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Step One:  Calculate Policy Effects on Receipts  (See chart to right)

Columns 4 through 9 contain forecasts of system receipts provided by the Social Security 
Administration. Columns 10 though 16 encompass the calculation of policy effects on 
receipts as described below.

 POLICY A  •  Collect Employer’s Portion of the Payroll Tax  (Column 10)

Policy A eliminates the worker’s portion of the payroll tax and allows workers to save their 
portion of the tax and build a nest egg in a protected personal account. 

 POLICY B  •  System On-Budget Transfers  (Column 11)

Policy B continues on-budget transfers to the Social Security trust fund at the 2007 
Social Security Administration forecast.

 POLICY C  •  Capture Growth Generated Reciepts  (Columns 12-14)

Policy C specifically requires the government to use the greater tax receipts generated 
through the legislation’s impact on GDP growth to help finance the transition to the new 
system. Column 12 shows federal tax receipts in absence of reform. Column 13 shows 
federal tax receipts when reform is adopted and greater GDP growth is achieved. The 
difference between columns 12 and 13 is shown in column 14 and represents captured 
growth. Column 14 is combined with columns 10 and 11 to calculate total receipts as 
shown in column 16. In comparing projected receipts without the new policies (column 
15) with the receipts after the new policies, a significant difference is apparent. In the first 
few years column 15 is much larger than column 16. However, greater growth in GDP 
aids the new system in quickly outpacing the old program.

1. The model assumes the average annual federal tax revenue, 
after personal accounts are adopted, can be expressed as 
15.55% of GDP.

2. When making the initial benefit calculation using the 
Consumer Price Index-Urban Wage Earners (CPI-U) instead 
of the wage index the model assumes the average difference to 
be 1.1%.

3. In calculating savings by changing the cost of living 
adjustment (COLA) to the C-CPI-U instead of the CPI-U, 
the model assumes the difference to be approximately .6 of a 
percent.

Model Assumptions

Three Steps to Individual Choice and Freedom

The following tables demonstrate the 
projected impact of eight specific policies 
on Social Security and Medicare receipts, 
outlays, and accumulated funds. For sim-
plicity and consistency all figures are repre-
sented as a percent of either the 2006 Social 
Security Administration (SSA) intermediate 
projection of Gross Domestic Product (GDP) 
(column 2) or the author’s projection of GDP 
(column 3). The following analysis is broken 
down into three steps. In step one, reform 
policy effects on receipts are calculated. In 
step two, reform policy effects on outlays are 
calculated and in step three the overall effect 
of debt financing on accumulated funds is 
determined.

4. When projecting the time for which the current system 
would need to remain intact the model assumes the average 
life expectancy of a 65-year-old is 18 years.

5. The model assumes that Disability Insurance (DI) outlays 
are represented as .53% of GDP.

6. All other forecasts for Social Security outlays and receipts 
come from actuarial projections published by either the Social 
Security Administration (SSA) or the Department of Health 
and Human Services (HHS).
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                                                                                                       Real Outlay Comparison Using SSA 2006 intermediate Estimates 

Step Two:
Calculate Policy Effects on Outlays

Columns 20 and 21 in this table show 
the effects policies D through H have on 
program outlays. In order to calculate the 
current liabilities of Social Security and 
Medicare, the programs are broken into 
separate liability sources and displayed 
as a percent of the 7.65% Solution’s 
forecast of GDP in columns 2 and 3.

 POLICY D • Calculate Initial Benefit
 Level Using Price Index  (Columns 5-6)

Policy D changes the way initial retire-
ment benefits are calculated. Rather 
than use a wage index, a price index is 
used. The resulting difference between a 
wage indexed initial benefit and a price 
indexed initial benefit can be seen by 
comparing columns 5 and 6.

 POLICY E • Discount OASI Benefits
 During Transition  (Columns 7-12)

Policy E drives the transition to the new 
system. Future OASI benefits for work-
ers who have had the opportunity to 
invest their portion of the payroll tax 
in a Protected Personal Account will be 
gradually discounted. The discount is 
calculated according to the number of 
years they have accumulated funds in 
their account until, after 25 years, the 
transition will be complete.

 POLICY F • Switch from CPI-U to
 C-CPI-U  (Columns 13-15)

In December of 1999 a new price index 
was started to more accurately project 
increases in the cost of living. Policy F 
changes the price index used to calculate 
annual cost of living adjustments to the 
new index. 

 POLICY G • Discount Medicare
 Benefits  (Columns 16-18)

Policy G illustrates the way the transition 
between the old and new Medicare systems 
will be accomplished. In column 16 Medicare 
benefits are discounted for workers ages 23-40 
as Protected Accounts become large enough 
to cover healthcare costs. All new workers 
and those under the age of 23 at the time the 
plan is implemented will not be eligible for 
Medicare and will be required to purchase, 
at minimum, a catastrophic health insurance 
policy. 

  POLICY H • Continue DI Benefits
 (Column 19)

Policy H illustrates the reform’s commitment 
to continue to pay Disabilities Insurance 
benefits in their current fashion.

After showing the effects of these five policies 
on outlays for the different parts of the 
system in columns 15, 18, and 19 they are 
summed to show total outlays in column 
21. When comparing new policy outlays 
with current policy outlays (column 20) we 
see that outlays without the new policies are 
higher and increase to unsustainable levels. 
This effect can be attributed primarily to the 
switch from a system that makes government 
responsible for individual livelihood to 
one that allows for individual choice and 
freedom.
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Step Three: Debt Finance the Transition  (See chart to left)

The final step in calculating the impact of the 7.65% Solution is to 
determine the effect debt financing will have on the overall transition 
trust fund. This calculation is made assuming a four percent nominal 
interest rate and is shown in columns 1-9. Columns 10 and 11 show 
transition trust fund balances given current policies and new policies 
respectively. The current SSA projections of outlays and receipts fail to 
keep Social Security and Medicare solvent.

