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INTRODUCTION 
 
For decades, pundits have been warning that the current trajectory of the Social Security system is 
unsustainable. When the system was first established in 1935 there were 40* workers for every retiree. By 
2025, the number of workers was a mere 2-3* for every retiree. At the present rate, it is estimated that the 
Social Security system will have to reduce benefits to every retiree by 21% in 2033 if nothing is done to 
make the system more viable1. 
 
Proposals have been suggested that would impose significant tax increases on all taxpayers to close the 
delta, or to raise the retirement age, or to further tax the Social Security recipients themselves. Each of 
these suggestions can be very painful.  
 
However,  there is a better way.  
 
For decades, some analysts have recommended that the system be modified to allow for investment of at 
least some Social Security funds in the stock market, as opposed to very conservative treasury notes. But 
this suggestion has been a dead end primarily because of pushback by many who claim that the placement 
of any funds in the stock market would inject too much risk into the stability of the Social Security Trust 
Fund.  
 
Even those elected officials who vehemently disagree with this notion nevertheless hold back on 
embracing full or partial stock investments for fear of the political blowback that would come from the 
opposition party or the media making claims that the pro-investment officials were seeking to risk or cut 
the Social Security payments for millions of Americans. 
 
A quick analysis of the numbers clearly proves that these concerns about potential losses to the Social 
Security system as a result of stock investments are totally unfounded. In fact, it is shocking as to how 
much money has been lost to the system over the last 20 years because of the overly cautious investment 
schemes propagated by those managing the Social Security Trust Fund.  
 
Despite all the ups and downs of the market, including the most volatile times such as the aftermath of 
9/11, the pandemic, or the real estate crash of 2007, had the Trust Fund been invested in a Standard & 
Poor’s index fund in 2005, it would be flush with an additional $8.8 trillion than is presently the case2. 
Privatizing just 25% of the Trust Fund would have resulted in an additional $13,775 more per person3. 
 
In 2005, the Social Security Trust Fund held $1.81 trillion in its accounts. In 2025, the fund was at $2.8 
trillion. This is an increase of 55.6%, which equates to a paltry 2.2% annual increase.  
 

3 Fiscal Year Trust Fund Operations 

2 This estimate was calculated using the compound growth of the S&P 500 total return index (which includes 
reinvested dividends) from 2005 to 2025. 

1Social Security Faces Serious Financial Shortfalls and Other Takeaways From the Trustees Report. 
Retiree Resources: Understanding Social Security | Western Conference Teamsters 
How Secure is Social Security? | F&M Trust 
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Meanwhile, the Standard & Poor's Index rose an average of 9.82% over that same period. The index in 
January of 2005 was at 1,181. By January of this year, that number was 5,979, an astonishing 406% 
increase. This means that a $100 investment in the S&P 500 at the start of 2005 would have grown to 
around $745.98 by the end of 2025, assuming all dividends were reinvested.​ 
 
The 406% increase cited for January 2025 would have increased to 420% at the peak of the S&P market 
in February of 2025. However, it is essential to note that even with the sharp decline in the market since 
President Trump’s tariff discussions began, there would still, as of April 18th, 2025, have been a 
remarkable 373.5% increase in the Trust Fund since 2005.  
 
 
DIFFERENT OPTIONS FOR GROWTH 
 
There are two ways to seek greater returns through the market for the Social Security system to become 
more viable. The first is along the lines of that prescribed by former presidential candidate Steve Forbes. 
Forbes proposed a system whereby younger Americans would be able to have greater control over the 
funding they lay out for the Social Security system through their tax payments. Instead of all of the money 
in their FICA (Federal Insurance Contributions Act)  taxes going to the government, a portion can remain 
under the control of the private individual, who can then utilize those funds to open their own 401K type 
account that will grow over the years.  
 
Forbes's Social Security Privatization Proposal 
Forbes proposed a significant overhaul of the Social Security system. 
 
Forbes argued that the existing Social Security system offered a modest return, estimating a lifetime 
return of about 2.2% for the average worker. In contrast, he highlighted that historical returns from stock 
market investments ranged between 9% to 10% annually. He believed that transitioning to a system with 
personal investment accounts would provide a more substantial retirement income for future retirees.  
 
