
Should the Federal 
Government Invest Social 
Security Trust Funds? 

In his State of the Union address, President Clinton 
proposed that "we commit 60 percent of the budget 
surplus for the next 15 years to Social Security, investing 
a small portion in the private sector just as any private or 
state government pension would do." 

While it is true that state and local government pen
sion funds usually invest in 
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vesting up to 50 percent of the Social Security trust fund 
in stocks. The CRS assumed that the trust fund would 
earn about 6.4 percent annually on its stock market 
investment, but it would need 10.7 percent to resolve 
Social Security's long-term funding crisis. So long as 
government investments are prudent and conservative, 
they won't earn as much as Social Security needs. By 
contrast, the Employee Benefit Research Institute esti
mates that private pension assets earned 12.1 percent per 
year between 1990 and 1995, about twice the expected 
return were the federal government to invest the money. 
[See Figure I.] 
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Proponents contend that 
participants and beneficiaries "This means that 
private pension fund managers have a legal obligation to 
maximize returns on investments, while public pension 
plan managers and elected officials often are not con
strained by such restrictions - and there is little reason 
to think that members of Congress would recognize any 
restriction. 

Would government investment in the stock mar
ket solve Social Security's financial problems? Not 
according to the Congressional Research Service (CRS). 
In December of 1998 the CRS released its study of a plan 
backed by Robert M. Ball, a former commissioner of the 
Social Security Administration. The plan calls for in-

ETIs can earn market rates of return, but studies do not 
bear out this contention. 

II A 1995 study by Clemson University economist M. 
Wayne MatT and Washington State University econo
mist John R. Nofsinger found that pension funds that 
include ETIs underperform other pension funds by 
1.18 to 2.10 percentage points, even after accounting 
for differences in governance structure and asset 
allocation. 

II A 1983 study by Boston College economist Alicia H. 
Munnell, a member of the president's Council of 
Economic Advisors, found that ETIs result in a 2 
percentage point reduction in investment returns. 
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As Figure II shows, even a 2 percentage point loss can 
make a huge difference in retirement income. 

Many state and local public employee pension funds 
invest in ETIs, generally designating between 1 percent 
and 5 percent of their workers' retirement savings for 
these programs. For example: 
III A 1993 survey by the Institute of Fiduciary Education 

found that of the 119 public pension funds responding, 
50 had at least one ETI. 
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liberal political stand. According to a recent study by 
Jennifer D. Harris of the Public Retirement Institute, 
"public pension funds increasingly are becoming subject 
to specific prohibitions against investments in specific 
types of companies." As of 1997: 

III Five public pension funds imposed restrictions on 
foreign investments. 

III Three restricted investment in South Africa. 
III Others restricted investment in tobacco companies, 

III A 1995 study by the General Accounting Office found companies in Northern Ireland and companies in-
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'c A pension participant begin:.; with a single contribution of 54,751. Average anllllal rate of 
r(,HIrn for pensions without ETls is 12.1 percent, and 10.1 percent for pensions with ETls. 

Source: Dan Miller, Joe Engelhard and Lewis Weingcr. "The Ecnnnmics of ETls: Sacrificing 
Returns for Political Goals," Joint Economic COlllmittee Hotlse. Staff Report. 
Scpteml)(~r 1995. 

million to campaigns 
during the 1995-96 elec
tion cycle. While state 
and local pension plans 
have over $2 trillion in 
assets, those are divided 
among about 180 dif
ferent plans. The 
Clinton plan, as well as 
some similar proposals, 
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the funds to make po- I 
litical statements? AI- L ___________________ _ ---.J would transfer between 
most certainly. In July 
1998 the Texas State Board of Education approved the 
sale of $46 million of Walt Disney Co. stock from the 
Permanent School Fund, which provides revenue for 
public schools. The board was sending a message to 
Disney that it disapproved of the "violence" and "explic
itness" contained in the company's adult-oriented pro
ductions, distributed by Miramax Films. 

Ironically, an analysis by the Dallas Morning News of 
the Permanent School Fund's stock holdings found other 
"holdings with companies involved in alcohol, gambling 
and adult entertainment." 

Such political statements are widespread and growing 
-- sometimes taking a conservative and other times a 

$650 billion and $1.2 
trillion into stocks over the next 15 years, or about 4 
percent of the U.S. market. Could that much money lure 
companies and lobbyists to cross the ethical line in 
attempting to influence politicians? 

Conclusion. Too many problems and conflicts could 
arise if the federal government is investing Social Secu
rity funds. With that much money at politicians' discre
tion, it would be too tempting to use the funds to do 
what's good for political reasons, rather than do what's 
right for America's workers. 

This Brief Analysis was prepared by NCPA Vice 
President of Domestic Policy Merrill Matthews Jr. 

Note: Nothing written here should be construed as necessarily reflecting the views of the National Cel1ferfor Policy Analysis 
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