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PROCEEDI NGS

MR. TANNER:. | want to thank you for com ng out today,
especially on such short notice. W don't usually put things
together quite so quickly here, but we thought this was an
i nportant topic, especially with the election so close and this
bei ng such a major issue in the election.

My name is Mchael Tanner. | amthe Director of Health
and Welfare Studies here at the Cato Institute. | amalso the
Director of Cato's Project on Social Security Privatization.

As | nmentioned, this is a key issue in the el ection.

It is one of those bright-line differences between George W Bush
and Al Gore. And it appears to be an issue on which they are
going to canpaign during the final days of this election. W are
seeing ads running on it and we are seeing tel ephone calls made,
and we are seeing all sorts of issued dredged up on Soci al
Security.

In fact, right now, | understand, in Florida, there is
a tel ephone war between Ed Asner, who is telling people that
CGeorge Bush's plan to partially privatize Social Security wll
| eave ol d people eating cat food, and Norman Schwart zkopf, who is

telling themnot to worry, everything will be fine. | amtenpted
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to ask what either Ed Asner or Norman Schwart zkopf knows about
Social Security, but I will leave that to others.

That said we are actually fortunate to have soneone
here today who does know sonet hi ng about Social Security. Wde
Dokken is best known probably on WaAll Street as President and CEO
of American Scandi a.

But he is also the author of this new book, "New
Century, New Deal: How to Turn Your Wages into Walth Through
Security Choice,” which | think is one of the best books at
maki ng the argunment for Social Security privatization in a sinple
and readabl e way, and sonething |I do urge all of you to read. W
wi Il have books avail able afterwards out there, and Wade will be
happy to sign themfor you

Wade al so conmes to this froman interesting perspective
of being a life-long Denocrat, being a supporter of the Cinton
adm nistration. In fact, | can renmenber you telling ne, Wde,
about the picture you have of you and Hillary dinton.

MR. DOKKEN: Wbuld you like one?

(Laughter.)

MR. TANNER. Only for ny dart board.

(Laughter.)

MR. TANNER But at any rate, it nakes for a very
i nteresting perspective on such an issue that so divides the

parties and has caused Wade to cross party lines on this issue.
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W are really pleased to have himhere. He is not only
an author and an expert on the issue, he is a supporter of the
Cato Project on Social Security Privatization and an advisor to
that project, who has certainly been of great assistance to ne.
We are just thrilled to have you here today. Tell us alittle
bit about your book and yourself and the issue.

Wade Dokken.

(Appl ause.)

WADE DCKKEN, AUTHOR
"NEW CENTURY, NEW DEAL:
HOW TO TURN YOUR WAGES | NTO WEALTH

THROUGH SOCI AL SECURI TY CHO CE"

MR. DOKKEN: Thank you, M chael.

For those of you who have been with Cato or foll owed
this for sone tine, who would have thought here today you have on
the front page of Investors Business Daily a major article
arguing for the privatization of Social Security and, on the sane
day, in the Wall Street Journal, you have a series of articles
communi cating that the battle is pitched on this issue nore than
any other, and, at the sane tinme, tal king about how in all these

ot her major countries around the world that this is becom ng a
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defining el enent of the public policy agenda? | nean, who woul d
have t hought that?

| bring a perspective to that. | represent a conpany,
which is not a large brand nane to anybody here, which is in many
respects one of the | eading providers of private pensions around
the world. So, we witness this.

We are in Poland as they privatize. W are in Sweden
as they privatize this very day. W are in Chile, with the first
set of U S mutual funds to be sanctioned under Chilean |law. And
we are in France and Gernmany and every other country that is a
headl i ne, facing denographic shifts that the pay-as-you-go
systens are causi ng.

