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PROCEEDI NGS

J. KENNETH BLACKWELL,

SECRETARY OF STATE, OH O

MR. BLACKWELL: Thank you, Deroy, and good afternoon,
| adi es and gentlenen. |It's indeed a pleasure for me to be wth
you this afternoon to speak to such a distinguished and spirited
audience. | amgrateful to Cato for the opportunity.

Now, | am particularly grateful because it is once
again an opportunity to dispel one of the denons that has been
following ne for about 35 years or so. | played football at
Xavi er University, and every year we played the Quantico
Marines. In ny junior year, a staff sergeant playing across the
line fromnme gave ne a physical education | esson that was
superior to the intellectual m nd-stretching | essons that the
Jesuits gave ne in class. So nmuch was his beating of ny head
that | prayed every day in chapel in the next year that he be
not sent to Vietnamso that | could return the |esson in kind.

(Laughter.)

MR. BLACKWELL: Sure enough, God heard ny prayer and
he returned him For two-and-a-half quarters | was returning
the |l esson. Halfway through the third quarter, instead of

tackling a 230- pound Marine fullback with ny shoul der, | tackled
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himwith ny chin. | was knocked out for two m nutes. They took
me to Good Samaritan Hospital where they did x-rays for a
concussion. The x-rays cane back negative. They then sent ne
back and | rooted ny teamto a 7 to 6 victory, seeing the | ast
three m nutes of the gane.

The next day the Cincinnati Inquirer gave ne the nost
substantial headline in ny political and athletic careers. The
headline sinply read: "Blackwell, Head X-rays Show Not hing."

(Laughter.)

MR. BLACKWELL: 1've been trying to work my way out
fromunder that for about 30-sonething years.

| recently celebrated nmy 51st birthday. That nakes ne
one of about 76 mllion baby booners who grew up, went to work,
and supported Social Security. In 11 years, we begin to retire,
hopi ng Social Security will return the favor. It won't.

That concerns nme not just because retirement |oons on
the horizon and not just because as a black man Social Security
tells nme | will live only another 13 years and receive benefits
for the last 2. Yes, lower |ife expectancies for blacks and
| ower -i nconme Anericans do offset what is supposed to be Soci al
Security's progressive benefit structure.

What really concerns nme, however, as a forner State
treasurer, is the inefficient use of tax dollars. Wen noney is

invested, it is working, not idle. | was once held accountable
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for every idle mnute inthe |ife of an Ghio tax dollar. 1In
l[ight of that, I am alarnmed by any public programthat takes
nmoney and does not make noney.

Consi der Social Security. As a mmjor Federal program
supported by a piece of alnobst every paycheck, it inpacts our
nati onal and househol d budgets. Social Security takes 12.4
percent out of every paycheck, up to $86, 000, as has been
reported here on sone other panels. Today 76 percent of wage
earners pay nore in payroll taxes than Federal incone taxes.
Every day |ow to noderate-inconme famlies suffer the costs of
Soci al Security, but they m ght never -- underscore "never" --
enjoy the benefits.

Due to the continuing increase in beneficiaries and
the decrease in contributors, the systemw || be bankrupt within
30 years. That is not speculation. It's not even a threat.
It's just math.

Social Security is a tax transfer systemthat takes a
dollar fromevery worker and gives it to a retiree. At worst
it's death. At best it's limted, limted because it relies on
a relatively small work force to support a growi ng nunber of
increasingly long-to-live retirees. In 1950, 16 workers
supported every Social Security check. Today there are 3

wor kers per check. By 2030, the ratio will be less than 2 to 1.
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Limted because it transfers rather than invests
funds. One dollar goes in for every dollar out. 1In contrast to
a dollar invested at age 20 with a real return of 7 percent that
turns into $16 at age 60 and $32 ten years later. Again, that's
just math. And any broker can reel off the nanmes of 10 nutual
funds that have performed at that 7 percent return rate or
better than that 7 percent return over the past 20 years.

