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Abstract 

I will propose that Social Security be transformed from a “pay as you go” system to an 

endowment based system.  The benefits of such a system, if designed correctly, are that social 

security pay roll taxes will be eliminated (an effective “pay hike” for taxpayers), the system will 

not face crippling solvency issues, and Social Security will be “here to stay” for the foreseeable 

future.  There are certainly some potential negatives to an endowment based system of Social 

Security, and those will be highlighted as well.  I also review some background history on Social 

Security programs in the United States. 

.  I also review some background history on Social Security programs in the United States. 
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 Social Security is one of the most successful and highly popular government programs of 

all time.  Social Security provides retirement age benefits and benefits to those with certain 

disabilities.  Social Security has at times in the past faced solvency issues and the government 

has acted to save this highly popular program in the past.  In the past decade, Americans have 

grown concerned about the potential solvency issues of Social Security, and many people have 

dreamed up proposals to solve them.  I will attempt to outline the problems facing social security 
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and various proposals for reform, after making it clear what Social Security is and is not, and 

offer my solution to growing cacophony of proposals that litter the academic, think tank, and 

political worlds.  I will propose that Social Security be transformed from a “pay as you go” 

system to an endowment based system.  The benefits of such a system, if designed correctly, are 

that social security pay roll taxes will be eliminated (an effective “pay hike” for taxpayers), the 

system will not face crippling solvency issues, and Social Security will be “here to stay” for the 

foreseeable future.  There are certainly some potential negatives to an endowment based system 

of Social Security, and those will be highlighted as well. 

 While it is important to know what this paper will do, it is also important to know what it 

will not do.  In proposing my system of reform, I shall attempt to propose it in an outline form.  

It will be beyond the scope of this paper to attempt to address the proposal in a way in which 

mathematicians will adore it: heavy on numbers, and explicit in assumptions.  Like any proposal 

for reform specific number crunching details are best left to legislators who will make the best 

policy judgments concerning specific numbers.  This paper, in explaining an endowment system, 

will use numbers from time to time to illustrate the system in a way that is helpful but the 

numbers are best considered as used for illustrative purposes only.   Assumptions used in the 

illustration (e.g., rate of return on endowment investments) will be made clear and the limitations 

on the assumptions explicit. 

 

Social Security:  A Brief History of Time 

 Social Security is a program that to many Americans seems to have been around since the 

beginning of the republic.    Every American upon reaching a certain age receives Social 
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Security benefits.  However, the Social Security program did not exist in the United States until 

the 20th century.1 

 The background under which Social Security came to be was the great depression.  The 

economy was in shambles in almost any way imaginable.  President Franklin Delano Roosevelt 

was elected President in 1932 after the Great Depression had hit, and hit hard.  He enacted many 

different government programs that came to be called the New Deal.   

 In the early years of his first administration, though, he had not proposed the Social 

Security program.  At its heart, the Social Security program is akin to either an annuity program 

or government pension plan depending on one’s view.2 

 Before President Roosevelt puts his efforts into establishing a Social Security program, 

others had proposed programs similar in effect.  One of the most famous (or infamous depending 

on one’s political views) was that of Senator Huey Long of Louisiana.  Long’s proposed that 

every American should received five thousand dollars a year (quite a substantial sum in the 

1930s), and that Americans should receive a government pension as well if they reached the age 

of 60.3  To pay for this Long suggested taxing America’s millionaires; however, this proposal 

was not politically viable.4   

Whether Roosevelt would have supported Long or not is a question for historians to 

decide, but the proposal would have done several things.  First, the five thousand dollar payment 

to Americans would have certainly kept them out of poverty.5  With any infusion of cash to 

consumers, it would have certainly stimulated the economy to some degree (the exact degree to 

which is probably tough to quantify).  However, the proposal would also have been a massive 
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redistribution of wealth, the likes that were unseen in America at that time.6  At that time, there 

were no government programs that gobbled up huge resources like Medicare and Medicaid along 

with massive budgets for the Department of Defense.  The American character has always been 

rather antagonistic to big government programs so a program like Long’s probably would not 

have passed. 

