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Executive Summary
Critics of President Bush’s Social Security reform proposal have used findings by Robert Shiller, 

professor of economics at Yale University, to suggest that many workers will lose money if they open per-
sonal retirement accounts (PRAs), which are a key component of the president’s reform approach.  

Under a reformed system, American workers would release the government from the obligation to 
pay some of their expected retirement benefits in exchange for the opportunity to invest some of their pay-
roll taxes through personal accounts.  The amount of the reduction is based on what the personal account 
is estimated to grow to if it were invested entirely in government bonds.  The monthly life annuity that 
could be purchased with this hypothetical accumulation is called the “benefit offset.”  

If the annuity generated from a personal account is greater than the benefit offset, the worker gains 
from owning a PRA.  If the account balance is less than the benefit offset, a worker would have been bet-
ter off without the account. 

Shiller measures how workers would fare under the president’s approach using financial market re-
turns from 1871 to 2004 to construct 91 overlapping 44-year time periods.  But instead of using the actual 
return on government bonds over these periods to determine the benefit offset rate, he uses a higher fixed 
real rate of 3 percent, which is the projected future government borrowing rate.  Under these assumptions, 
in one-third of these time periods workers would have been worse off than if they had not invested at all. 

However, as Shiller notes, the 3 percent offset rate is too high, and he suggests using a market re-
turn. Using the actual, historical bond rate of return to calculate the benefit offset, we repeated the simula-
tions.  The result provides a picture of how workers would fare under the president’s approach, if it were 
to incorporate the realized government borrowing rate.  Based on the historical data we found that:

● Workers with balanced portfolios of stocks and bonds exceed the break-even point in all of the 
simulations.

● Workers who invest in a lifecycle fund suggested by Shiller will experience a net gain (per-
sonal account balance minus the benefit offset) of $15,830 to $102,031, with a real internal rate 
of return ranging from 1.57 percent to 4.68 percent, depending on the simulation. 

● If a worker instead invests in a more aggressive lifecycle fund, the net gain is $50,533 in the 
worst scenario and $248,400 in the best scenario.

● Based on the historical data, some workers' net gain would have exceeded the benefit offset 
amount by more than two-and-a-half times.

There are two additional features that can be employed to protect workers from the ups and downs 
of the market. First, to avoid the pitfall of having to purchase an annuity in a down market (for example, 
requiring people to annuitize their personal accounts on their 65th birthday), workers could annuitize their 
PRAs over several years.  In addition, workers could be allowed to purchase an annuity as soon as their 
accounts are large enough to support a specified pension, regardless of their age.

Second, workers who invest in a balanced portfolio of stocks and bonds can be assured they will 
receive at least the reformed Social Security benefit by setting the actual offset to either the PRA balance 
or the benefit offset amount, whichever is less.  That is, with this provision, a worker who invests in a 
diversified portfolio will never be worse off for having opted for a PRA.
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“President Bush has proposed 
allowing workers to prefund 
some Social Security benefits 
by saving in personal retire-
ment accounts (PRAs).”

“To pay benefits in 2017, and 
every year thereafter, Social 
Security will require transfers 
from the rest of the federal 
budget.”

Introduction
President Bush’s push to reform Social Security has many critics.  

The president has proposed allowing workers to prepay a portion of their 
retirement benefits with personal retirement accounts (PRAs).  He also sup-
ports changing the way benefits are calculated in order to restrain their future 
growth. Some critics of the president’s approach have used findings by Robert 
Shiller, professor of economics at Yale University, to take issue with a particu-
lar feature of Bush-style PRAs called the “benefit offset.”  Shiller’s findings 
have been used to suggest that this provision will cause many workers with 
PRAs to fare worse than if they had not had these accounts. 