The question is not whether Social Security will fail.
It wll and people knowit. Two to one, young Anericans, as has
been nentioned, like ny three children, expect to see a UFO
before they see a benefit check, and at this rate, they will.

If we reform Social Security now, the systemw ||
still have enough noney to pay benefits during a transition.
Very shortly we |ose that |uxury. Sooner or later, we will be
forced to revanp this system The sooner, the better, and |ess
pai nful .

As has been nentioned, in 1995 | traveled wi th Deroy
and former Del aware Governor Pete DuPont to research this very
issue in Chile. W were surprised at the success of Chile's
econom c safety net. In the 1970's, the Chilean Social Security
t axes exceeded 26 percent. The governnent had to appropriate
| arge subsidies to neet benefit requirenents. The nationa
deficit skyrocketed. 1In 1981 the Chilean Governnent offered a

choice -- underline "a choice" -- to wirkers: pay into a
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governnment pension with guaranteed full benefits or pay into a
privatized system where benefits depended on i ndivi dual
contributions. A 10 percent contribution was mandatory, but
wor kers coul d choose to save as nuch as 20 percent. Today no
| ess than 90 percent of the work force has enrolled in the
vol untary market system

The results have been spectacular. By 1996, after 15
years of the new system Chileans had saved $25 billion. The
net worth of the average Chilean worker in 1998 was four tines
their annual salary. Four tinmes their annual salary. Conpare
that to the average worker in Anerica. The average worker's net
worth is only equal to one year's pay.

In Chile, privatization and conpetition produced
i nvest nent accounts averagi ng 10 percent annual returns over a
15-year period. By contrast, the lifetine yield for a
45-year -ol d worker under the current U S. system barely exceeds
2 percent, and it's even |less for younger workers. Cearly
young Americans have everything to gain froma retirement system
where investnment tinme is the greatest asset. Mellody's analysis
during the | ast panel fromtheir survey was right on the noney.
I nvestnment tine is a great asset for young peopl e.

Mai nt ai ni ng benefits to older workers will be the
t oughest part of any transition. O der Anericans, workers in

their forties, their fifties, and sixties, don't have a lifetine
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to save. | want a Social Security systemthat provides for ny
children without |leaving their father in the poorhouse.

Al t hough present surpluses could help, they won't
cover the cost entirely. Anybody talking about reform nmust
begin to think strongly and toughly about the solution to their
problem And the solution may be to supplant retirenent
accounts of older workers with Federal bonds. The bonds should
be paid off through cutbacks in general spending, not just cuts
in Social Security. Privatization offers huge benefits for nost
of the country, increasing personal wealth, savings, and tax
revenue. Since individuals and broader Federal budgets wll
gain fromprivatization, those gains will offset Social
Security's transition costs.

Under st and that how we tax and spend are not entirely
separate issues. As a matter of fact, as we tal k about the
solution to the Social Security transition issue, they are
i nseparable. They are, in fact, two halves of Anerica's whole
economi ¢ well-being. You don't ignore your weekly take-honme pay
when t hinki ng about buying a house, and you don't ignore
nati onal spending in a discussion of national Social Security
reform Income and expense are two sides of the sane coin. The
incone fromprivatization justifies the expense of its

transition.
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Privatization is working in Chile and el sewhere. That
country is making noney work for people through private
enterprise. W should consider doing the sane thing now in the
worl d's nodel of private enterprise, the American econony. That
woul d be math that works for all of us.

No group has as nuch at stake in Social Security
reformas African Anericans. W are disproportionately
dependent on Social Security for our retirenent incone. Three
out of four ol der black households rely on Social Security for
half or nore of their retirenent incone, and a third of ol der
African Anericans rely on Social Security for all of their
i ncone.

As a long-tinme advocate of Social Security reform
believe it is promsing to see these red flags finally being
heeded. Social Security reformis beginning to get the
attention that it deserves as a 21st century civil rights issue.
My friends and col | eagues, Hugh Price, President of the Nationa
Urban League, and Julian Bond, Chairman of the Board of the
NAACP, have addressed the need to i nprove and strengthen our
current system Unfortunately, they dism ss private individua
i nvestment accounts as reconmmended by the Social Security
Conmmi ssi on.