 Another option was proposed by Francis Townsend.7  Townsend proposed that every 

person over the age of sixty who was retired receive a pension of two hundred dollars a month 

under the requirement that the provision be spent within thirty days.8  Townsend proposal to pay 

for this was a national sales tax of two percent.9  Townsend’s proposal would provide protection 

against poverty for persons qualifying under the plan, and it would stimulate consumer spending 

gas well.10  Townsend’s proposal proved to be very popular; more than twenty million 

Americans signed petitions approving the plan, and many organizations sprung up all over the 

country in support of the plan (“Townsend Clubs”).11 

 On its face, the Townsend proposal had many more positives than the Long Plan.  

Townsend’s plan did not reek of “redistribution of wealth” concerns as the Long Plan would 

have.  It also protected senior citizens from poverty and would provide a jolt to the economy at a 

time when it was desperately needed.12 

 Roosevelt though, did not sign on to the Townsend plan either.  Roosevelt instead took a 

different angle.  In June of 1934, Roosevelt began a study with the intention of delivering a 

proposal for national social insurance by the next winter13.  To this end he created the Committee 

on Economic Security composed of various members of his cabinet and advised by various 

business and labor leaders.14 
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 Roosevelt had several goals in mind in any kind of program he was to create.  He wanted 

a program that was politically feasible, all inclusive and that would not run the risk of 

insolvency.15  President Roosevelt wanted a program that was based on what worker put in rather 

than funded by the general income of the government.16  This probably contributed to the 

current-day conception that social security was a retirement pension akin to a modern 401(k)s.  

Regardless of the effect on current conceptions of Social Security, Roosevelt’s preference was 

politically brilliant.  If the government gives a “pension” based on a worker’s contribution, then 

it is very unlikely to be considered a government hand-me-down, while also avoiding the 

ubiquitous political pressure of cutting taxes.17 

 Roosevelt received the committee’s recommendation on January 15, 1935.18  Roosevelt 

wanted an all encompassing proposal and he got it.  The Committee on Economic Security came 

to Roosevelt with five recommendations.  This recommendations included proposals to deal with 

indigent senior citizens and dependent children; a proposal for unemployment insurance; 

proposals to help states deal with public health and child welfare; a health insurance program; 

and federal insurance program for senior citizens.19  Roosevelt eventually dropped the health 

insurance recommendation for political considerations, and sent the rest to Congress.20 

 Roosevelt’s proposals (the recommendations from the Committee on Economic 

Recovery) were a middle ground proposal between those who opposed him, and those who 

supported Long and Townsend.21  His proposals were opposed by business and only lukewarmly 

supported by labor unions22  Roosevelt though did not give up.  He used his legislative to tinker 

with the program.  For those who were worried about the implications of raising taxes, he 

included a sliding scale tax rate that taxed different portions of the income at different rates. 23   
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He also excluded certain classes of workers from the system such as farm workers, and domestic 

laborers.24  After the traditional legislative process on Capitol Hill, Roosevelt signed the Social 

Security act into law on August 14, 1935.25 

 Roosevelt’s success in starting the Social Security program was not the last time the law 

was looked at.  In the original law, several classes of workers were left excluded and several 

good ideas had not a part of the original package.  As a result, Congress has tinkered with it 

several times.  

The Evolution of Social Security: Expansions and Additions to the Act 

 The first expansion to Social Security came in 1939.  Until that point Social Security was 

essentially an annuity program based on one’s contribution, but it was soon to change (although 

no actual benefits were schedule to be paid until 1942).26  At that time, a republican senator by 

the name of Arthur Vandenburg began to push for changes as he was concerned with a reserve 

account that held contributions until they were paid out as benefits.27  In the Senators mind a 

reserve account that was huge (estimated at 47 billion by 1980) would be like catnip to 

politicians; he was concerned with the expansion of the federal government and the ability of 

politicians to keep from spending money like drunken sailors on leave.28 

 After the usual legislative battles between the President and Congress, Social Security 

had indeed changed.  Survivors’ benefits were added and spouses were given a supplemental 

pension as well.29  The fundamental character of social security was also altered.  Instead of a 

defined contribution payment system, the 1939 shifted to a more “pas as you go” system by 
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allowing for non-payroll taxes to finance benefits along with change in benefits by considering a 

workers average monthly income during employment.30 

Not to be Outdone:  The Reforms During Truman 

 By the time of 1950, it was clear that several things were lacking from Social Security as 

compared to how we understand it today.  Many classes of Americans were excluded from 