But it is today that we are here. And, unfortunately,
on this one issue, the United States is bringing up the rear.
Havi ng said that, the stage has been set. The stage has been set
thanks to Cato, thanks to Steve Forbes, thanks to sone people
fromny own party, Myni han, Kerry, Breaux, Stenholm

But the stage today and the debate today and the fact
that it is at prom nence, and the fact that sonebody is going to
wn a mandate over this, to that, | think I and everybody here
owes a debt of gratitude to Governor George Bush. There was a
great deal of courage required back in May, when Governor Bush

deci ded to endorse private accounts. That was step one.
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But, fundanentally, the nore inportant step he made was
in the first debate. Wen he took this conplex, fear-fraught
i ssue and stated it as his gift, it is really a choice between
| ess than 2 percent or 8 percent or 10 percent. Using sone of
the gift that Reagan first taught us, he showed the difference
bet ween fear and optim sm

| think that sinple statenment and that decision, which
| don't believe that we had seen prior to that stage in the
canpai gn, that decision on that day in that debate to nmake this a
core of the remaining days of his canpaign, in ny opinion, it is
going to be one of the core kernels of why he is likely to win
this election. And that should not surprise us. He is not
al one.

This country has been fundanental |y reshaped since
1980. In the area of pensions and investnents, the reshaping is
at its core. Now, what is that reshaping? 1In 1980, three years
before | entered the business of investnents, only 10 percent of
Ameri cans owned nutual finds, a very snmall nunber. Slightly nore
than that was the percentage of American househol ds' net worth in
equities. And the foundation of people's pensions, outside of
Soci al Security, was often a defined benefit plan paid for by a
cor porati on.

Now t he world has changed. The interest rates of those

first few years really destroyed that corporate-defined benefit
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pl an. What sprang fromthat was defined contribution plans.
VWiich is, in sinple matter, conpanies putting small amounts of
nmoney every nonth in individual accounts, in 401(k)'s, 403(b)'s,
and 457 plans. Plus, we have had over two decades in the growth
of IRA's. So we find ourselves here, in the first election
pitched on the issue of Social Security, probably since the 1982
or 1984 Congressional election, we find ourselves with a sea
change in ternms of the body politic. The body politic does not
fear owning their own investnents.

When you | ook at every way you can track this, the
nunber of ads, the nunber of publications, the nunber of TV
shows, in every way inaginable, this is a nation that has cone to
understand that individual responsibility and individual control
over their investnments is a part of their responsibility to
thensel ves. This is what Social Security choice is all about.

It is not something to fear. It is not sonething that people
will end up destitute on.

They know that, because people are going to make w se
decisions with their own noney. Sone may choose to stay within
the Social Security systemas it is today. Sone nmay choose to go
into bank systens that offer a 6 percent rate of return, which is
a stark contrast to the pay-as-you-go returns that | just tal ked

about .
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That is why this is not gaining the traction, |
believe, in the election. And that is why, as a Denocrat, | fee
extrenely confortable com ng out against the nom nee of our
party, Vice President Gore, on this issue.

Sadly, sadly, | think this is electoral posturing. |
t hi nk many of us would agree that, had things run their course
two years ago, we mght have had substantial novenent on this
i ssue toward private accounts, bipartisan novenent. That
bi parti san novenent m ght have even invol ved the Vice President
hinsel f. Mst believe it would have invol ved Senator Lieberman.

Private conversations | have had with severa
Denocrati c Senators who have not publicly cone out for choice
suggest that they are ready to cone out for choice. This is no
| onger a scary issue. Every one of these people, as well as the
people in this audience, has participated in the markets and they
under stand t he power of the narkets.

One of the nost frequent conversations that cones up in
the radio interviews and the conversations is this conflict
bet ween changi ng froma pay-as-you-go systemto a funded system
This is also sonething not to fear.

W are a relatively wealthy country. W are a country
who finds that wealth at an opportune tine. And there is a
chance for us to preserve the prom ses to people that have

al ready been nmade, to fund those prom ses, and, nore inportant,
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to fulfill the aspirations of other generations of Anericans,
aspirations that these intelligent people know, intuitively and
intellectually, cannot be fulfilled by the system we have today.

Now, as | stand here, | think this is an extraordi nary
monment. This is not a system-- and | defend Social Security --
one of the anecdotes | tell is, in 1956, ny grandfather died at
the age of 56. He had 13 children, five of whomwere still under
age seven. |If it had not been for the various insurance
provi sions of Social Security, that would have been a very
different life for nmy grandnother, ny nother, ny uncles and ny
aunt s.

| think the incone redistribution part of Soci al
Security has been very healthy. | think it has been a big part
of eradicating the poverty of old age. So, in that respect, |
differ fromsonme people. But, in that respect, | think is what
gi ves ny nessage credibility.

