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Why Social Insurance?
By E. J. Dionne, Jr.

Social insurance is one of the most brilliant cre-

ations of a century of democratic (small “d”)

politics. It is an idea rooted in both socialist and

biblical thought, but it saved capitalism. Social

insurance arises from the understanding that

competitive market economies do not distribute

their fruits equitably and that competitive

economies sometimes break down. Competition

has benefits and costs, and both are shared

unequally. 

Security Permits Risk-Taking
Social insurance was a wise admission on the

part of supporters of competitive economies

that citizens would take the risk such economies

require only if they were provided with a degree

of security, especially against old age, unemploy-

ment, the sudden death of a spouse, and the

vicissitudes of health. Risk is tolerable, even

desirable, as long as every one of life’s risks does

not become an all-or-nothing game. This is

especially true when one’s family, not simply

one’s self, is put at risk. The power of the 

social insurance idea rests on a respect for indi-

vidualism. It does not rest on a utopian and

mistaken view of what radical individualism can

accomplish.

In 1910, in Social Insurance, Henry Rogers

Seeger, a Columbia University economist,

wrote:

“Up to a certain point, it is moral and

commendable for each to look after his

own interests and the interest of those

dependent upon him. It is a mistake to

think that self interest in this sense is

synonymous with selfishness. Adam

Smith’s assertion — ‘that it is usually

by pursuing our interests with due

Some believe that the strongest danger facing us is financial insolvency in our social insurance

programs — Social Security and Medicare. A larger danger is that we will forget why we have

social insurance and why its preservation is necessary, not only to a civilized society, but also to

the very market economy that has provided us so much wealth. Social insurance was a wise

admission on the part of supporters of competitive economies that citizens would take the risks

such economies require only if they are provided with a degree of security against old age,

unemployment, the sudden death of a spouse and the vicissitudes of health. The basic idea

behind Social Security, the need for collective provision against certain forms of insecurity,

remains deeply popular despite the rise of the ideology of privatization. 

E. J. Dionne is a syndicated columnist with the Washington Post and a senior fellow at the Brookings Institution.  This brief is
based on a speech he gave at the Academy’s 1997 conference and published in Medicare: Preparing for the Challenges of the
21st Century, Robert D. Reischauer, Stuart Butler and Judith R. Lave, editors.
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consideration to the interest of others

that we contribute most to the 

common well being’ — is true of the

ordinary man in the ordinary 

situation. But along with our 

individual interests which can best be

cared for by individual enterprise,

industry, and forethought, there are

other interests that called for a 

collective and cooperative action.”1

Seeger then described risks that we now have

forms of social insur-

ance for:  industrial

accidents, illness, pre-

mature death, unem-

ployment, old age, and

the like. He concluded:

“By ... the means of

cooperative action and

the creation of social

insurance, and by these

means only, in my

opinion, can we hope

to raise the whole mass

of wage earners to

higher standards of

efficiency and earnings

and to more intelligent

appreciation of all of

life’s possibilities.”2

He turned out to be

right. That is why we

embarked on a system of social insurance.

Franklin D. Roosevelt underscored this view in

a 1938 radio address on the third anniversary

of the Social Security Act. He noted that the

first Americans to seek government protection

were not the poor and lowly but the rich and

strong. They sought protective laws to give

security to property owners, industrialists, mer-

chants, and bankers. He did not blame the

wealthy for seeking these protections. Instead,

he argued that workers naturally sought com-

parable protections as they became more artic-

ulate through organization:

“Strength or skill of arm or brain did

not guarantee a man a job. It does

not guarantee him a roof. It did not

guarantee him the ability to provide

for those dependent upon him or to

take care of himself when he was too

old to work. ... Long before the 

economic blight of the Depression

descended on the nation, millions of

our people were living in wastelands

of want and fear. Men and women

too old and infirm to work either 

depended on those who had but little

to share or spent their remaining years

within the walls of a poorhouse. ...

Because it has become increasingly 

difficult for individuals to build their

own security single handed, govern-

ment must step in and help them lay

the foundation stones just as govern-

ment in the past has helped lay the

foundations of business and industry.