Social Security benefits, and the “pension” was a bare minimum pension rather than a living 

wage like pension.31 But Truman acted to changed this after his dramatic upset victory over the 

republican Thomas Dewey.32 

 Truman went through the legislative wrangling and came out with a series of reforms 

similar to what Social Security is today.  Several important changes were made to Social 

Security.  Many more workers were bought into the system, to a total of some ten million33  

Truman’s efforts brought dependent widowers and husbands, and children into the fold of Social 

Security.34  Truman had also proposed that in the expansion of Social Security the self-

employed, farm workers, government workers and many others be added to the roles as well.35 

 One of the most dramatic changes Truman succeeded with was an increase in benefits.  

This is what changed Social Security “pensions” from a bare-bones payment to a living-wage 

type of benefits.  According to Livingston, Truman’s plan raised the monthly payment by over 

seventy five percent.36 

 Then next and real final amendment to create the modern day Social Security system was 

the creation of cost of living adjustments.  Before then Congress could decrease or increase 

benefits simply by passing a law, which left the pensions of senior citizens to the whims of 
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political calculations of Congress.37  But by the early 1970s, Congress has passed a law requiring 

that Social Security benefits would rise with inflation as measured against the Consumer Price 

Index.38  The beauty of this is that it eliminated the need for poverty programs for senior citizens, 

which in the depression and other times had been a pressing need that governments had to 

address.39  As of 2003, the rate of poverty was roughly ten percent, and this is due in large part to 

Social Security payments.40 

Problems with Social Security:  Deficits and Spending 

 Social Security reform has been talked about and talked about for the past decade.  

Politicians and academics from both the left and right agree, in general, that the current system is 

unsustainable.  What divides them is exactly how to achieve reform, and possibly the goals along 

the way.   

 Some may argue that the whole end result of Social Security needs to be changed.  This 

could conclude changing social security from a defined benefit system (i.e. a beneficiary receives 

a guaranteed amount, based on certain factors, along with the Cost of Living Adjustments tied to 

the consumer price index) to a defined contribution plan.  A defined contribution plan is 

something akin to current private retirement accounts like 401(k).  In general, private retirement 

accounts do not guarantee the retiree a certain income from retirement but rather a fixed amount 

put in. 

 Some may argue that the current benefit design (guaranteed benefit) needs to be 

maintained and that higher amounts of revenue need to be generated.  This could lead to an 

increase in the payroll tax, or reducing the number of people eligible for Social Security benefits.  
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But any of these arguments must take into account the potential insolvency that Social Security 

faces. 

 According to the Congressional Budget office, the numbers for entitlement spending will 

increase as a percentage of Gross Domestic Product (G.D.P.) in the future.  For example, Social 

Security spending as a percentage of Gross Domestic Product was 2.5 percent in 1962 and in 

2002 it was 4.4 percent.41  These numbers are consistent with a later projection/analysis of the 

Congressional Budget Office. 42  The Congressional Budget office’s numbers will begin to 

increase, and increase dramatically.  While it might be difficult to predict the future amount of 

gross domestic product, it is important to know that right now gross domestic product stands at 

little over 14 trillion dollars.  43For example, Social Security spending as a percentage of will 

increase 6.3 of gross domestic product by 2035.44  Factoring in increases in the overall gross 

domestic product, this will lead to huge sums being spent on Social Security. 