Key Components of Forbes' Proposal: 
 

1.​ Personal Retirement Accounts (PRAs): Forbes advocated for younger workers to have the 
option to divert a portion of their payroll taxes into PRAs, similar to IRAs or 401(k) plans. These 
accounts would be individually owned and invested in government-approved stocks and bonds, 
with the potential for higher returns compared to the traditional system4.  
 

2.​ Phased Implementation: The plan proposed a gradual increase in the percentage of payroll taxes 
that could be allocated to PRAs, starting with 4% in 2002 and reaching up to 8% by 2006. This 
approach aimed to ensure a smooth transition without abruptly disrupting the existing system5.   

5 Frank Baumgartner's Website 
4 Forbes Pumps Up Social Security Issue, and His Image 
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3.​ Protection for Current Beneficiaries: Forbes emphasized that individuals aged 55 and older 
would experience no changes to their benefits. The existing Social Security system would 
continue to honor its commitments to current and imminent retirees, ensuring that promises made 
were promises kept6. 

4.​ Tax Incentives and Flexibility: The proposal included provisions to make the assets in PRAs 
free from federal income tax. Additionally, workers would have the freedom to choose their 
retirement age, access their accounts around age 60 (five years before the current age for full 
benefits), and pass on any remaining assets to their heirs, promoting greater flexibility and 
ownership7.   

5.​ Government Guarantee: To mitigate potential risks associated with market fluctuations, Forbes 
proposed a government-backed minimum benefit, ensuring a safety net for retirees whose 
investments might underperform. This measure aimed to combine the advantages of private 
investment with the security traditionally associated with government programs8. 

Rationale Behind the Proposal: 
Forbes believed that allowing individuals to invest their Social Security contributions would harness the 
power of compound interest, potentially yielding higher retirement incomes. He argued that this shift 
would promote personal ownership, reduce government intervention, and address the long-term solvency 
concerns of the Social Security system.  
 
Critiques and Challenges: 
Critics of the proposal raised concerns about the financial implications of diverting payroll taxes into 
private accounts, particularly regarding the funding of current retirees' benefits during the transition 
period. There were apprehensions about increased financial risks for individuals due to market volatility 
and the potential for significant costs to the government if investment returns were lower than expected9.   
 
Despite these debates, Forbes' proposal contributed to the broader national discussion on Social Security 
reform, highlighting the need to explore innovative solutions to ensure the program's sustainability for 
future generations. 
 
One version of the Forbes plan assumes that “5 percent of the present payroll tax is diverted into private 
retirement accounts; an extra 1.5 percent payroll tax is imposed to help pay off Social Security’s past 
liabilities; and the remaining Social Security program is converted into a modest flat-rate pension plan 
that can be financed with a tax rate of just 7.4 percent.”10 
 
The privatization plan described above requires substantial federal borrowing over a transition period that 
lasts about three decades. At the time, actuaries estimated this would require the Treasury to issue about 

10 Privatizing Social Security: The Troubling Trade-Offs 
9 Los Angeles Times 
8 On The Issues 
7 Los Angeles Times 
6 Frank Baumgartner's Website 
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$2 trillion in extra debt, an amount equal to slightly more than 20 percent of national income at the point 
of peak borrowing. The Treasury was assuming a 2.3 percent interest rate to borrow these funds11. 
According to an article published by the Cato Institute: 
 

Commentators claim partial privatization would mean that pensions could be lost in a financial 
crash. That ignores that the money isn’t all invested or withdrawn at the same time, meaning that 
the performance in a single year isn’t crucial. The returns from the normal income pension is 
around 2% per year, but from the private accounts the average Swede has made an impressive 
average return of roughly 10% a year since its inception in 1995, despite the dot-com crash, the 
financial crisis and the pandemic12. 

 
Successful Privatization Accounts in Sweden 
It is interesting that there is so much fear within America regarding investment in equities for retirement 
systems given that there are successful prototypes that have already been established in other Western 
democracies. Most ironic is the huge gain in retirement investments in the stock market by Sweden, 
which many Americans consider a semi-socialist nation.  
 
