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Executive Sunmary

Uni on | eaders have been anong the nost vocal opponents
of privatizing Social Security. Their opposition is somne-
thing of a nystery, because union workers woul d be anong
t hose who would gain the nost if Social Security were trans-
formed to a system of individually owned, privately invested
accounts. Because a privatized Social Security system woul d
provi de a higher rate of return, union workers would receive
far greater benefits than they would under the current
Social Security system In contrast, traditional Social
Security fixes, such as raising payroll taxes, would severe-
Iy harm uni on workers. Perhaps nore inportant, privatizing
Social Security would break down traditional barriers be-
tween | abor and capital by giving workers a greater opportu-
nity to own weal th-producing investnents. |In effect, every
| aborer woul d becone a capitalist.
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The irony is that union bosses have becone the | ast
di e-hard defenders of Social Security, because unions were

anong the programi s original opponents. |In fact, Sanuel
Gonpers, the father of the Anmerican | abor novenent, called
t he concept of governnent-provided social insurance, "in its

essence undenocratic."' More inportant, by opposing privat-
i zation and supporting such traditional Social Security
fixes as tax increases and benefit cuts, union | eaders are
sacrificing the best interests of Anerican workers.

A privatized Social Security system in which workers
are allowed to divert their payroll taxes to individually
owned, privately invested accounts, simlar to individual
retirement accounts (I RA) or 401(k) plans, would provide
workers with better and nore secur retirenent benefits,
woul d give them a greater voice in corporate nmanagenent and
a sense of ownership and participation in the Anerican
econony, and woul d avoid painful tax hikes or an increase in
the retirenent age.

Better Retirenent Benefits

The average uni on worker earns approxi mately $33,200 a
year . ? I f that worker is 35 years old, upon retirenent at
age 67, Social Security pronises to pay the worker $1,559 a
nmonth. That, however, is only a promse. Social Security
currently cannot pay for between one-quarter and one-third
of the benefits that have been prom sed. Neverthel ess,
assum ng that the worker receives everything that is prom
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ised, $1,559 a nonth is not very much to live on in retire-
ment. Yet it may be all that the retiree has.

Typi cal workers, who earn an average of $33,200 a year
during their working years, will receive approximtely 70
percent of their retirenment income from Social Security.?
By contrast, if the sane workers were able to invest their
Social Security taxes in bonds, a virtually risk-free in-
vestnment, at retirenment they would have accumul ated enough
noney to purchase annuities paying $2,671 a nonth. |f they
invested in a bal anced portfolio, divided equally between
stocks and bonds, they could purchase annuities of $5,002 a
month. And if they invested it all in stocks, they would be
abl e tg pur chase annuities paying an astoundi ng $9,575 a
nont h.

O workers m ght choose to nake programmed wi t hdrawal s
fromthe accurmul ations in their accounts (nore than $400, 000
froma bond fund, nore than $1.1 million froma stock fund).

In that case, if a worker died before exhausting the
account funds, the worker's heirs would receive all of the
remai ni ng noney.

No matter which investnment or retirenent strategy was

chosen, both the workers and their famlies wuld be at a
greater advantage in the private system

Breaki ng Barri ers between Capital and Labor

An inportant side benefit of Social Security privatiza-
tionis that it would give working Americans an opportunity
to participate in the Anerican econony by owning a part of
it. In effect, privatizing Social Security would act as a
nati onw de enpl oyee stock option plan that would enabl e even
t he poorest workers to beconme capitalists. Through Soci al
Security privatization, workers would beconme stockhol ders.
The artificial and destructive division between | abor and
capital woul d be broken down.

Aneri cas have nore econom ¢ and social nmobility than do
t he peopl e of alnobst any ot her nation; Americans nove both
up and down the social and econom c | adder. Mst people who
are poor today are unlikely to be poor 10 years from now. >
However, when it comes to the accunul ati on of wealth, work-
ers are at a distinct disadvantage. For exanple, the bottom
50 percent of Anmerican incone earners own just 2 percent of
the nation's financial wealth. The top 1 percent owns nore
than 56 percent of all net financial assets. The financial
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weal th of the top 10 percent is 4,653 tinmes greater than the
financial wealth of the bottom 20 percent.®

One of the main reasons for that disparity is that many
wor kers are unable to take the surest route to wealth cre-
ation--savings and investnent. Approximtely one-third of
all incone in Anerica cones, not from wages, but from sav-
ings and investnment.’ As Louis Kelso, father of the enpl oy-
ee stock ownership plan, noted, "The bulk of wealth is
produced, not by human | abor as under pre-industrial condi-
tions, but by capital instrunents. . . . Capital and not
| abor is the source of affluence in an industrial society."

But nost union workers do not have the financial re-
sources to save and invest. Cearly, inposing the Soci al
Security tax on workers reduces their private savings.
Wrkers are required by law to pay Social Security taxes.
That requirement precludes thelr investing their wages in
private savings or investnents. The payroll tax is the
| argest tax nost union workers pay. |Indeed, nearly 76
percent of Americans pay nore |n SOC|aI Security taxes than
they do in federal incone taxes.

The average uni on worker, earning $33,200 a year, wll
pay $4, 117 a year in Social Security taxes (including the
enpl oyer share). That |eaves very little noney to invest
privately. The inability to invest is borne out by the | ow
participation rates of |owincone workers in conpany-spon-
sored 401(k) plans. Only 64 percent of | owwage workers
contribute to the 401(k) plans offered by their enployers,
conpar ed MAth nore than 90 percent of their higher wage
col | eagues. ™ Low wage workers who do participate contrib-
ute an average of only 4.73 percent of their wages, qpared
wi th an average of 6.79 percent for high-wage workers.