 Spending in itself, however, is not the concern that policy makers will have to grapple 

with.  By its very nature, Social Security takes in a certain amount of revenue through Social 

Security payroll taxes.  Then it pays out those taxes in the form of benefits.  Currently, Social 

Security is running surpluses but in the future it is predicted to be running deficits that will only 

keep growing.  45  Compounding the fact of future deficits is the fact that the Social Security 

surplus has been snapped up and used to fund other government programs. 46 

 What has been left in the Social Security fund’s place is a pile of government debt.47  

This is myth of the proverbial lock box.  The widely held notion is that Social Security funds are 

“locked away” and cannot be touched.  However, this is just not the case.  The government by 

law keeps the Social Security funding off the official budgetary books in a separate account.48  
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But politicians have been able to take some of this money away.  This only exacerbates the 

problem of future deficits.  Money that could have been used to cover future deficits has dried 

up.   

Social Security Problems: Political Pitfalls 

 Fixing Social Security, whatever the solution may be, is going to run into some political 

problems.  To fix Social Security would most likely require an act of the United States Congress.  

As every American citizen knows, every congressional action is compounded by competing 

lobbyists, interest groups, and the personal views of members of Congress. 

 Often this compound of factors can derail a good deal of legislation.  Lobbyists can come 

together to put pressure on policy makers to “kill” legislation.  Furthermore, the structure of 

Congress itself creates disincentive to get a fix quickly.49  In order to pass a bill, you have to get 

a majority of both houses of Congress to pass it, and then the President of the United States must 

agree to it.  Getting this many people to agree to something is a difficult task, compounded by an 

issue so important to American as Social Security. 

 So if Social Security reform is to pass, it will require several things.  It will require 

dedicated members of congress and outside groups pushing forward.  Leadership in both houses 

will most likely have to engage in proverbial arm twisting to secure enough votes to pass reform. 

 Compounding this even further, it that there have been several different proposals for 

reform.  The following will outline some basic avenues to reform of Social Security that have 

been put forth in various ways. 

Social Security Reform: A re-do of the 1980s 
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 While it may seems that today’s problems with Social Security are new, that is not quite 

the case.  Social Security faced solvency issues in the past.  During the Regan Administration, 

there was concern about the future solvency of Social Security.  Disregarding the political 

posturing or political influence of the time, it was clear something had to be done, and things 

were done. 

 The federal government convened a bi-partisan commission of republicans and democrats 

to reform Social security in the 1980s.  They had to confront issues facing the solvency of social 

security.  The commission came to several conclusions.  They raised the social security payroll 

tax to about 15.3 percent, and raised to retirement age to 67 that would be faced in gradually.50 

 The end result of the bipartisan commission was that social security was solved.  

However, Social Security today faces challenges of solvency as well.  People are living longer 

they used too which puts a drain on social security resources along with various other reasons.51  

So several options have to be considered, the first of which could something to similar to what 

was done in the 1980s. 

Social Security Reform: 1980s Part Two 

 The bipartisan commission of the 1980s tackled the problems in two ways.  It raised 

revenues for the program (the politically palatable way of saying “raised taxes”), and changed 

the retirement age.  It bears repeating that it seemed to solve the problem then, or at least the 

public believed it did.   

 The problem with the bipartisan commission is that it extended the live of social security 

solvency, but it did not solve the issues.  The harshest way to put is the commission punted the 



 

                                        © Universal Multidisciplinary Research Institute Pvt Ltd 

 

12 
International Journal of Law and Legal Jurisprudence Studies :ISSN:2348-8212:Volume 3 Issue 1  

 

problem down the road a few decades.  The commission came up with a creative solution but 

several factors were left “unresolved” (if they were resolvable at all).   

 What the commission left unresolved can only be understood in the context of the history 

of the program.  Social Security originally began as a way to left the poor out of poverty; that is, 

it was designed to prevent people from being destitute.  In the later amendments to Social 

Security, benefits were substantially increased.  This increase in benefits caused a fundamental 

shift in the implicit goals of social security.  No longer was Social Security a safety net program 

to prevent absolute destitution of senior citizens. Social Security became a program to provide 

senior citizens with something close to a “living wage” retirement pension.  This, then, greatly 

increase the strain on the resources of Social Security. 