The success of the Swedish program should assuage American capitalists of their irrational fear of placing 
at least some retirement funds into equities. Sweden, like Australia, has adopted a system along the lines 
of what Forbes has proposed for the U.S., whereby individual employees can direct their retirement 
contribution toward an individualized account of which the employee would have the freedom to invest in 
various growth opportunities. The results have been quite good.  

If a person began contributing to Sweden’s Premium Pension system in 2005 and invested in the default 
government-managed fund (AP7 Såfa), they would have seen strong growth over the past 20 years. The 
AP7 Såfa fund has performed exceptionally well, averaging about 14% annual returns. In some standout 
years, such as 2021, 2023, and 2024, the fund returned 31.5%, 18.4%, and 27.3%, respectively13. 

Assuming consistent annual contributions of SEK 10,000 (Swedish Krona), over a 20-year period and 
compounding at that 14% average rate, the individual’s account would have grown to approximately SEK 
910,200 by 2025. 

Successful Privatization Accounts in Australia  

If you had started contributing $10,000 AUD per year to an Australian superannuation fund in 2005, by 
2025 your investment would have grown significantly, depending on the performance of the fund you 
chose. With a conservative average return of 5.8% per year, which is typical for balanced funds, your 
superannuation would have grown to about $30,883 AUD. If you had invested in a higher-performing 
growth fund with an average return of 6.4% per year, your account balance would have risen to around 
$34,581 AUD. 

13 Sweden’s AP7 reports average returns of 18.4 per cent 
12 How Sweden Saved Social Security | Cato Institute 
11 Privatizing Social Security: The Troubling Trade-Offs 
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These calculations assume consistent annual contributions and do not account for factors like fees or 
taxes. Over time, even with a steady contribution, the power of compound interest and the performance of 
the investment would result in significant growth. For example, funds like AustralianSuper's Balanced 
Option and First Super's Growth Option have shown strong returns over the long term, highlighting how 
consistent contributions can build wealth in Australia's superannuation system14. 

Had the Australian system been based on the poultry 2.2% average return that we get in the U.S., the 
Australian recipient would be sitting on a mere $276,400. as opposed to $439,023.70 AUD total. 
 
 
OPTION B: Partial Investment of the Trust Fund in a Stock Index Fund 
 
The idea of taking all, or at least a portion, of the reserves in the Social Security Trust Fund and placing 
them in a stock market index fund to derive greater returns on investment is not a new one. It was one of 
the several recommendations proposed in a federal panel, circa 1996, entitled the Social Security Advisory 
Council. It was established by Congress through the Social Security Independence and Program 
Improvements Act of 1994.  
 
While some members favored the Forbes approach of creating individual accounts controlled by the 
taxpayer, others called for a portion of the Trust Fund to be invested in equities. As noted in the report: 
 

As stated in the section on agreed-upon "findings, principles, and recommendations," the Council 
favors the movement from pay-as-you-go financing to partial advance funding of Social Security. 
When the size of the fund was limited to a contingency reserve -- defined as a reserve equal to 
100 percent to 150 percent of the next year's outgo -- earnings on investments made little 
difference to long-range financing. Now with the trust fund ratio soon moving beyond 150 
percent (the fund is currently at about $500 billion, 140 percent of next year's outgo), the return 
on investment can make a major difference in long-range financing. The plan, therefore, proposes 
to change investment policy from exclusive use of special Government issues with a yield equal 
to the average on all outstanding long-term debt of the United States (projected to average 2.3 
percent in real terms over the next 75 years). Under the plan, Social Security, like other public 
and private defined benefit pension plans, would invest a sizable portion of the growing fund in 
private equities15.  

 
One group of Council members favors a maintenance of benefits (MB) plan. It would maintain 
the present Social Security benefit and tax structure essentially as is, though with an extension of 
the benefit computation period, or alternatively a small increase in the contribution rate, and 
coverage of newly hired State and local government employees. The plan would gain revenue by 
more complete Federal income taxation of current Social Security benefits and by a redirection of 
some taxes on OASDI benefits now going to the HI Trust Fund phased in between 2010 and 
2019. The goal of eliminating "drifting out of balance because of the passage of time" would be 
reached in this plan by a 1.6 percent combined employer-employee payroll tax increase in 2045. 