This paper examines the critics’ concerns and finds that many of them 
are addressed by an alternative benefit offset.  Shiller noted in his paper that 
“the 3% real offset rate appears to be too high, and if the program is instituted, 
it should be done with a lower rate.…Better yet, the offset could be cumulated  
at a market rate.  The offset could be calculated as the terminal value of the 
contributions brought to the final date using actual U.S. Treasury Inflation Pro-
tected Security (TIPS) yields of the appropriate maturity.”  In this paper, we 
do just that by using a benefit offset based on the realized government borrow-
ing rate.  With such a rate, most workers with a personal account will retire 
with higher benefits than they would have without the account. 

Social Security Reform
President Bush has made reforming Social Security a top priority.  

Students of Social Security know the program’s tax revenues will fall short 
of its costs beginning in 2017, and the gap between tax revenues and benefit 
payments grows each year thereafter.  Based on past surpluses that have been 
credited to the Social Security Trust Fund and projected surpluses until 2017, 
the system has dedicated funding until 2041. However, drawing on these 
dedicated funds implies general revenue transfers that will require the federal 
government to reduce spending elsewhere, raise taxes and/or increase borrow-
ing. 

The President’s Plan.  To close the funding gap, President Bush has 
outlined a plan that incorporates paying for a portion of future benefits through 
individual investments.  While the details of the president’s approach have yet 
to be determined, it appears the reform has two major components: 1) reduce 
the growth in initial benefit payments by changing the indexing formula from 
one based exclusively on wage growth to one based on progressive price 
indexation, and 2) establish PRAs for younger workers.  The two reforms 
combined will produce total benefits for all income groups that are similar to 
currently scheduled benefits, and produce potentially much higher benefits for 
lower-income workers.1 
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“Robert Pozen has proposed 
indexing benefits for higher 
income workers to prices 
rather than wages.”

“Progressive price indexing 
can be combined with PRAs 
funded by 4 percentage points 
of workers’ payroll taxes.”

Progressive Price Indexing.  Currently, Social Security calculates  ben-
efits for all new retirees by averaging a worker’s 35 highest-earning years and 
putting his or her average wage-indexed earnings through a benefit formula. 
The worker’s earnings are adjusted, or indexed, to the annual increase in aver-
age wages nationwide. Given that wages typically rise faster than prices, the 
real purchasing power of the average Social Security benefit paid to new retir-
ees will increase more than 60 percent over the next 50 years while maintain-
ing the current replacement rate of about 41 percent of preretirement earnings. 

Unfortunately, under current law, Social Security cannot afford to 
pay what is scheduled.  Robert Pozen, a member of President Bush’s 2001 
Commission to Strengthen Social Security, has proposed progressive indexing 
as part of a reform that results in a sustainable program in the long run.  Under 
the Pozen approach:2 

● Benefit calculations would not change for current retirees, near retirees 
or income earners in the bottom 30 percent of lifetime earnings (about 
$25,000 a year or less). These workers would receive the same Social 
Security benefits scheduled under current law. 

● However, starting in 2012, initial benefits for the highest earners would 
be determined by the growth in prices, rather than wages. 

● The growth each year in initial benefits for workers between $25,000 
and the maximum would be set by a progressive mix of prices and 
wages. 

Thus, Social Security benefits of lower earning workers would be the 
same as those currently scheduled, while benefits for the highest earners would 
grow with inflation but not reap the additional boost from real wage growth. 

Personal Retirement Accounts.  The current outline of the president’s 
proposal also calls for depositing 4 percentage points of a worker’s payroll 
taxes into a personal account — up to $1,000 annually — starting in 2009.  Af-
ter 2009, the maximum contribution would rise each year by $100 plus wage 
growth, ultimately resulting in 4 percent accounts for all workers.  At retire-
ment, a worker’s account balance would be used to purchase an inflation-pro-
tected lifetime annuity, which would supplement the new price-indexed benefit 
from the traditional Social Security system. 

Evaluating the President’s Approach
Under current law, workers remit their Social Security payroll taxes to 

the federal government in exchange for a retirement pension, survivors insur-
ance and insurance against disability.  Under personal account reforms, work-
ers would release the government from the obligation to pay some of their 
expected retirement benefits in exchange for the opportunity to redirect some 
of their payroll taxes to personal accounts. 
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“As the PRAs grow, the ben-
efit paid by Social Security is 
reduced (the benefit offset).”