 Although the commission raised taxes, it did almost nothing to control costs associated 

with Social Security (aside from slowly raising the retirement age).  People were getting more 

money from Social Security.   But, most importantly, more people were becoming eligible for 

Social Security in all kinds of ways. 

 The number of people who can get Social Security has been on the rise in proportion to 

the numbers of workers paying payroll taxes.  52This is due to the fact that the average age of the 

United States population is increasing, and because people are on average living much longer as 

well.53  When Social Security was originally passed people were not living nearly as long as they 

are now, and I conclude from this that as Congress increased the benefits of Social Security these 

demographic shifts were either not taken into account or acknowledged or only popped up later 

because of economic changes that made the concerns more vital.  
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 In short, if we are to solve the current problems of insolvency, merely raising revenue is 

not a viable option.  This does not take into account demographic shifts, and it only punts the 

problem down the road.  However, there are other options on the table. 

Social Security Reform: Combination of decrease in benefits and Increase in Taxes or 

Retirement Savings  

 The basic proposal to work within the current Social Security framework is either to 

decrease benefits, increase taxes, or force and increase in retirement savings; this is really the 

only thing you can do.54  Increase taxes would increase revenue into the system, while 

decreasing benefits would reduce the money flowing out of Social Security. 

 Increasing retirement savings, depending on how one takes that, could do a couple of 

things.  It would make the need for Social Security less drastic among senior citizens.  If people 

have a good “nest egg” for retirement, then they are less likely to need Social Security.   

 A basic framework to solve Social Security that took these measures into an account 

would still amount to a punting of the solvency problem down the road.  Raising taxes does not 

account for increases beneficiaries of Social Security.  Decreasing benefits does not take into 

account directly either. 

 Increasing retirement savings is not an option for many people living on Social Security.  

Many people can pay their Social Security taxes, but the benefits they receive from Social 

Security far exceed what they “pay in.”  This is the case with lower income workers.55  With this 

problems in mind, we turn to another general form of Social Security reform: privatization. 

Social Security Reform: Freedom to Invest One’s Own Money 
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 Many academics and politicians have spoken of privatizing Social Security.  Their goal is 

most likely like that of any other reformer: to preserve Social Security for the future.  While 

there might be many different forms of privatization reform I will highlight the most famous one, 

President George W. Bush’s “voluntary personal retirement accounts.”56 

 President Bush had several goals in mind in his reform.  He understand that there were 

fewer workers paying into Social Security per person receiving benefits, and that this would 

eventually leave huge deficits in the program in the coming decades.57   He also wanted to 

preserve Social Security for the long run for current younger workers, while also providing them 

with a nest egg for their own retirement; he wanted to make sure that any made “invested” by 

them was done through a conserve mix of stocks and bonds.58 

 The way in which he proposed this was through “voluntary personal retirement 

accounts.”59  Disregarding the reason for calling them “personal retirement accounts”, it is clear 

that President Bush was aiming at some method of privatizing Social Security by putting it in 

bond markets and stock markets.  President Bush wanted to implement this reform gradually by 

starting of slowly and incrementally raising the percentage of contributions that one can put into 

Social Security.60 

 While it might sound appealing, President Bush’s efforts ultimately failed as no Social 

Security reform during his administration; that is, Social Security contains no idea of “voluntary 

personal retirement accounts.” 

 There are several concerns that policy makers could have with President Bush’s proposal.  

There are always the dangers of putting money into the stock market should something like the 
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current financial crisis happened.  There is also a concern for how much money people would 

have for retirement should they only have a personal retirement account based on their own 

individual earnings. 

 In general, this is a point that I have raised through other portions of this paper.  For 

lower income workers, they tend to get more out of Social Security than they pay in.61  If a 

version of “personal retirement accounts” were to pass then we are effectively alienating lower 

income workers from a “living wage” like retirement benefit.  Social Security has an essential 

goal of alleviating poverty among Senior Citizens, and it is not clear whether normal 

privatization can handle this.  So, then ,what we have left is a proposal for an endowment based 

system of Social Security. 