M. Price and M. Bond are correct, that our higher

nortality rate for young bl acks affect African Americans
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aggregate rate of return on Social Security contributions. But
it is wongheaded to | eave the inpression that this al one causes
the lowrate of return. Sinply stated, high nortality rates for
t he young do not have a big inpact on Social Security returns.
Many of the young bl acks who die have not had tine to devel op
substantial earning histories and have not paid a substantial or
significant anmount of noney into the system Moreover, there
are many factors that nake Social Security inits current forma
bad deal for African Anericans.

As was nmentioned in an earlier panel, famly structure
is one factor. To understand, one needs only to | ook at the
denogr aphi ¢ group that benefits nost from Social Security --
married couples with children and a stay-at-hone spouse. This
is aliving situation far | ess preval ent anong African Americans
t han ot her races.

The list of Social Security disadvantages for bl acks
goes on. African Anericans are less likely than whites to have
ot her fornms of savings or wealth. The previous panel went into
that in great depth. This is a condition exacerbated by the
12. 4 percent Social Security tax. After paying their |iving
expenses, few | ow i ncome workers have the discretionary incone
needed to invest. Social Security taxes squeeze out other forns

of savings and investnent.
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As a result, many African Americans are unable to
accunul ate real wealth. Mdreover, since Social Security
benefits are not inheritable, the downward spiral of wealth in
equity is conpounded from generation to generation. Let ne
underscore that. Gven that Social Security benefits are not
i nheritable, this dowmward spiral of wealth in equity is
conpounded from generation to generation.

Any Soci al Security reformshould take into
consideration the needs and circunstances of African Anmericans.
The only proposal to thoroughly do this is the parti al
privatization strategy advocated by President Bush and his
comm ssion. Their strategy, too, has been laid out, | think,
very clearly in a previous presentation.

And while this issue will be largely debated al ong
partisan lines, simlar reformstrategi es have found
non-i deol ogi cal appeal across the globe. The Labor Party
privatized in Australia. Social Denobcrats in Sweden are
i npl enenting private accounts. Even the fornmer comunists in
Pol and and Hungary have privatized. Policymakers in those
countries chose private accounts not based on political ideology
but because they understood it was the best way of building
weal th and security for workers in their retirenent.

Transform ng the systemto one based on individually

owned, privately invested accounts would treat African Anericans
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far nore fairly. There is nothing partisan -- nothing
parti san -- about that.

By changing the system from an unfunded defi ned
benefit systemto a defined contribution plan, based on real
weal th, privatization would disconnect total benefits fromlife
expectancy. That is again a point worth di scussing and
debating. You nust separate real wealth and weal th accumul ati on
fromlife expectancy.

The benefits any individual receives would depend on
what was paid into the systemplus the investnent return on
t hose paynents. Benefits under the current programare
dependent solely on how nany years those benefits are received.
This woul d not be the case under a partially privatized system
| ndi vi dual s woul d have a property right to their Social Security
benefit. Underscore "a property right to their Social Security
benefit." This account woul d beconme part of the contributor's
estate, able to be passed down as an inheritance. Survivor and
disability benefits, which are received by many African
Ameri cans, would not be affected by any of the privatization
pl ans that have been proposed by the President's comm ssion.

And as for providing a fair rate of return for African
Aneri cans, nothing could be nore capable of doing so than a
privatized Social Security system Conpounded interest, as

Al bert Einstein once said, is the nost powerful force on earth.
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It could work magi ¢ on both econom c and social levels. A
hi gher rate of return would create wealth and lift many African
Anmerican seniors out of poverty.

It is time for our national |eaders to consider the
current and | ong-term consequence of our unfair Social Security
systemfor African Anericans. The stakes are high, but so are
t he opportunities.