We must face the fact that in this

country we have a rich man’s security

and a poor man’s security, and the

government owes equal obligations to

both. National security is not a half-

and-half matter. It is all or none.”3

The United States has been remarkably suc-

cessful because it followed the path laid down

by Seeger and Roosevelt. Other industrial

economies did the same, in many cases doing

more than we did.
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The Social Democratic Bargain

We have established throughout the industrial

democracies what Walter Russell Meade has

called “the social democratic bargain,” a 

marriage between market economies preached

by capitalists, and worker protections preached

by socialists.4 Most economic decisions remain

in private hands, but national governments use

the tools at their disposal, notably taxing and

spending. You are not supposed to talk about

these anymore. But in the post-war recessions,

it was spending to take the edge off economic

downturns that hastened the return to 

prosperity.

Labor laws guaranteed workers the right to

organize, which boosted their share of eco-

nomic largess. Government helped citizens of

modest means secure housing, educate their

children, and have a decent retirement. That

social democratic bargain has been a good

deal. It was possible because market economies

delivered the goods and national governments

had the power to tax, spend, and regulate as

they and their electorates chose.

The political unhappiness that voters frequent-

ly express in the United States and in many

countries of Western Europe is not primarily

the result of scandal; it is not primarily the

result of negative advertising; and it is not the

product of politicians being mean to each

other. Politicians have long been mean to each

other. It is, instead, the result of weakening the

social democratic bargain and of the social

insurance state. This bargain is under siege

from many directions. The global economy

puts new competitive pressures on both firms

and governments to trim benefits that had

once been taken for granted.  In the welfare

states of Western Europe, this pressure is large-

ly on public benefits. In the United States, we

have an extensive system of private benefits in

the form of company-provided health insur-

ance and pensions. As we debate our public

social insurance benefits, these basic, private
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I now fear that the untrammeled 
intensification of laissez-faire 
capitalism and the spread of market
values into all areas of life is 
endangering our open and 
democratic society.

Too much competition and too little
cooperation can cause intolerable
inequities and instability.

Unless it is tempered by the recogni-
tion of a common interest that ought
to take precedence over particular
interests, our present system — which,
however imperfect, qualifies as an
open society — is liable to break
down.

The laissez-faire argument  against
income redistribution invokes the 
doctrine of the survival of the fittest…
In any case, there is something wrong
with making the survival of the fittest a
guiding principle of civilized society…
Species and their environment are
interactive, and one species serves as
part of the environment for others…
The main point I want to make is
cooperation is as much a part of the
system as competition, and the slogan
“survival of the fittest” distorts this fact.
…There has to be a common interest
to hold a community together.

—  George Soros, international investor
and philanthropist, “The Capitalist
Threat,” The Atlantic Monthly,
February 1997.
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social benefits are being eroded. The propor-

tion of workers without health insurance is ris-

ing. And the proportion of workers with pen-

sion plans involving substantial assured contri-

butions from their employers is shrinking.

A second factor weakening the social democra-

tic bargain results from the decline in the pro-

portion of workers who are unionized. This is

especially pronounced here and in Great

Britain. A third factor

is rising aging popula-

tions, accompanied by

rising health care costs,

which are putting great

pressures on social

insurance programs in

every country in the

West. Finally, a techno-

logical economy that

puts a high premium

on skills and education

seems to be widening

economic inequalities.

This produces a para-

dox. Growing inequali-

ties create new dissatis-

factions with govern-

ment and taxation,

while at the same time

putting more pressure

on government to rec-

tify the imbalances.

In the most pessimistic

light, the social insur-

ance state faces a pro-

found political contradiction. On the one

hand, we have steadily increasing demands

upon government precisely because the social

democratic bargain is breaking down. On the

other hand, we have increasing mistrust of

government which makes it difficult to expand

the social insurance state where necessary, par-

ticularly in providing health care. But the

recent successes of social democratic parties

suggests that voters are resolving this contra-

diction in favor of social insurance. It is

becoming more popular again precisely

because the underlying reasons for its existence

are becoming more explicit.