The Benefit Offset.  Most PRA plans propose to accumulate the 
worker’s personal account contributions in a shadow account by applying a 
specified interest rate for each pre-retirement year.  The monthly life annu-
ity that could be purchased with this hypothetical accumulation is the benefit 
offset.  A worker’s retirement pension would be determined by subtracting the 
offset amount from his price-indexed benefit and adding his personal account 
annuity: 

Total   Price-Indexed  Benefit  Personal Account

Benefit    = Benefit   -  Offset     + Annuity

Thus, if a worker’s account earns a higher rate of return than the ben-
efit offset amount, he will earn a higher total benefit than if he did not have the 
account.  By contrast, if the worker’s rate of return falls below the offset, he 
would have been better off without the account. 

Looked at another way, the benefit offset provides a way to repay 
taxpayers for the current costs of moving to the new system.  From this 
perspective, the offset is simply a repayment to the government by personal 
account holders of the money the government loaned them to invest in the 
stock and bond market.  At retirement, workers must repay the loan with 
interest.3

If the benefit offset rate is set at the government’s borrowing rate, 
the effect on the government’s finances is neutral, assuming the government 
borrows the funds that are ultimately deposited in the accounts.  The 
combination of the new current (explicit) debt and the ultimate offset 
repays all the borrowing with interest and thus implies no net change in the 
government’s total debt. 

The remainder of this paper examines the likelihood that workers who 
open a PRA will lose money.  That is, we estimate the chance that a worker’s 
personal account annuity is less than the benefit offset annuity.  If so, the new 
price-indexed benefit would be reduced by the difference and would be small-
er than if the worker had not opted for the account. 

Criticisms of the Plan Based on Shiller’s Findings.  The president’s 
plan has been criticized in several ways.  First, as stated above, some worry 
that many workers will receive lower benefits because their total account 
return will fall below the government’s borrowing rate.  Second, there is a 
concern that workers’ investments will frequently earn less than the govern-
ment borrowing rate. 

Shiller raises both issues in a recent study.4  He assumes that workers 
invest in “lifecycle accounts,” as has been suggested by the president.  These 
accounts are designed to gradually and automatically reduce the percentage of 
a portfolio invested in stocks as workers age, allocating more to stocks when 
workers are young and more to bonds as they near retirement.5  Using actual 
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“The size of the benefit offset 
account used here is deter-
mined by the realized rate of 
interest paid on government 
bonds.”

historical stock returns dating back to 1871, Shiller finds that 32 percent of the 
time an account patterned after the president’s will produce returns that fall be-
low the 3 percent assumed for the benefit offset.  This implies that one-third of 
the time new retirees would have to subtract an additional amount from their 
price-indexed Social Security benefits; thus, they would have lower benefits 
than if they had not opened an account.  Using a lower rate of return on stocks 
to reflect reduced expectations about future returns, Shiller finds that 71 per-
cent of the lifecycle portfolios fall below the 3 percent break-even point. 

An Alternative Benefit Offset Rate. As Shiller noted, the 3 percent ben-
efit offset rate is too high.  As a result, it pushes many more portfolios below the 
break-even point than if a lower return, such as the actual historical government 
bond rate of return, had been used. 

As evaluated by the Social Security Actuaries, the personal account 
proposed by the Bush Administration uses the prospective government bor-
rowing rate as the rate of return for determining the benefit offset.6 However, 
it is more appropriate to use realized government bond returns — not a fixed 
rate (for example, 3 percent) — when evaluating the likelihood that a worker’s 
personal account will accumulate less than the benefit offset.7  Specifically, if 
the purpose of the benefit offset is to repay the funds provided to the worker by 
the government, then the realized bond rate over the worker’s life is the appro-
priate offset rate.8 

Examining the Options
In what follows, we replicate Shiller’s simulations, but with an impor-

tant difference: instead of using a fixed 3 percent rate of return to calculate 
the benefit offset, we use the realized return on government bonds.  We also 
evaluate five portfolios — two lifecycle portfolios and three constant alloca-
tion portfolios — using several different methods.  