Denocrats should not fear this. The wage earners and
uni on nmenbers will be the biggest benefits beneficiaries of this.
In the book I give one small little exanple, and | think it is
worth repeating. A 25-year-old person today, given the chance to
earn an average incone of $32,000, given the chance to put about
two-thirds of their Social Security taxes in a private account
and earning 6 percent, historically, a very |ow anount of npney,

that 6 percent would growto be $1.2 mllion. That woul d produce
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a multiple of the benefits that they woul d recei ve under Soci al
Security.

This is not sonmething to fear. This is sonething the
Denocrats shoul d enbrace. Because it is exactly their
constituenci es, whether those are the constituencies of the |abor
uni ons, whether it is the constituencies of African-Anmericans, it
is their constituencies who | believe will benefit nore greatly
t han anybody el se.

There is al so sonething that we should tal k about,
which is the issue of governnent control. | believe choice,
whi ch was inevitably going to lead to privatization in sonme
respect, is a very healthy thing for this country. | think the
anount of capital formation that wll occur real savings as
opposed to the savings of the current Social Security systemis
one that will allow this country to grow at the rate that we have
grown for the last two decades.

We do ultimately need to generate our own savi ngs pool .
We cannot forever be dependent upon the savings pools of other
countries. | believe that is another very significant benefit of
Soci al Security choice.

Now, ny role in this debate is really to follow on the
really extraordinary work of others. | see ny role as a
populizer. | see ny role as sonebody who takes one snall idea

and does ny role in nmaking this broadcast widely. W have
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al ready sold over 30,000 books, which, relative to Soci al
Security book-buying, is a pretty big nunber.

W work with every nmajor brokerage firmin the United
States and we work with nost of the major noney managenent
conpanies in the United States. | suspect that the nessage in
this book will be sent out in mllions of statements to investors
all around the United States in the next three to six nonths.

This is an idea whose time has cone. This is an idea
whose nessage bearer is there in Governor Bush. And | hope to
add to this debate and I hope that ny work and the work of Cato
and the work of so many others can bring this to a successful
conclusion in the next |egislative session.

So, that is why | amhere. | thank you for giving nme
the tine. | feel privileged to speak on this subject at Cato.
And | guess | wll open up for sone questions, M ke.

(Appl ause.)

MR. TANNER We will take a couple of questions.

M5. PLANT: Hi. | amChristine Plante [sp] fromthe
Cato Institute.

| was just wondering what your thoughts are on Senat or
Li eberman' s apparent flip-flop on this issue.

MR. DOKKEN: The Vice President serves at the
President's wish. This is not new It is true in a corporation;

it is true in our Federal system This is not the first tinme a
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vi ce presidential nom nee has had to chew on sone words and enj oy
the taste the second tine around. It is unfortunate, however.
Again, | ama Denocrat. And as a Wall Street Denocrat, | have
appl auded the novenment toward the center of the party. | have
appl auded the enbracing of reducing deficits. | have appl auded

t he constraints on governnment. | have applauded in particul ar

free trade

So, | hope CGore's novenent to the left is not a
novenent of the party to the left. | hope this is not a
throttling of the voices, |ike Breaux, Kerry and Lieberman,

because that would be tragic for ny party. And it would nmean the
exodus of nany people. It would probably nean the exodus of
nyself and it would probably nmean the exodus of a generation of
people. So, fromthat perspective, | think it would be really
sad.

MR. TANNER: M. Mbore?

MR. MOORE: Congratulations on a terrific book. | read
it last week and | just want to appl aud you absolutely for it.
Wien | talk to some of your friends in the financial industry,
sone of these mllions of people that hopefully you wll be
getting the word out to, | hear nore and nore this concern that
the market is at a high, that this is a bubble econony, and why
woul d we want to put all this noney into private accounts in the

stock market now that it |ooks like the market is on a | evel or
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maybe even will fall. And | amsure you have confronted that
argunent many tinmes yourself. How do you deal with it as soneone

in that industry?