The basic ideas behind Social Security, the

need for collective provision against certain

forms of insecurity, remain deeply and broadly

popular despite the rise of the ideology of pri-

vatization. Advocates of privatization keep run-

ning into the stubborn fact that most

Americans broadly like Social Security because

it works, and it accords with their values.

The original idea of the Social Security Act

could have been proposed by new Democrats

no less than old Democrats, and a great many

Republicans. If there was ever a program

designed to help those “who work hard and

play by the rules,” to use the President’s

phrase, this is it. If there was ever a program

designed to offer a “hand up not a handout,”

then surely Social Security and other provisions

of the social insurance state meet that criterion.

Conclusion
Some believe that the strongest danger facing

us is financial insolvency of Social Security and

Medicare. Others talk about a low savings rate.

Still others accent the dangers of big govern-

ment. I believe the biggest danger facing us is

that we will forget why we have social insur-

ance, and why its preservation is necessary not

only to a civilized society but also to the very

market economy that has provided us with so

much wealth. 

The programs of the social insurance state,

especially Medicare and Social Security, loom

very large on the balance sheets of govern-

The basic idea

behind Social

Security — the

need for collective 

provision against

certain forms of

insecurity —

remain deeply and

broadly popular

despite the rise of

the ideology of pri-

vatization. …Most

Americans broadly

like Social Security

because it works,

and it accords with

their values.
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ment. As the Baby Boomers march toward old

age and retirement, the costs will loom larger

still. Nevertheless, fixing the social insurance

state is very possible and within our reach.

Saving it is absolutely necessary. Social insur-

ance is the basic 

insurance policy Americans have for social sta-

bility, a modicum of social justice, and a society

in which risks are taken

freely and energetically

because there is some

protection against 

catastrophe and social

breakdown. 

Few business people I

know would cut their

expenses by canceling

their fire insurance.

Social insurance is the

cost of doing business

for a society that seeks

to remain dynamic and inventive as well as just

and fair. We need to rediscover the power of

this idea and its value to us all. 

Endnotes
1.

2.

3.

4.
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Sooner is Better

in Social Security Reform

By Michael J. Boskin

Social Security is a large and growing share of federal

spending. It also is a large and growing share of federal

taxes. Today (excluding interest on the debt) Social

Security and Medicare spending account for 40 percent

of the federal budget; payroll tax collections represent

over a third of the federal tax burden. Including the

employer contribution, the typical family in America

pays as much or more in payroll taxes as in income

taxes.

While there is a tendency to separate Social Security

and Medicare, we must think of resolving the problems

in these programs in a coordinated fashion, because of

their combined impact on the elderly and their aggre-

gate levels of spending and taxes.

Social Security and the Economic

Status of the Elderly

Social Security has contributed significantly to one of

the greatest achievements of our society: the tremen-

dous decrease in poverty among the elderly. The

poverty rate of the elderly has declined from almost

three times that of the general population to about the

same as the general population today. (Obviously, this

varies among subgroups within the elderly population;

the poverty rate of elderly widows is relatively high.)

What would have happened to the poverty rate of the

elderly had Social Security not been expanded substan-

tially over the past three decades? My own view is that

a sizeable part of this decline in poverty is attributable

to Social Security. At the same time, we also need to

recognize that Social Security has, in part, replaced

continued earnings and private savings.

Consider, for example, labor force participation. In the

last three decades, the labor force participation of men

age 65 and over has gone from a little under 30 per-

cent to 16 percent or so. There has also been a very

sharp decline in labor force participation of men aged

55 to 64.1 There are many causes of this decline, but

multiple studies document that Social Security has con-

tributed to this early retirement trend.2

This implies that Social Security reforms must be evalu-

ated in part based on what they would do to labor

market behavior and to private savings. These are

important matters to the Social Security program itself

and the overall health of the economy.

Social Security is important. It has brought down poverty rates among the elderly, but at the same time is a

large share of federal spending and taxes. Changes in Social Security will also affect Medicare, labor force

participation, and savings. Reforming Social Security is an urgent priority. Today, we have the opportunity to

adopt reforms that would promote economic growth, which will make it easier to support an aging society.