Selecting Portfolios. We consider five asset allocations that differ in 
the ratio of stocks to bonds. Table I presents the proportion of stock at each age 
for the five portfolios. 

● Lifecycle Fund Based on Shiller: Invested 85 percent in equities 
through age 29; it gradually falls to 15 percent in equities by age 
60. This reflects the allocation rule considered by Shiller.9

● More Aggressive Lifecycle Fund: Invested 89 percent in equities 
through age 29; it falls in six 5-year steps to 47 percent in equities 
by age 60. The equity to bond allocation is based on the Fidelity 
Freedom series fund as of December 31, 2004. 

● All Bond Fund:  Invested 100 percent in bonds; 50 percent in long-
term government bonds and 50 percent invested at the money-mar-
ket rate.  
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2011 21 $13,446 $538 85.00% 89.43% 0.00% 50.00% 100.00%
2012 22 $16,205 $648 85.00% 89.43% 0.00% 50.00% 100.00%
2013 23 $20,082 $803 85.00% 89.43% 0.00% 50.00% 100.00%
2014 24 $23,753 $950 85.00% 89.43% 0.00% 50.00% 100.00%
2015 25 $26,835 $1,073 85.00% 89.43% 0.00% 50.00% 100.00%
2016 26 $29,531 $1,181 85.00% 89.43% 0.00% 50.00% 100.00%
2017 27 $32,114 $1,285 85.00% 89.43% 0.00% 50.00% 100.00%
2018 28 $34,316 $1,373 85.00% 89.43% 0.00% 50.00% 100.00%
2019 29 $36,323 $1,453 85.00% 89.43% 0.00% 50.00% 100.00%
2020 30 $38,035 $1,521 82.74% 85.48% 0.00% 50.00% 100.00%
2021 31 $39,569 $1,583 80.48% 85.48% 0.00% 50.00% 100.00%
2022 32 $41,079 $1,643 78.23% 85.48% 0.00% 50.00% 100.00%
2023 33 $42,418 $1,697 75.97% 85.48% 0.00% 50.00% 100.00%
2024 34 $43,668 $1,747 73.71% 85.48% 0.00% 50.00% 100.00%
2025 35 $44,957 $1,798 71.45% 83.29% 0.00% 50.00% 100.00%
2026 36 $46,032 $1,841 69.19% 83.29% 0.00% 50.00% 100.00%
2027 37 $47,351 $1,894 66.94% 83.29% 0.00% 50.00% 100.00%
2028 38 $48,535 $1,941 64.68% 83.29% 0.00% 50.00% 100.00%
2029 39 $49,616 $1,985 62.42% 83.29% 0.00% 50.00% 100.00%
2030 40 $50,593 $2,024 60.16% 78.18% 0.00% 50.00% 100.00%
2031 41 $51,626 $2,065 57.90% 78.18% 0.00% 50.00% 100.00%
2032 42 $52,767 $2,111 55.65% 78.18% 0.00% 50.00% 100.00%
2033 43 $53,861 $2,154 53.39% 78.18% 0.00% 50.00% 100.00%
2034 44 $54,942 $2,198 51.13% 78.18% 0.00% 50.00% 100.00%
2035 45 $55,807 $2,232 48.87% 72.05% 0.00% 50.00% 100.00%
2036 46 $56,525 $2,261 46.61% 72.05% 0.00% 50.00% 100.00%
2037 47 $57,389 $2,296 44.35% 72.05% 0.00% 50.00% 100.00%
2038 48 $58,104 $2,324 42.10% 72.05% 0.00% 50.00% 100.00%
2039 49 $58,595 $2,344 39.84% 72.05% 0.00% 50.00% 100.00%
2040 50 $58,725 $2,349 37.58% 61.29% 0.00% 50.00% 100.00%
2041 51 $58,782 $2,351 35.32% 61.29% 0.00% 50.00% 100.00%
2042 52 $58,745 $2,350 33.06% 61.29% 0.00% 50.00% 100.00%
2043 53 $58,376 $2,335 30.81% 61.29% 0.00% 50.00% 100.00%
2044 54 $57,815 $2,313 28.55% 61.29% 0.00% 50.00% 100.00%
2045 55 $56,908 $2,276 26.29% 48.95% 0.00% 50.00% 100.00%
2046 56 $55,452 $2,218 24.03% 48.95% 0.00% 50.00% 100.00%
2047 57 $54,185 $2,167 21.77% 48.95% 0.00% 50.00% 100.00%
2048 58 $52,595 $2,104 19.52% 48.95% 0.00% 50.00% 100.00%
2049 59 $50,952 $2,038 17.26% 48.95% 0.00% 50.00% 100.00%
2050 60 $48,759 $1,950 15.00% 46.64% 0.00% 50.00% 100.00%
2051 61 $46,148 $1,846 15.00% 46.64% 0.00% 50.00% 100.00%
2052 62 $44,907 $1,796 15.00% 46.64% 0.00% 50.00% 100.00%
2053 63 $43,698 $1,748 15.00% 46.64% 0.00% 50.00% 100.00%
2054 64 $42,514 $1,701 15.00% 46.64% 0.00% 50.00% 100.00%