15 1994-96 Advisory Council Report  FINDINGS, RECOMMENDATIONS AND STATEMENTS 
14 Investment options | First Super 
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It envisions, after a period of study and evaluation, the possibility of a large-scale investment of 
OASDI Trust Fund monies in the equity market in order to help bring the program into balance 
and to greatly improve the money's worth ratios for young workers and future generations. The 
analysis in the report assumes that this change would be made within a few years16. 

The important specific provisions are as follows: 

All Social Security benefits in excess of already taxed employee contributions would be included 
in Federal taxable income and the proceeds deposited in the OASDI Trust Funds. This includes 
revenue now going to the HI Trust Fund, which would be redirected to OASDI phased in between 
2010 and 2019 as Medicare is refinanced for the long run. 

All State and local government employees hired after 1997 would be covered under Social 
Security17. 

The benefit computation period would be extended from 35 to 38 years phased in over the 
1997-1999 period, reducing benefits an average of 3 percent, or alternatively, contribution rates 
would be increased in 1998 by 0.15 percent of covered wages for employees, matched by the 
employer. 

Except for the possible alternative of a small 1998 increase, deductions from workers' earnings 
and the matching contributions of employers would not be increased for the next 50 years at 
which time, in order to meet the new actuarial test of a stable trust fund ratio at the end of the 
75-year estimating period, the combined employer-employee payroll tax rate would be increased 
by 1.6 percentage points. 

The supporters of the MB plan have urged the adoption within the next year or two of changes 
that would reduce the 2.17 percent of payroll deficit to 0.80 percent of payroll, thus postponing 
the estimated trust fund exhaustion date from 2030 to 2050. And they have urged for further study 
and examination a plan that would eliminate the remaining 0.80 percent of payroll deficit by 
investing a portion of future trust fund accumulations in stocks of private companies indexed to 
the broad market. 

Historically, the differential between the real return on Government bonds and the real return on 
stocks has been about 4.7 percentage points per year. Under this proposal the major part of the 
OASDI Trust Funds would still be in Government bonds drawing a projected 2.3 percent real 
return, and up to 40 percent of the funds would be invested in stocks projected to draw 7 percent 
real return. This means that under the plan the total real return on the total fund would eventually 
build up to 4.2 percent. Consideration should also be given to investments in corporate bonds and 
instrumentalities of the United States such as Fannie Mae, which would raise the return somewhat 
further. 

17 1994-96 Advisory Council Report  FINDINGS, RECOMMENDATIONS AND STATEMENTS 
16 1994-96 Advisory Council Report  FINDINGS, RECOMMENDATIONS AND STATEMENTS 

 
7 

https://www.ssa.gov/history/reports/adcouncil/report/findings.htm#13
https://www.ssa.gov/history/reports/adcouncil/report/findings.htm#12


 

The eventual 40 percent stock investment share is arbitrary. It is conservative by private pension 
standards -- these private pensions typically invest over 40 and up to 60 percent of their funds in 
equities. It is also a rather conservative attempt to capture directly for Social Security some of the 
economic benefit to the nation from investing the Social Security surpluses in Government bonds. 
When an additional dollar of Social Security reserves is invested in Government obligations (and 
assuming no change in taxes or spending in the rest of the budget), it absorbs an additional dollar 
of Federal borrowing, thereby releasing an additional dollar of private savings for private 
investment. Thus, it could be argued that the proper credit for the economic contribution of 
building the Social Security fund would be the return on all physical capital, about 6 percent net 
of corporate taxes, rather than the 4.2percent sought by this plan. 

Yet it seems wise to adopt a policy of seeking a conservative return for Social Security in this 
plan since it would be a considerable departure from current practice. In any case the 40 percent 
allocation to equities is not a magic number -- the share could be 35 percent of 45 percent. 

