September 13, 2004

“We must strengthen Social Security by allowing younger workers to save some of their taxes in a personal account, a nest egg you can call your own, and government can never take away…we seek to provide not just a government program, but a path to greater opportunity, more freedom, and more control over your own life.”

-President George W. Bush, Remarks from the Republican National Convention, September 2, 2004

Dear Colleague,


As the President Bush highlighted in his nomination speech at the Republican National Convention in New York City, personal savings accounts are becoming our only hope of saving and strengthening Social Security for future generations.  It is for this reason I have introduced H.R. 4851, the Social Security Personal Savings Guarantee and Prosperity act of 2004.  This proposal would give all workers access to a more prosperous retirement, while maintaining a strong safety net, achieving full and permanent solvency for Social Security, and reducing debt and payroll taxes over the long term.


This legislation, which already has a companion bill introduced in the Senate by Senator John Sununu of New Hampshire, will give every American worker the chance to own real wealth while saving the Social Security safety net.  If we stick to the status quo, down the road we will face the awful choices of cutting benefits, raising taxes, or endlessly borrowing money.  All of these are unacceptable, and we have a responsibility to stop it from getting to that point.  


The key to fixing the system, without benefits cuts or tax hikes, is giving workers the option to invest a significant part of their payroll taxes in tax-free personal accounts.  These large accounts will give those who participate a much better rate of return on their investment than Social Security does, while shielding them from excessive risk.  Of course, people who want to stay with traditional Social Security can do so, and they will receive the benefits promised under current law.  

How the plan would work:


Workers will be able to shift to their personal accounts 10 percentage points of the current 12.4% Social Security payroll tax on the first $10,000 of wages each year, and 5 percentage points on all taxable wages above that.  This creates a progressive structure with an average account contribution among all workers of 6.4 percentage points.


Workers choose investments by picking a fund managed by a major private investment firm, from a list officially approved for this purpose and regulated for safety and soundness, similarly to the operation of the Federal Employee Thrift Retirement System.


Benefits payable from the tax-free accounts would substitute for a portion of Social Security benefits based on the degree to which workers exercised the account option over their careers.  Workers exercising the personal accounts would receive traditional Social Security retirement benefits based on the past taxes they have already paid into the program.  Workers would then also receive in addition the money payable through the personal accounts.


The accounts are backed up by a safety net guaranteeing that workers would receive at least as much as Social Security promises under current law.


Anyone who chooses to stay in Social Security would receive the benefits promised under current law.  Survivors and disability benefits would continue as under the current system unchanged.


Social Security and the reform’s transition financing are placed in their own separate Social Security budget, apart from the rest of the Federal budget.  

Financing the transition:


The short-term Social Security surpluses now projected until 2018 are devoted to financing the transition - instead of fueling other government spending;


A national spending limitation measure that would reduce the rate of growth of Federal spending by one percentage point a year for eight years will be imposed.  The spending savings for those years are maintained until all short-term debt issued to fund the transition is paid off in full;


The revenue feedback from increased saving and investment in the accounts due to taxation of increased investment returns at the corporate level;


To the extent needed, excess Social Security trust-fund bonds would be redeemed to continue to pay all promised Social Security benefits, with the funds to redeem them obtained by issuing new Federal bonds to the public.   

The Chief Actuary of the Social Security Administration has already scored this plan as achieving permanent solvency for the program, without benefits reductions or tax increases.  Also, this plan would: achieve permanent and growing surpluses by 2030; Social Security’s $10.5 trillion unfunded liability would be eliminated; workers would amass $7 trillion in today’s dollars in their accounts by 2019; and the payroll tax would be reduced to 4.2%, instead of increasing to over 20% as would be necessary to cover promised benefits under the status quo.

I believe this is a bold proposal to give every American worker the chance to own real wealth while also saving Social Security.  This means that every worker will own a piece of the U.S. economy and everyone will be a part of our free enterprise system.  If you would like more information on H.R. 4851 or to become a co-sponsor, please contact Peter Fotos of my staff at 5-3031.






Sincerely,






Paul Ryan







Member of Congress
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