MR. DOKKEN: | think there are three very inportant
points to nmake. First of all, making the statenent, "Soci al
Security choice,” is not the sane thing as maki ng the statenent

that 100 percent of sonebody's noney has to go into equities.
This is about choice.

People will choose bank accounts. People will choose
noney mar ket accounts. They will choose bank CD's. They may
choose U. S. Governnent bonds, and, yes, they nake choose stocks,
stock nutual funds. | don't believe that we will allow
i ndi vi dual stocks, but I amnot going to get down to that |ine.
| think there are a couple of other nore inportant points to
make.

As you know, a pay-as-you-go systemtruly doesn't even
have a rate of return. In a static population, static inflation,
static longevity, you would have a dollar that you paid in today
woul d be exactly one dollar 40 or 50 years fromnow. So a
pay- as-you-go systemtruly doesn't have a rate of return. And
that rate of return, if you would express it, would be precisely
zero. Because of tax issues and other issues, it has been

nodest |y above that.
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But because it has been nodestly above that, let's just
take that rate of return. Today, this audience can expect a rate
of return of alittle bit less than 2 percent. Sone nenbers of
t he audi ence can expect a rate of return significantly |ess.

Dr. Jereny Siegel, fromWarton, did a fantastic study.
And | know Jeremy well and |I have been privileged to be part of
his research. In the last 200 years, take every 20-year period,
and the worst 20-year period gives you a rate of return nodestly
above Social Security -- the worst 20-year period. So, if you
chose to put all your noney in stocks, which nobody is going to
suggest, and you accidentally were in exactly the worst period,
you woul d have exactly the sanme rate of return as Socia
Security. But, having said that, of course, people don't nake
20-year decisions about retirement. Retirenent for a 20-year-old
is really 50, 60 or 70 years.

So, when you |l ook at that rate of return, 60 or 70
years, you are tal king about a rate of return that is about 6.6
percent after inflation. So it is going to conpound at a
profoundly higher rate of return than anything in Soci al
Security.

And retirenent is not a cliff. People don't reach
retirenent and take all their noney out. That is just one nore

day in an investing cycle. So | don't think that the risk is
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really in allowi ng people to participate in the equity narkets.
| think the real risk is in not allow ng themto.

Thanks, Steve.

MR. TANNER  Anyone el se? Andrew?

MR BIGGS: | am Andrew Biggs, fromthe Cato Institute.

This is followwng on a little bit fromyour first
answer. The recent ads run by Vice President Gore and the
Denocratic Party have essentially been saying that even a nodest
privatization plan |ike Governor Bush's would cut benefits for
present retirees. Gven the ratcheting up of the rhetoric on
these types of ads, do you think it is going to be possible for
Denocrati c menbers of Congress and the Senate to conme around to
sonet hing, to a nodest privatization, after the election, or do
you think that they have taken the rhetoric to such a level it is
i npossi ble for themto backtrack at this point?

MR. DOKKEN. Well, | have never seen a significant
policy issue that a politician can't backtrack on.

(Laughter.)

MR. DOKKEN: So | have great confidence in their
ability to reverse a trend. But let's just tal k about that.

In the first debate, Gore nade the statenent that every
dol l ar taken out would be a dollar out of sonebody's pocket.
That is an obvious lie. Now, the policy challenge we face is if

we privatize we also have to fund the liability. That is an
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honest policy issue. Gore receives zero points for this because
his plan is really swapping debt for debt. So, he hasn't tackled
this problemin any way.

Qobvi ously, a conmission is going to have to fund that.
Private accounts address a long-termissue. The short-termissue
is still something we are going to have to deal with. That is,
after 2015, if we create private accounts, we exacerbate the cash
flowissues. And we are going to have to address that. | don't
know how we are going to address it.

Are we going to address it with the general account
today? Are we going to do that? Are we going to have a
tenporary increase in the Social Security tax? | don't |ike
that, but that is an option. Are we going to cut benefits?

Anot her option | personally don't Iike.

We have to address these issues. But funding that
future liability, that is a problemthat is an indictnment of
Social Security as it has been created and as it has been
managed. It is not an indictnment to private accounts and it is
not really rel ated.

MR. TANNER: W have a couple nore, one there and one
in the back.