The United States has advantages that our trading partners lack:  we face a less dramatic demographic shift,

and our economy is stro
nger. Making changes soon allows for a more gradual phase-in, and lets workers

adjust their plans. It would also head off pressure for large future tax increases which would impede eco-

nomic growth and exacerbate the problem of paying for Social Security and Medicare. 

Michael Boskin is the Tully M. Friedman Professor of Economics and Hoover Institution Senior Fellow, Stanford University.  This

Brief is drawn from a paper presented at the Academy’s 1998 conference.  The book of conference proceedings, Framing the

Social Security Debate: Values, Politics and Economics, is forthcoming and will be distributed through the Brookings Institution

Press, 202-797-6258.
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Political Risk and 
Social Security ReformBy Hugh Heclo

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 Inevitability of Government
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).1

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.
Achieving the Purpose: 
Retirement Security 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

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. 

Hugh Heclo is the Robinson Professor of Public Affairs, George Mason University.  This Brief is drawn from a paper he present-

ed at the Academy’s 1998 conference.  The book of conference proceedings, Framing the Social Security Debate: Values,

Politics and Economics, is forthcoming and will be distributed through the Brookings Institution Press, 202-797-6258.
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Can We Afford Social Security
When Baby Boomers Retire?By Virginia Reno and Kathryn Olson

Concerns about the affordability of Social Security in

the next century often use population dependency
ratios to show the burden of supporting more
retired people with a relatively smaller work force. In

truth, the work force is not projected to shrink. But

it is expected to grow more slowly than the retired

population. There will be more people age 65 and
older for two reasons: first, life expectancy after age

65 is increasing; and second, the Baby Boom gener-

ation will begin moving past age 65 around 2010.

Today, people age 65 and over are 13 percent of the

total population. By 2030 they are estimated to be

20 percent of the population.1

This Brief presents several different ways to think

about the impact of the Baby Boom’s retirement on

the affordability of Social Security. It first considers

population dependency ratios. They are based solely

on the number of people who are supported by
other people. It then compares the cost of Social

Security with the economic resources projected to

be available to meet the costs: first in terms of the

entire economy; and second in terms of the wages of

workers whose taxes finance the benefits. The Brief

does not address other consequences of an aging
population, such as the demand for health care,
long-term care and other services. Nor does it speak

to the fairness of how the costs of an aging popula-

tion will be shared.2

There is much discussion of the rising cost of Social Security and the declining number of workers to

support the Baby Boomers when they retire. How affordable is Social Security projected to be then?  A

look at several different measures reveals the following: 
When the Baby Boomers are retired, the total number of people supported by each worker (includ-

ing children, retirees and other non-workers) will not be as large as it was when the Baby Boomers

were children. 
As a share of the total economy, the rise in Social Security costs will not be as large as the rise in

spending for public education when the Baby Boomers were children.  

By 2030, wages that are subject to Social Security taxes are projected to grow by 33 percent in

today’s dollars. In the implausible event that Social Security were to be balanced solely through a tax

rate increase — a proposal no one is making — workers’ net wages (after paying the higher tax)

would be 26 percent higher than they are today. 
These measures suggest that the important question is how Americans will choose to allocate national

resources to adapt to an aging population.

Virginia Reno is the Director of Research and Kathryn Olson is a Research Associate at the National Academy of 

Social Insurance.
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The Predictability of 

Retirement Income

By Lawrence H. Thompson

The projected cost of the baby boom’s retirement ben-

efits has triggered one of the most vocal debates in the

history of the U.S. Social Security system. The wisdom

of substituting privately managed, individual accounts

for a portion of the current defined-benefit system is a

prominent feature of this debate. 

Retirement Income Needs 

to be Predictable

Thus far, analyses have focused on how a shift to indi-

vidual accounts would affect national savings, the fed-

eral budget, or rates of return earned by different birth

cohorts. This Brief asks an important question that has

been generally overlooked:  that is, how would individ-

ual accounts affect the predictability of retirement

incomes for workers? 