Social Security: Proposal for an Endowment-based System 

 

 As we have seen, the problems facing social security are vast and complicated.  The 

position that Social Security reform advocates face is this:  if no reforms are taken then Social 

Security will become insolvent and people will stop getting their payments.  For many, many 

persons of retirement age, Social Security is their only source of income after retirement.  Not 

only will many people become impoverished instantaneously, the economy will be severely 

affected because many consumers will lack buying power, and the federal and state governments 

will likely see a run on their entitlement programs that benefit the poor. 

 In my proposal for reform, I hold one key element in high regard: any proposal for 

reform should not just “punt” the problem forward a few years, but, rather, solve it entirely.  The 

1983 program that “saved” Social Security, in my view, only delayed insolvency for a time; 
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raising payroll taxes, and changing the retirement did not address the underlying problem of 

more people of retirement age living longer, and fewer workers paying in.  Since insolvency is 

one of the big problems with Social Security, it then makes sense that I propose a solution that 

addresses these factors. 

 An endowment based system will address these factors in a “roundabout” way.  It will 

not address them directly by capping the amount of people who can pay social security, or 

anything of the like.  Rather, an endowment based system that generates a certain amount of 

“income” of the endowment, will be able to cover a guaranteed number of persons without a 

reduction in benefit if the endowment generates significant income. 

 Before we get into the details of the “numbers” of how an endowment system would 

work and be feasible, I shall review the factors that make transforming to an endowment system 

not only workable but a favorable option as well as the drawbacks. 

Factor 1: Social Security taxes would be eliminated 

 The current Social Security tax rate is a little over fifteen percent, contributed from 

employers and employees.62  An endowment system, with a significant enough income, will 

eventually eliminate or drastically reduce the need for a social security payroll tax. 

 From the employer’s perspective, this reduces overall costs of doing business and reduces 

the amount of taxes paid to the government.  For many small business and larger ones this can 

generate significant amounts of “free money” that can be used to buy new equipment for the 

business or hire more workers which could lead to a significant boost to the overall economy. 
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 For the average worker, this leads to an increase in take home wages which can be used 

for a variety of things.  Employees can purchase more toys for kids, use the money to invest in 

the stock market, or live a more comfortable life in general.  In the past several years, the 

average wage for a worker has not significantly increased63, and switching to an endowment 

system for social security will be a significant wage increase which can increase the standard of 

living by a percentage proportional to the boost in take home pay. 

Factor 2:  This Would Lead to Increased Capitol in the Stock Market 

 If the principal of the new Social Security endowment were invested, it would be 

invested in some form in the stock market.   While setting aside the notion of how much, would 

be invested, it is clear that a great deal of money would eventually be invested, easily in the 

hundreds of billions or higher.64   

 At the date of this writing, the current economy is just beginning to come out of a great 

financial crisis that sent the stock market spiraling downward until vast fortunes, pension plans, 

and other investments had been wiped out or significantly lost value.  The significance of this 

cannot be lost:  a lot of money was lost, and much of it just simply left the stock market. 

 While not pretending to hold an economist’s degree of knowledge in these things, 

businesses both large and small need capitol with which to effectively operate.  Banks, for 

example, need reserves from which to lend.  An endowment of Social Security funds in the stock 

market could provide for huge reserves of capitol with which banks could increase their landing. 

 The benefits of this are obvious.  One of the main fears of the current economic crisis is 

that the credit system is tight and many small businesses cannot get the loans they need to 
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expand their businesses or hire more workers.  If a Social Security endowment is invested in the 

market (especially invested, in some form, in banks), then the so called “credit crunch” would be 

obviated to some degree.  There would be greater ability for financial companies to lend to large 

and small businesses alike.  While the Social Security endowment could be invested to generate 

a specific amount of return, banks could use the principal amount to make loans to expand the 

economy and ease credit tightness. 