M5. BOKAR: Hi, I"'mKelly Bokar, ConservativeHQ com
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Are there any other areas in which you disagree with Al
Gore, and have you gotten any flack fromyour Denocratic friends
for releasing a book this close to a close el ection?

MR. DOKKEN:. | don't know whether it is releasing the
book, if it's the radio shows, the editorials, |I don't know which
part irritates ny friends the nost. But | do have this friend in
Florida who calls and | eaves these really |ong, nasty
voi ce-mai | s.

Ot her issues? Let nme take two sides of that. | ama
hunter who favors gun control. | am an outdoorsman who favors a
| ot of Gore's positions on the environment. Having said that, |
will admt, his rhetoric and his canpai gn makes ne, and I am sure
it makes a |l ot of people in ny position, really unconfortable.

What is the rhetoric | amtalking about? It is back to
the rhetoric of class warfare and fear. Optimsmis a great
thing. Cdinton, for all his foibles, has followed in the
optimstic tradition of Reagan. That is a |lot easier to get
around that flag and that is a |lot easier to notivate people.

Unfortunately, Gore has, through sonme cal culus of his
own weaknesses or the election, has chosen to create this
i mgery, which really pits people against each other. If you
saw -- and | don't know where | just read this -- union

menbership now is at the | owest point it has been since 1900. So
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this is not a country that is going to be notivated by fear
t oday.

This is a country that, | think, is going to be
noti vated by how do we create nore opportunity, and the kind of
opportunity that has been created relatively consistently since
1980. And I think he has made a bi g m stake, because the
| anguage is clearly the | anguage of class warfare. It is the
| anguage of a significant increase in governnent. His 10-year
pl an doesn't speak to it, but his |anguage does. And which one
is the real Al Core?

MR. TANNER: W have tine for two nore questions.

MR. CHI LERAS: M nane is Phil Chileras [sp].

| ama recent retiree, so | amfacing sone of the
problens. One problemthat | noticed is the problemof the
nunber of options that you have for the payout of any kind of
privatized plan. | amusing a nodel |ike the TIAA-CREF, which
university professors have. And ny brother, who is recently
thinking of retirement now, is a full professor at NYU, in
mat hematics, and he is | ooking at the nunber of options they
have. It is like 30 different ways, a matrix of whether you go
with inflation-adjusted payout or what you | eave to your
beneficiaries after five, 10 or 15 years, the percentage that
could be left to your beneficiaries. It is a real bucket of

WOr ns.
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Has your book dealt with this and the cost of having to
deal with 280 mllion people, with that nunber of very difficult
decisions in terns of payout?

MR. DOKKEN: Well, you really have two questions. |
Wil try to briefly touch on both. The first question is choice
and confusion and conplexity. That is a difficult question to
answer because, with opportunity, cones this responsibility. It
is not free. Choice accounts are not going to remain a teaspoon
fromthe bow of Pablumto the nouth. That is the beautiful
thing about it. And those choices are alnost all in your
benefit.

And in the particular choice that you are talking
about, one of the things that just excites nme is that in those
choices will be a choice not only for a lifetine incone, which
you have under Social Security, but alnost certainly a lifetine
income with a property result for your heirs.

So, in some mx of nortality statistics, either your
spouse or your children will have part of that inheritance,
sonething that they don't get in Social Security today. So, yes,
okay, there is sone confusion with that. There will probably be
a whol e industry to help with that confusion

And for the record, it may not be an industry that
i nvol ves conpanies like mne. You will have different solutions.

You nmay have sonething just |like the Federal Thrift Savings Pl an,
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which is a nmatter of a few basis points. You nay have sonet hi ng
i ke TIAA-CREF, which is also a matter of a few basis points.

People will have the right to choose what | evel of
service, what |evel of sophistication and what |evel of price.
That is the world that | would inmagine.

As it relates to your second question, which is a cost
question, | think I wll try to answer that in the same | evel of
choice. There will probably be sone very sinple choices that
wi Il have very sinple costs, and that will be great and people
can freely choose those. It mght look a lot |like the
st akehol ders pension systemthat is in England today.