In evaluating this proposal, the Council had outside help in stochastic modeling of the degree of 
financial risk involved as the amount put in private equities is increased. (See "Presentations to 
the Council," Volume II of the Council's report, pp. 341-345.) When considered over a long 
period of time, the model showed only a slight increase in financial risk at this level of 
equity investment. As a matter of financial theory, the diversification achieved by investing in 
both stocks and government bonds should also reduce portfolio risk for the OASDI Trust Fund. 
Under the MB plan as presented, investment in equities would begin in the year 2000 and reach 
40 percent of the accumulations by 2014. 

The trust fund investment in equities would be overseen by an investment policy board nominated 
by the President and confirmed by the Senate. The investment policy board would be subject to 
legislated fiduciary standards mandating that trust fund investment policy is intended solely for 
the economic benefit of Social Security participants, and not for other economic, social, or 
political objectives. The investment policy board would have two major responsibilities: (1) 
selecting among alternative passive market indexes, and (2) conducting a competitive bidding 
process to select the equity index portfolio managers. The investment policy board would be an 
expert panel charged with selecting among passive market indexes such as the Standard and 
Poor's Indexes, the Wilshire Indexes, the Russell Indexes, and various other U.S. and global 
market passive indexes that may be developed in the future. Selection of the portfolio manager or 
managers would be competitively bid among leading equity index managers serving large 
institutional accounts, with the objective of securing the highest level of technical expertise and 
relevant portfolio management experience at the lowest possible cost. The investment policy 
board would monitor portfolio and investment manager performance, and consider changes from 
time to time in the passive index or portfolio managers as appropriate. 

It would also be important to determine the best way to neutralize the effect of Social Security 
holdings on stockholder voting on company policy. Perhaps just barring the voting of Social 
Security-held stocks by law would be enough. Or it might be desirable for voting of Social 
Security stocks to automatically be scored in the same proportion as other stockholder votes. Or if 
some votes on important policy such as changing management requires more than a majority for 
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approval, perhaps the computation of the base to which the proportional vote is applied should be 
computed without counting stock held by Social Security. In one way or another, the neutrality of 
Social Security's voting rights should be established. 

It is important not to confuse this proposal to invest part of Social Security funds in stocks 
indexed to the market with the various individual account proposals from other Council 
members. The sole purpose of Social Security's investment in equities is to secure a higher return 
than can be obtained from the present practice of investing all funds in Government bonds. 
Otherwise, the Social Security structure would be little changed. Social Security would remain a 
defined benefit plan with the amount of benefits and the conditions under which they are paid, 
and the definition of who pays how much, continuing to be a matter of Federal law. The program 
would continue to be administered by the Federal Government. The individual account proposals, 
by definition, establish compulsory savings plans with the individual investing the savings and in 
retirement getting back whatever the investment yields. In other words, individual accounts 
represent a partial shift from a defined benefit plan to a defined contribution plan like a 401(k) or 
an Individual Retirement Account (IRA). The MB Plan remains a defined-benefit plan. 
(Emphasis added.) 

 
Had congress implemented these suggestions back in 1996, the 9.3% average rate of return in the 
Standard and Poor's index would have brought the trust fund to $5.6 trillion today, over twice as 
much and presently sits in the reserves18. Even if only part of the trust fund was invested in the 
index, it is still obvious that the reserves would be more plentiful today19. 
 

The Trust Fund is Now Running Annual Deficits 
 
Until just a few years ago, the Social Security system had more money coming in on an annual basis than 
was needed to make payments to the elderly recipients. Thus, surpluses developed. In 2005, total income 
to the Old-Age, Survivors, and Disability Insurance Trust Funds took in approximately $701 billion, 
which was more than the approximately $529 billion that they spent. This pattern of taking in more 
money than was being spent continued for several years until it peaked in 2020 when the trust funds took 
in approximately $1.118 trillion while spending  $1.107 trillion. By 2021, however, the trend started to 
reverse as the trust funds took in $1.088 trillion while spending approximately $1.107 trillion.  
 
Since then, the  reserves have slowly been depleting. The trust fund reserves peaked at approximately 
$2.908 trillion in 2020, lessening to approximately $2.721 trillion in 2024—a depletion of approximately 
$187 billion in just 4 years.  
 