     Portfolio I Portfolio II Portfolio III Portfolio IV Portfolio V
 Year Age Earnings Contrib.  (Schiller) (Aggressive) (All Bond) (50/50) (All Stock) 

TABLE   I

Personal Retirement Account Equity Shares
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“Returns for five hypothetical 
investment portfolios were 
calculated for 91 overlapping 
44-year periods.”

● 50/50 Fund:  Fixed at 50 percent equities, 30 percent corporate 
bonds and 20 percent Treasury bonds; it does not vary over work-
ers’ lifecycles.  This corresponds to the featured portfolio consid-
ered by the 2001 President’s Commission to Strengthen Social 
Security.10

● All Stock Fund:  Invested 100 percent in equities throughout the 
workers’ years in the labor force.

Using Lifecycle Funds. Lifecycle portfolios are often mentioned as a 
way to address the perceived risks of investing in the stock market.  Lifecycle 
portfolios are funds that automatically reduce the level of risk as the owner 
ages by gradually reducing the level of stock and increasing the level of bonds 
over time.  The idea is that the portfolio should become more conservative as 
individuals near retirement.  However, lifecycle portfolios have been available 
for only a few years.  It is difficult to evaluate their performance based on the 
few existing funds over such a short period of time. 

Instead, we examine the historical performance of the U.S. stock and 
bond markets since 1871 and create two hypothetical portfolios that follow 
the allocation used by Shiller and the more aggressive allocation identified 
above.11  Returns on equities, six-month money market rates and long term 
government bond returns (all adjusted for inflation) are used to construct re-
turns on our two lifetime portfolios and the other three fixed allocation portfo-
lios.

Results Using Historical Data
How often will the rate of return on a worker’s PRA fail to reach the 

break-even point (the benefit offset amount)?  Or, how frequently can workers 
expect a net loss? 

Imagine a worker who joins the workforce in 2011 at age 21, opens a 
PRA and retires after working 44 years. The hypothetical worker’s earnings 
and contributions to a personal account are presented in Table I. Applying this 
earnings profile to all 91 overlapping 44-year historical periods we calculate 
the frequency with which the personal account returns, based on the five port-
folios, accumulate less than the benefit offset. Administrative fees are assumed 
to be 0.3 percentage points. Table II and Figure I summarize the results for the 
five portfolios.12 

The upper panel of Table II identifies the frequency with which the 
five portfolios do not achieve the rate of return used to calculate the benefit 
offset (which is the realized long-term government bond rate).  At the end of 
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“Historical data shows all the 
investment portfolios (except 
the all bond fund) will have a 
higher return than the benefit 
offset account.”