Lowi ncome workers are also less likely to work for
conpanies with private pension plans. For exanple, smal
busi nesses and service-sector enployers are far less likely
to offer pensions and ot her retirenent benefits than are
| arge corporations.?!

Finally, Social Security may be contributing to the
weal th gap even nore by reducing the val ue of wages and
i ncreasing the value of capital. Because Social Security
reduces savings and capital accunulation, it reduces the
ratio of capital to workers, which neans that each worker
wll be | ess productive, on average. As a result, wages are
| oner than they would be otherwise. At the sane tine, with



Page 4

| ess capital available, the return on capital may be higher
than it otherw se would be. ™

Privatizing Social Security would enabl e | ow wage
workers to participate in the wealth-creating nechani sns of
saving and investnent. |If they had the opportunity to save
and invest 12.4 percent of their income--the anount now
taken by Social Security--lowwage workers would be able to
accunul ate substantial nest eggs.

That sort of worker enpowernent and opportunity for the
poor has brought many |iberal Denocrats to support the
privatization of Social Security. As Sen. Robert Kerrey (D
Neb.) has pointed out, privatizing Social Security is as
much about "generating wealth" as it is about the systenis
financing. Kerrey says that "every American [should have] a
chance to own part of his country."®

Sam Beard, a fornmer aide to Sen. Robert Kennedy (D
Mass.), calls this process the "denocratization of capital”
and points out that privatizing Social Security will give
every American a real stake in our economc future. Beard
al so notes that the benefits are psychol ogical as well as
tangi bl e, enphasi zi ng that "personal participation wll nmake
savi ngs and econom c education part of everyone's day-to-day
experience. . . . The benefits of this know edge for indi-
viduals and famlies will include increased econom c capa-
bility, a confident sense of the future, and nore power to
make fundamental choices that effect their lives."'®

As a result of the enornous accumul ati on of wealth by
t he working class through their retirenment accounts, the
soci al i st dream of workers' owning the nation's businesses
and industries would be effectively achieved. Since workers
woul d own shares in the conpanies they worked for, they
coul d have a greater voice in corporate governance and
managenent deci si ons.

Overall, the distribution of wealth in the United
States would likely be nore equal than it is today. The
change in distribution would occur, not through the counter-

productive and illegitimte redistribution of existing
weal th, but through the creation of new wealth in workers
retirement accounts. In fact, Harvard econom st Martin

Fel dstein has estimated that if Social Security were privat-
ized, the concentration of wealth in Arerica would be re-
duced by hal f.*’

As the division between | abor and capital dissolved as
the nation's workers becane capitalists, the social and
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political effects would be sharply increased support for
free-market economc policies. Since workers would own part
of the nation's businesses, they would becone nore skeptical
of unnecessary tax burdens and regul atory market interfer-
ence that harm busi ness performance. Since workers would
own nmuch of the nation's capital, they woul d oppose harsh
mul ti ple taxation of capital gains. General strife and

ant agoni sm bet ween | abor and managenent coul d be replaced by
cooperation, since workers would benefit directly fromthe
general prosperity of conpanies in which they shared owner-
ship. As Alan G eenspan has explained, "[If workers] knew
what they owned in their retirenment prograns as distinct
from having a generic overall type of program there [is] a
consi derabl e anount of pride in that, and it has a very
inportant effect on people's citizenship in society.

Alternatives to Privatization Wuld Hurt Uni on Workers

Social Security is facing a severe financial shortfal
In fact, by 2013 Social Security will begin to run a defl-
C|t--spend|ng nmore on benefits than it collects in taxes.
In the absence of privatization, Social Security wll be
forced to raise taxes or cut benefits, options that would be
very painful for union nmenbers.

Social Security has already raised payroll taxes 38
times since the program began, with serious consequences for
wor kers. According to the Congressional Budget O fice,
payroll tax increases between 1979 and 1982, for exanple
resulted in the permanent |oss of 500,000 jobs.?® A study
of the 1988 and 1990 payroll tax hlkes by econom sts Gary
Robbi ns and Al dona Robbi ns, estimated permanent job | osses
at approxi mately 510, 000 and a reduction of the U S. gross_
nati onal product of $3O billion per year by the year 2000.7

Also inportant is the fact that the payroll tax is an
extrenely regressive tax. First, it is a tax on wages,
| eavi ng ot her incone sources, such as capital gains, inter-
est, and other profits on investnent, untaxed. Second,
because the anobunt of inconme subject to the tax is capped,
| ow-i ncome workers pay a higher percentage of their incone
in Social Security taxes than do high-income workers. As a
result, the payroll tax is a tax ainmed directly at union
wor ker s.

Benefit cutbacks would al so disproportionately affect
uni on workers. For exanple, delaying retirenment inposes
only a nodest burden on many white-collar workers and manag-
ers, but can nmean substantial hardship for many bl ue-coll ar
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wor kers and manual | aborers. Surveys have consi stentlyshown
that white-collar workers are nore likely to enjoy their
work and are nore willing to work beyond age 65.

Therefore, by opposing privatization, union |eaders may
be forcing Social Security refornms that will |eave their
menbers at a great disadvantage.

Concl usi on

Uni on wor kers woul d be anong t he peopl e who woul d
benefit nost fromthe privatization of Social Security.
They woul d receive far better retirenment benefits under a
privatized system would achieve greater participation in
t he econony, would have the opportunity to accunul ate real
weal th, and woul d avoi d pai nful tax hikes or benefit cuts.
Uni on | eaders shoul d abandon their ideol ogical attachnent to
Social Security and do what is best for their nenbers--
support Social Security privatization.
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