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Social Security

Figure 4.1
Current Social Security System
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SOURCE: 2003 Trustees Report, Table IV.B1.

In theory, Social Security is supposed to continue paying benefits after
2018 by drawing on the Social Security Trust Fund. The trust fund is
supposed to provide sufficient funds to continue paying full benefits until
2042, after which it will be exhausted. At that point, by law, Social Security
benefits will have to be cut by approximately 27 percent.

However, in reality, the Social Security Trust Fund is not an asset that
can be used to pay benefits. Any Social Security surpluses accumulated
to date have been spent, leaving a trust fund that consists only of govern-
ment bonds (IOUs) that will eventually have to be repaid by taxpayers.
As the Clinton administration’s fiscal year 2000 budget explained it:

These [Trust Fund] balances are available to finance future benefit payments
and other Trust Fund expenditures—but only in a bookkeeping sense. . . .
They do not consist of real economic assets that can be drawn down in
the future to fund benefits. Instead, they are claims on the Treasury that,
when redeemed, will have to be financed by raising taxes, borrowing from
the public, or reducing benefits or other expenditures. The existence of
large Trust Fund balances, therefore, does not, by itself, have any impact
on the Government’s ability to pay benefits.

Even if Congress can find a way to redeem the bonds, the trust fund
surplus will be completely exhausted by 2042. At that point, Social Security
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