Pension systems promise that, in return for making

regular contributions during their working years,

retirees can rely on them for income during retirement.

To function effectively, pension systems should be

organized so that these promises provide a stable, pre-

dictable and adequate source of retirement income to

each participant. Predictability means two things. First,

it means that the benefits that were promised during

one’s working life will actually materialize in retire-

ment. Second, it means that the value of the benefits

paid will have some predictable relationship to the

standard of living prevailing at the time of retirement.

In other words, the benefit will replace a predictable

percentage of one’s earnings. 

Predictability allows individuals and society as a whole

to plan appropriately to finance the desired level of

retirement income, so that the resources available in

retirement are neither too high — meaning too much

was set aside for retirement that might have been bet-

ter used to meet other needs — or too low — causing

too large a drop in living standards at retirement.

Pension predictability has received relatively little atten-

tion because thus far the debate has focused on com-

parisons using artificial scenarios in which events always

unfold in a predictable manner. For example, they

assume that: workers have continuous employment and

steady wage levels; wages and prices grow at a fixed

rate; investment returns are constant from year to year;

Predictable pensions, whose benefits bear some relationship to the standard of living when a worker

retires, are desirable in any retirement system. Both defined-benefit plans, like Social Security, and

defined-contribution plans, like individual retirement savings accounts, pose risks, but they are different.

Hence, a mixed system might be the best balance. The United States already has a mixed system: 

(1) the public Social Security system which provides a predictable base of retirement income, but with

relatively modest benefits for middle and upper income workers; and (2) the private system, with a large

employer pension and retirement saving industry, that has been shifting toward a defined-contribution

model. America does not need to privatize Social Security to achieve a mixed system.

Lawrence H. Thompson is a Senior Fellow at the Urban Institute.  This Brief is based on a paper he presented at the

Academy’s 1998 conference. The book of conference proceedings, Framing the Social Security Debate: Values, Politics and

Economics, is forthcoming and will be distributed through the Brookings Institution Press, 202-797-6258.
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Social Security:

Past, Present and Future

by Sylvester J. Schieber

There is a question of relative sizing of our

existing national defined benefit retirement sys-

tem that is worthy of public discussion. I believe

that there are indications—some of them histor-

ical, some of them current, and some of them

forward looking—that suggest our Social

Security system is larger than a lot of people

would like.

The Size of Social Security

Economists have observed that the tax incen-

tives encouraging home mortgages and employ-

er-sponsored health benefit plans have led to

potentially excessive direction of our national

resources to housing and health care. I believe a

similar argument could be made that the signifi-

cant subsidization of Social Security benefits

during its implementation probably encouraged

it to grow larger than it would have otherwise

and possibly larger than is desirable.

While Social Security was relatively redistribu-

tional even during its early days, the absolute

subsidization of retirement income was much

larger for middle- and upper-income workers

than it was for those with a career of low earn-

ings. The program was such a good deal in its

early years that workers had to have been

enthralled with their significant windfalls. It is

unlikely that they fully appreciated the burden

they were creating for future generations.

Today, concerns over the size of Social Security focus on the intrusion of payroll tax rates on

workers’ ability to save for retirement. Concerns for the future relate to returns young workers

will get on their payroll tax rates. The earliest architects of the system warned that shifting from

advance funding to pay-as-you-go financing would yield problematic rates of return for future

generations. 

In a retirement context, Social Security insures against two risks: (1) a work career of modest

earnings; and (2) workers’ myopia in saving for their own retirement. Rates of return calcula-

tions are misleading for the first risk because it has no private market counterpart. The value of

this protection must be decided in the courts of public opinion through the political process.

But rates of return calculations are very important for the second risk. We need a Social Security

solution that gives people a greater sense of security and fairness than seems to prevail today.

Sylvester J. Schieber is Director of the Research & Information Center, Watson Wyatt Worldwide.  This Brief is drawn from

commentary he presented at the Academy’s 1998 conference.  The book of conference proceedings, Framing the Social

Security Debate: Values, Politics, and Economics, is distributed through the Brookings Institution Press, 202-797-6258.  
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