 I use the example of the current financial crisis not to say that setting up a Social Security 

endowment would solve the current crisis, but to say that it could provide a stable bulwark to 

guard against a calamity like this in the future.  The current conversations on Capitol Hill are 

considering that current question: “How can we prevent the current financial crisis from 

repeating itself in the future?” 

 There are obvious dangers with this amount of money being put into the stock market.  

For example, if it was invested with banks, bankers might overextend themselves and generate 

too much risk.  This risk could lead to the Social Security endowment being wiped out, and 

future Senior Citizens would be facing poverty that their counter parts have not faced for 

generations upon generations. 

 The counter argument to this is to rely on the traditional wisdom of the free market.  

While the current financial crisis had dampened enthusiasm for the free market, the “free 

market” certainly entails respect and admiration from a wide range of Americans.  The free 

market is part of the “American Spirit” of personal liberty and governmental restraint.  The best 

way to counter against this concern is to design a system of safeguards and measures that hedge 

risk to an acceptable degree while still encouraging and accepting the creativity of American 
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workers.  In short, an entirely free market may bring about a financial crisis, but a free market 

with common-sense risk-hedging regulations will provide for a free market that does not risk the 

Social Security endowment.   

Factor Three:  Social Security Would Be Funded Consistently 

 A properly designed Endowment system, with the caveat bout taken into consideration, 

would provide long term stability to Social Security benefits.  An endowment system by its very 

nature provides a stable principal on which income is earned that can fund Social Security.  

Academics who object to the notion of a Social Security trust fund would have no recourse as 

Social Security fund from an endowment, properly designed, could not be taken for other 

government programs. 

 The reason that Social Security would be funded consistently is two-fold: the size of the 

endowment and risk-hedged investment strategies.  First, the sheer enormity of an endowment 

capable of making payments for Social Security provides a general safety net.  As has become 

clear in the financial crisis, the Federal Government will not allow companies that are “too big to 

fail” to fail and threaten the financial system.  If Social Security were funded by an endowment 

in the stock market, it would most likely have the implicit backing of the United States 

government. 

 The reason that the United States would most likely back the funds of a Social Security 

endowment is both political and economic.  As a political matter, Senior Citizens often vote in a 

higher percentage than other age groups at least in the 2006 congressional election.65  In General, 

Senior Citizens are registered at a higher percentage and vote at a higher percentage than other 
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age groups.66  Politicians, who often have their ears to the political ground, would let Social 

Security fund fall by the wayside when many Senior Citizens depend on them as their only 

means of retirement support.  In short, politicians needs votes, and senior citizens vote often. 

 As a matter of economic, the federal government would back them just as they did the 

financial system during the recent economic crisis.  The endowment fund, if fully funding Social 

Security, would involve vast amount of money that would dramatically impact the stock market.  

If, for some reason, the investments that Social Security funded happened to tank, not only 

would that likely precipitate a full blown crisis, but the Social Security system could quickly 

become insolvent.  In my proposal for an endowment, Social Security would be fully funded 

through the income of an endowment, and if the principal of an endowment shrinks, it seriously 

threatens the livelihood of the entire program. 

 Both the endowment would be threatened, and there is a chance the broader economy 

could be threatened as well.  If a single entity, such as endowment, began to seriously lose value 

it could set off a panic in the entire stock market.  The endowment losing value would then not 

only effect Social Security but pension benefits of labor unions, private retirement accounts, and 

the average family’s investments. 

 A competent federal government, as a matter of public policy, cannot allow the 

endowment to threaten the entire economy.  If we have learned any lessons from the recent 

economic crisis, it is how interconnected all parts of the financial/stock market system are.  With 

the implicit backing of the federal government, investors and the stock market as a whole would 

have sufficient confidence in the endowment so that, if it were to lose revenue, it would not start 
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a panic in the entire stock market, resulting in a mass pull out of funds that could leave the 

overall economy crippled. 