19 S&P 500 Returns since 1996 
18 Payments to Social Security Trust Funds 
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This is all the more reason why a greater return on the trust fund investment is needed in the immediate 
future. 
 

New York’s Higher Return For Its Pension System 
 
An example of how the federal government can bring in a higher rate of return, while limiting risk, is to 
look at how the New York State pension system (New York State Common Retirement Fund - NYSCRF) 
has grown at a much healthier rate due to its flexibility to invest in equities. In New York, the state 
comptroller is the sole fiduciary who manages the fund.  
 
Certainly, this elected official is not going to want to risk losses in the fund, lest he be vulnerable in the 
upcoming election. On the other hand, state retirees anticipating their retirement checks want to see a 
healthy and vibrant reserve system that continues to grow at an acceptable pace. Consequently, the 
comptroller, like those before him, has established a well-balanced portfolio for the reserves. The $263 
billion presently sitting in reserves is invested as follows20: 

●​ Public Equities: 42.32% 
●​ Cash, Bonds & Mortgages: 22.07% 
●​ Private Equity: 14.71% 
●​ Real Estate & Real Assets: 13.14% 
●​ Credit, Absolute Returns & Opportunistic Alternatives: 7.76% 

Bonds constitute a mere 22.07% of the overall investments, and real estate investments diversify the 
portfolio to an even greater extent. Despite investing 57% of the fund in equities, there has never been a 
point where the fund was in jeopardy. The rates of return for the New York Pension System from 2005 to 
2025 was a robust 4.2% as opposed to 2.2% from Social Security. In 2023-24, the fund brought in a return 
of over 11%. 
 
 
 
 
 
 
 
 

 

20DiNapoli: State Pension Fund Investments Return 11.55% for State Fiscal Year 2023-24 | Office of the New York 
State Comptroller 
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CONCLUSION 
  
The status quo for our Social Security system is unsustainable. Since 2021, we have been taking less 
money into the system than we have been paying out to our beneficiaries. As the worker to retiree ratio 
continues to diminish that trend will exacerbate over the next decade. At the present trend, the reserve 
would be depleted by 2033, leading to an automatic cut in the average benefit of approximately 20%. 
 
Ducking the issue will only exacerbate the problem. 
 
Some have recommended raising the retirement age further. Others have called for massive tax increases 
to make up the deficits that are being experienced on an annual basis. 
 
But neither of those draconian measures need to be taken. By allowing for more investment in higher 
yielding market options, we can enhance the stability of the Social Security system without major tax 
increases or making Americans work harder and longer. 
 
We lost golden opportunities to reap trillions of extra dollars over the last few decades when proposals for 
at least partial equity investments were ignored. The fears related to stock volatility are unfounded given 
that even after the worst slides in the market after 9/11, the real estate crash of 2007, and the pandemic, 
the market always rebounded. Thus, over the long haul, the stock returns will outpace our present form of 
investment 4 to 5 fold. 
 
There have been two options suggested to effectuate stock investment. The first would set up individual 
accounts. The systems have worked well in other nations, including Australia and Sweden. But it is the 
position of our Center that the wiser and more stable way to proceed is through a partial investment of the 
fund itself in equities while being controlled by federal fiduciaries, similar to how the New York State 
pension system is managed. 
 
Had we adopted the congressional proposals in 1996, the trust fund would have been far richer today and 
the need for panic would never have materialized. Even had we implemented the program in 2005 as 
some had suggested, the fund would be flush with money today.  
 
An average portfolio advisor will recommend that senior citizens place the majority of their money in safe 
bonds, but have at least some of their funds in higher growth options. This is a way to grow your portfolio 
while hedging against downturns. That’s the route that our government should take. Even if we started 
with just 25% of the Trust Fund invested in an Standard and Poor’s index, it would solve a good deal of 
the problems that are presently being faced by this system. 
 
We’ve lost a significant amount of potential revenue over the years by sticking to the status quo, but it’s 
not too late to take corrective action. The well-being of our future generations are dependent upon it. 
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APPENDIX A  
 
(Old-Age, Survivors, and Disability Insurance Trust Funds, 1957-2024) – Source: 
https://www.ssa.gov/oact/STATS/table4a3.html) 
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