politics of such a system will undermine
any sense that Americans share a commitment to
adequate retirement pensions for all workers.



Individuation is the very essence of privatized
accounts. At the outset, reforms might contain
both privatized accounts and
some version of the current
Saocial Security benefits.
However, a two-tier pension
system can easily evolve into
a division of political con-
stituencies between the weak
and the strong. Low-earning,
irregularly employed workers
will not do as well as others
in accumulating personal
investment accounts. Neither
are they likely to have the
investment savvy of more
privileged portions of the
population. At the same
time, the economically bet-
ter-off will have a vested
interest, and more political
clout, to push for further
improvements in the priva-
tized sphere of federal retire-
ment policy. The constituen-
cy more dependent on the
residual pension is unlikely to have the power to
keep up with this quiet revolt from above. The real
political risk is not class warfare but a soft landing
into growing inequality. In sum, the long-term
political risk of privatized accounts is that the
nation will gradually and subtly, but decisively,
abandon the public policy goal of assuring financial
security in old age for all Americans.

Reforming retirement policy is a long-term wager
with the future, where the political risks of the
prevailing system are familiar and the equivalent
risks of any not-yet-running system are largely
unknown. Thoughtful citizens will want to wager
accordingly. =
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This Brief is the first in a new series on Social
Security and Medicare. If you would like to be
on the mailing list to receive future briefs, fax
your name and address to 202-452-8111,
Attention: Briefs. Please indicate your interest
in receiving briefs on Social Security, Medicare
or both.

The full text of Academy Briefs, and ordering
information for reports, are available on
our website, www.nasi.org, or by calling
202-452-8097.
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