Executive Summary

Rep. Paul Ryan (R-WI) and Sen. John Sununu (R-NH) have introduced legislation providing for a large personal retirement account option for Social Security. The Chief Actuary of Social Security has scored this legislation as achieving full and permanent solvency of the program, without benefit cuts or tax increases. 

Under the legislation, workers would be free to choose to shift their payroll tax money into personally owned individual retirement accounts. The maximum allowable amount would be 10 percentage points of their first $10,000 in wages each year, and 5 percentage points of all wages above that, to the maximum Social Security taxable income. 

There would be no change in currently promised Social Security benefits of any sort. Social Security and the reform’s transition financing are placed in their own separate Social Security Lockbox budget, with the surpluses protected and devoted to paying off all transition debt and then to reducing payroll taxes.

The transition would be financed by: the short-term Social Security surpluses; restraining the rate of growth of federal spending by 1 percentage point a year for each of eight years, and maintaining those savings until the transition financing is completed; increased tax revenues resulting from investing the personal account funds; and redeeming excess Social Security trust fund bonds financed by selling new federal bonds to the public.

The official score of the Chief Actuary shows that large personal accounts under Ryan-Sununu are sufficient to completely eliminate Social Security deficits over time. Not only would there be no benefit cuts or tax increases, but the accounts eventually would provide substantially higher benefits as well as tax cuts. 

Because capital market returns are so much higher than returns that can be paid by the current non-invested Social Security framework, personal accounts would pay roughly two-thirds to 100 percent more in benefits than Social Security now promises workers in the future.

By the end of the 75-year projection period, instead of increasing the payroll tax to over 20 percent as would be needed to pay promised benefits under the current system, the tax would be reduced to 4.2 percent, enough to pay for all of the continuing disability and survivors’ benefits. This would be the largest tax cut in world history. The bill includes a payroll tax cut trigger providing for this eventual tax reduction once all transition financing and debt obligations have been paid off.
The reform would eliminate the unfunded liability of Social Security, currently officially estimated at $11 trillion. This would be the largest reduction in government debt in world history.

After just the first 15 years of reform, the Chief Actuary estimates that personal accounts would accumulate to $7.8 trillion in today’s dollars, dramatically broadening the ownership of wealth and greatly reducing the concentration of wealth.