Now I want to just build on and close on a point that
was advanced in part by Tony Brown. One of the things that we
have to do in ternms of getting African American interests |ined
up with the market econony, lined up with American positioning
in the global econony, is the secret to not only fixing Soci al
Security but is part of the secret of greater wealth devel opnent
in the African American conmunity. The discussion of Soci al
Security is part of a broader argunment of how Anerica is poised
to conpete in the gl obal marketplace of the 21st century.

In the last 20 or 30 years, we have seen Third World
countries devel op into econonic powerhouses. Japan's recession
and Asia's currency crisis have checked enthusiasm But the
truth is that the economc slowdown is just a bunp in the road
to Asian econonm c ascendancy.

Over 44 years ago, Japan was a destitute nation
scorched by atomic fire, and China was | ocked into a conmuni st

system of distributing poverty. Today these countries and their
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Asi an nei ghbors have orchestrated a dranatic reversal of
fortune, with economc growh two, three, or four tinmes that of
the United States.

The Asian Tigers use various nethods to introduce a
free market in performng economic mracles, but they all had
two things in comon going back to the previous panel: an
educat ed popul ation, and a savings ethic and a high rate of
savi ngs.

The United States has the |owest rate in the
industrialized world. Qur public education systemis near the
bottomof the list. If we want to conpete in the next
mllennium we as a nation nust make our investnent in human
capital a serious investnent, and we start by taking human
capital as a serious issue.

Ironically, foreign governnents are going to school on
mar ket - based refornms originating in Arerican universities.
Meanwhi | e, our own governnent, perhaps due in part to the
conpl acency that really acconpani es success, resists those sane
reforms and potential benefits.

At the recent National Summt on Retirenent Savings, |
joined nore than 200 political and financial |eaders in
di scussing the future savings in Anerica. The dial ogue on
savings is well under way. Social Security will be privatized

and transfornmed into a true market system It is tine for the
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worl d's forenost market econony to put the narket to work for
the future of Anerica and for all Americans.

| will close on one story. Wen ny father cane back
fromWrld War 11, he cane back to an Anerica that was
struggling between its promse and its practice. There was a
housi ng shortage. There were still vestiges of segregation.
And as a consequence, we lived in a public housing community.

Now, ny not her and grandnot her thought ny brother and
| could be educated fromthe | ower rungs of the econom c | adder.
My father took a look at nmy fists and thought | m ght accelerate
the process in the boxing ring like a kid down the road, Cassius
Clay, now Muhanmad Ali. | won ny first four bouts with relative
ease. The fifth bout, | got hit so hard in the nose that | had
to go hone and tell ny dad, who was a neat packer, that | was
going to find a nore scholarly career to pursue.

(Laughter.)

MR. BLACKWELL: And | stayed away from boxi ng arenas
until | was a freshman in college. And Father E.J. O Connor, a
72-year-old Jesuit, asked nme and a Jewi sh friend of mne, Benji
Schwartz, to go to the Golden d oves amateur bouts with him at
the old G ncinnati Gardens. W went out and we watched about 10
fights. The 11th fight, the young boy fromthe western side of
C ncinnati, a neighborhood called Price Hll, canme out and

before his fight, he made the sign of the cross. Benji |eaned
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over to Father and said, Father, what's the significance of
that? Father said, Tiger, not a dammed thing if he can't fight.

(Laughter.)

MR, BLACKWELL: And | would suggest to you that the
beauty of this programtoday is not in the exchange of i deas,
but in fact we are witnessing an engagenent, a true engagenent,
over the battle of ideas. For all too |long, many of us who want
to chall enge the status quo have been attached at the hip
t hrough our organi zations to the status quo. This is a struggle
of ideas. This forum has been an open forum of exchange. The
beauty is not in its sharpening of partisan division, but it is
the synthesis that comes fromthe struggle of conpeting ideas.

Thank you for letting ne be a part of it.

(Appl ause.)

(End of M. Blackwell's presentation.)
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