Paying Down the National Debt

Assuming the GDP growth rate is just over 1.3% above SSA projections 
the Social Security and Medicare systems will reach solvency in 26 years. 
Once this occurs a real trust fund will be established and invested in 
corporate bonds in order to utilize those funds in helping to further grow 
our economy. With a conservative four percent annual return on corporate 
bonds the real trust fund will quickly begin to achieve investment income 
greater than projected outlays and will be large enough to extinguish the 
national debt.

2006  – Before Reform 17.40%

2007  – New Social Security system begins 15.55%

2033  – Social Security returns to solvency 15.55%  
 and a real trust fund  is created

2034  – Employer payroll tax is eliminated 13.70%

2038 – Reduction of national debt begins 13.70% 

2046  – Final payment to eliminate  12.51%  
 national debt

2049  – Personal account system fully 12.51%  
 implemented

Protected Account Nest Eggs  •  Annual Earnings Beginning at $20,000

(Historical market rate of return adjusted from 10% nominal to 7% inflation adjusted)

55 Years 
Total Fund: $2,112,406 
Income: $1,695,156 
Investment: $417,250 

40 Years 
Total Fund: $628,232 
Income: $443,408 
Investment: $184,824 
 

25 Years 
Total Fund: $161,607 
Income: $88,585 
Investment: $73,022 
 10 Years 

Total Fund: $26,782 
Income: $7,538 
Investment: $19,244 
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It is important not to lose sight of the real goal of any retirement system—providing adequate income for a 
dignified retirement. Under the 7.65% Solution even those with modest incomes can accumulate a significant 
nest egg. The example below illustrates the dramatic growth and sizable retirement nest egg that can be built 

over a working lifetime by someone who enters the workforce with an annual wage of $20,000.
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Dynamic & Static Score Results

No Reform – Scenario 1

7.65% Solution – Scenario 2 

Dynamic SSA – Scenario 3

Dynamic CBO – Scenario 4

Static SSA – Scenario 5

Static CBO – Scenario 6
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Trust Fund Balance Forcasts

between 2068 and 2070. The dynamic 
model represented by scenario 2 most 
rapidly achieves solvency and its methods 
are based on empirical evidence acquired 
following the Chilean reform of 1981.

Definitions
SSA Social Security Administration

CBO Congressional Budget Office

GDP Gross Domestic Product

OMB Office of Management and Budget

Assumptions – Vary on two points:

1.  70% of new investment will be made 
domestically and 30% will be offset by foreign 
investment.

2.  Workers will reduce their current savings 
by 30% of new savings (personal account 
contributions).

3. All estimates are based on the intermediate 
assumptions of the Social Security Admin-
istration’s 2005 Trustees Report.

For simplicity the account contributions begin in 
2008. Additionally, PIA-formula-indexing begins 
in 2008 (that is, benefits are slightly lower in 
2008) and COLA offsets begin in 2008 as well.             
OAI-benefit reduction begins for those born in 
1947 (that is, those who are 62 in 2009).

The 7.65% Solution has undergone rig-
orous evaluation to determine its effective-
ness. It has been evaluated by a number 
of independent groups using a variety of 
modeling methods. While these evalua-
tions have produced a range of results there 
has been consensus in the 7.65% Solution’s 
ability to bring Social Security to solvency. 

Policy Simulation Group Modeling

The Policy Simulation Group (PSG) is an 
independent, internationally recognized 
simulation and analysis firm. PSG is a 
contributor to the SSA’s computer modeling 
system and is well versed in modeling Social 
Security reform proposals. 

This examination of the 7.65% Solution 
contrasts the current system and five 
competing reform scenarios. 

The SSA’s current system outlook is repre-
sented in the graph as Scenario 1.  

The 2nd scenario was produced by the 
author and includes the budget transfers 
specified in the legislation and forecasts 
new GDP figures using a dynamic growth 
model.

The 3rd and 4th scenarios represent 
dynamic analyses contrasted by SSA 
growth assumptions and CBO growth 
assumptions respectively. The two scen-
arios differ only in that the SSA scenario 
provides for an equity premium of 3.5% 
above the treasury rate while the CBO 
scenario allows a risk adjusted rate of 
return on investment of 0% plus the 
treasury rate.

The 5th scenario is a static analysis and 
utilizes the SSA’s growth assumptions.  
The 6th scenario uses the CBO’s growth 
assumptions and is also a static analysis.

Due to the limitations of some models, 
scenarios 3 through 6 omit Medicare and 
assume a 6.2% account. The 2nd scenario 

includes Medicare and assumes a 7.65% 
account.

Results

The results of these analyses show that by 
taking a more realistic view of the effects 
of savings (scenarios 3 and 4) the long-
run outlook for the 7.65% Solution is 
improved.  

The graph above illustrates the five Trust 
Fund Balances resulting from the analyses 
of the 7.65% Solution assuming an account 
adoption rate of 100%. According to the 
dynamic output of scenario 2 the Trust 
Fund will remain in a positive balance 
until 2013. This does however assume the 
existence of currently available Trust Fund 
dollars and thus implies a repayment of all 
borrowed funds.

The static SSA Trust Fund balance falls 
to nearly minus $39 trillion in 2064 and 
then begins a rapid reduction of debt. The 
static CBO Trust Fund balance reaches 
a low of minus $43 trillion in 2068. In 
both cases the rapid turnaround can be 
attributed to the ever shrinking number 
of participants in the traditional program 
from 2043 and forward.

The dynamic SSA and CBO Trust Fund 
balances have a smaller accumulation of 
debt and bring the system into solvency  
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