Alternatively, there will be nore sophisticated
solutions at a higher price than other people may want and
desire, and people will have the right to choose that which is
nost appropriate to them

MR. TANNER: Last question down here.

MR. ROSENBERG. | am Joel Rosenberg, Novenber
Conmruni cat i ons.

You referenced two things that | wanted to briefly
follow up. One is you tal ked about the sea change politically
and the whole rise of the new investor class. | want you to talk
alittle bit nore about the perceptions of Wall Street bei ng what

Main Street can |look to for their financial future versus | ooking
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to Washi ngton and how that is changing and how that will affect
this debate.

Al so, you nentioned a little bit about what your
conpany is doing in Social Security privatization in other
countries and what kind of |essons we mght be able to draw out
of what you are seeing with your conpany in terns of what nay be
com ng over the horizon for us.

MR. DOKKEN: Let nme start with the second one first.

It is actually sonewhat hunorous to see how agoni zing this issue
is here in capitalist United States whereas how little agony has
gone into it in Poland or Sweden. | nean, it is really hunorous.
And even in CGermany, CGernmany is going to have sonmething. They
have sonmething that is partially there today. And they are going
to have a major plan, clearly. But Sweden, ny conpany's nane is
Scandi a; we are the nunber one provider of a type of product
called unit linked, which in the United States is called variable
annuities. This is the largest private pension product of

i nsurance conpani es, and we are the | argest.

In every one of these markets we are either one, two,
three, four, or five. And it really has cone down to a whole
series of choices. People are given, in many cases, a government
option, and they alnost all go to a private option. It is alnpst

hunmor ous how painful this debate is here when we have the noney
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and we have the sophistication and it should be the sinplest
conversation here. That is sonmething | find interesting.

What was your first question?

MR. ROSENBERG. The investor class, and Main Street
| ooking to Wall Street.

MR. DOKKEN: In ny parents' generation, they were of a
little different experience than so many people. Neither of ny
parents had a corporate pension. So, when IRA" s cane on, | can
remenber as a child how inportant it was, and they started
investing init, and it was all banks. Then | becane a
stockbroker. And at the point | becane a stockbroker, ny father
wanted to nove from banks to the markets. Over the last 20
years, | don't know how many tinmes | have thought, you know what ?
It's a bear market, back to Steve's point, it is a bear market,
this is a bear market.

My father never budged. He never budged. So, ny
father, with his very small savings, has seen those savings
i ncrease probably sonewhere around -- let ne think this through
qui ckly -- around 10 times, because he cane in at sonewhere
around 1,000, or a little bit over 1,000, in the Dow-Jones. So
hi s savi ngs have increased approximtely 10 tines.

Well, that history mrrors many, nmany other people in
this country. And when that kind of wealth is created, because

our econony is gromng at the rate it is growng and profits are
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growing at the rate they have grown, people aren't |ooking to
Washi ngton as a solution. They are |ooking to their own
managenent of their own portfolios, and | think that we are going
to see that in this election. This is not turning as clearly as
Vi ce President Gore would have thought.

Peopl e are fundanentally nore self-directed today than
they were 20 years ago. | think that has profound inplications,
and that is a kind of good libertarian thing, don't you think?

MR. TANNER:  Absol utely.

MR. DOKKEN: | think that is it, and |I thank everybody.
Thank you, M chael.

(Appl ause.)

MR. TANNER  Thank you, Wade. W very nuch appreciate
it. | think what you have said today is an indicati on of how
many thoughtful Denocrats are coming to this issue, fromny good
friend Ti m Penny, who has been working with the Cato Project for
a long time, people |like Pat Myni han and Bob Kerry and Charlie
Stenholm W have identified sonewhere around a dozen candi dates
for Congress who are Denocrats who are running on a
pro-privatization platform So, certainly that is an issue now
in sonme wi ngs of the Denocratic Party, and we certainly hope you

w Il continue to speak out and push your party in that direction.
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For everyone el se, we have sone copi es of Wade's book
here. If you would [ike to buy them they are right outside. |
am sure Wade woul d be happy to sign themfor you

O her than that, lunch is upstairs. Thank you all very
much.

(Appl ause.)

(Wher eupon, the Book Forum was concl uded.)
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