 While this list of factors is by no means the only positive factors (one can always come 

up with a new reason to back something), it does provide a good starting point for consideration 

of an endowment based system.  The next important, and probably most crucial, is how do we as 

a nation generate sufficient amount of money to pay for some level of benefits. 

Social Security Endowment:  How to Fund It 

 This is part of the proposal where I get into the “numbers” for an endowment system.  As 

a pure though experiment to illustrate how we should come up with money, I will use the 

following numbers.  I will assume that in the near future roughly one hundred million retirees 

will be the Social Security benefit rolls getting an average yearly benefit of ten thousand 

dollars.67  This will entail a yearly pay out of one trillion dollars. 

 If we are going to proceed on an endowment basis, then the endowment will need to 

generate a yearly income of roughly one trillion dollars.  If we assume an annual rate of return on 

the endowment of ten percent, then we are faced with creating an endowment of ten trillion 

dollars in order to fully fund Social Security under the numbers that I have laid out.  The next 

question then becomes how are we go going to generate this. 

Social Security Endowment:  Raising Public and Private Funds 

 Raising the ten trillion dollars will be an enormous task and will likely take decades.  But 

if done properly, it will be able to fund Social Security fully by the time that Social Security runs 

the risk of insolvency.  The goal then, to raise the money necessary for an endowment, should be 
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thirty years.  While my numbers are for illustrative purposes only, they gave us a good idea of 

how much taxes might have to be raised. 

 For my purpose, I will approach revenue raisin from two separate angles.  I will propose 

public ways to raise revenue as well as private ways to raise revenue.   For the public way of 

raising revenue, we need to do a combination of raising Social Security payroll taxes and 

reducing benefits. 

 I propose that we raise Social Security payroll taxes by one third to be shared equally 

between employer and employee and to reduce benefits by one third.  This would entail a raise of 

2.5% for the employer and employee respectively (for a total of a five percent) increase.  If we 

assume a roughly equal payout versus the money Social Security takes in, then we are talking 

about little over 600 billion dollars per year paid out currently.  On the assumption this is fully 

paid for by payroll taxes, we generate 400 billion dollars per year by reducing payouts by one 

third and increasing taxes by one third (roughly 200 billion dollars each).  Over a period of thirty 

years, we can generate twelve trillion dollars. 

 Understanding the political challenge of such a drastic change, I also propose that the 

government tries to form a partnership with private sectors groups as well to raise revenue.  

What I mean by this is that the government should get with philanthropic groups to raise money 

for the endowment.  For example, the federal government could form could convince the Gates 

Foundation of Bill and Melinda Gates to do a yearly addition to the endowment for a period of 

thirty years. 
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 While it is unclear how much money could be raised by trying to raise funds from 

philanthropic groups or businesses, it could help to alleviate political concerns and provide 

additional sources of revenue for the endowment.  The benefits are that it could relieve the 

pressure on the need to raises taxes by one third.  It would also be wise for large businesses to 

help generate revenue for the endowment; it is a sort of quid pro quo:  While the business helps 

the government raise revenue to pay for Social Security, policy makers are likely to be more 

sympathetic to their concerns in other policy areas.  One can debate the merits of this quid pro 

quo, but it does provide support for the idea that businesses and philanthropic groups might 

donate to the endowment for Social Security.68   

 After the thirty year timeline is up, benefits can be increased to regular levels because the 

endowment will be fully funded.  Social Security, then, can continue to be a “living wage” like 

retirement benefit for senior citizens. 

 While the problems for Social Security are immense, and the ideas for reform vast, I 

believe an endowment based system is a proper way to go that is even politically palatable; at the 

very least, it should be an idea on the table. An endowment based system will eventually 

eliminate the need for taxes, increase capitol in the stock market along with many other reasons.  

We have also seen the transformation of Social Security from a fund that covers few workers and 

only offers a “bare bones” retirement benefit to prevent absolute destitution of among senior 

citizens to a program that covers nearly every worker in the United States and offers benefits that 

provide for a comfortable retirement.  In the end, this paper should contribute to the discussion 

on how to reform Social Security, for it is a goal we all share. 
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