Initial equity share 85% 89% 0% 50% 100%
Final equity share 15% 47% 0% 50% 100%
       
Total simulations 91 91 91 91 91
Losing simulations 0 0 50 0 0
Percent 0.00% 0.00% 54.95% 0.00% 0.00%

 

Median $56,156 3.42% $115,790 4.82% -$4,573 1.15% $75,663 4.15% $192,597 5.94%

Mean $59,614 3.42% $124,961 4.70% -$5,890 1.18% $90,161 4.03% $255,563 6.12%

Min $15,830 1.57% $50,533 2.16% -$42,346 -1.13% $35,444 1.57% $33,163 2.29%

10th  
Percentile $33,522 2.33% $62,090 3.39% -$22,724 -0.27% $46,984 2.38% $79,150 4.04%

90th  
Percentile $89,153 4.48% $211,478 5.72% $8,832 2.99% $155,333 5.15% $567,267 8.58%

Max $102,031 4.68% $248,400 6.13% $15,797 3.34% $173,785 5.91% $675,530 9.16%

TABLE   II 

Simulation Results Based on the Historical Data

 Portfolio I Portfolio II Portfolio III Portfolio IV Portfolio V
 (Shiller) (Aggressive) (All Bond) (50/50) (All Stock)

  Internal  Internal  Internal  Internal  Internal
 Net Rate of Net Rate of Net Rate of Net Rate of Net Rate of
 Value Return Value Return Value Return Value Return Value Return

the contribution period, if the net value of the personal account — the account 
balance minus the benefit offset — is negative, then the account is designated 
as suffering a loss.  

As can be seen in both the figure and the table, all portfolios perform 
better than the benefit offset in all 91 simulations with the exception of the 
“All Bond Fund” (50 percent in long-term government bonds and 50 percent 
invested at the money-market rate).  A worker who held the all bond portfolio 
in his personal account would do worse than the benefit offset slightly more 
than half the time.  Workers who held any of the other three portfolios would 
have benefited from owning a personal account because their account would 
be worth more than the benefit offset when they retired. 

How much better would these workers have fared?  The lower panel of 
Table II contains a summary of the net values and the associated internal rates 
of return for each of the five portfolios.  The portfolios’ net values are equal 
to the difference between the total personal account accumulation minus the 
benefit offset. The personal account is always positive after the benefit offset 
— meaning it earns a return greater than the benefit offset rate — except for 
the all-bond portfolio.  According to the table:
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“The all stock portfolio yields 
the highest return; all bond 
investments yield the lowest 
returns.”

● Workers who invested in the “Lifecycle Fund based on Shiller,” 
would experience a net gain of $15,830 to $102,031, with an inter-
nal rate of return ranging from 1.57 percent to 4.68 percent. 

● If the worker invested in the “More Aggressive Lifecycle Fund,” 
the account would end up with a net gain of $50,533 in the worst 
scenario — the 1877-1920 contribution period — and $248,400 in 
the best scenario, for the 1922-1965 contribution period; the aver-
age return is 4.7 percent after expenses.

The last two columns report the net values and internal rates of return 
produced by the “50/50 Fund” and the “All Stock Fund.” As shown in Figure 
I, the all-stock portfolio out-performed the other portfolios in almost all years. 
Out of 91 simulations, the all-stock portfolio fell short of the more aggressive 
lifecycle fund in only five cases, and all by relatively small margins.

These results — using realized government bond rates to calculate the 
benefit offset — are a striking contrast to Shiller’s findings based on the fixed 
3 percent benefit offset.  Recall Shiller found that in 32 percent of the cases 
using his baseline lifecycle account, the personal account fell short of the ben-
efit offset amount.  By contrast, using the realized government bond return to 
determine the benefit offset, this same account never falls short.13 

FIGURE   I

Simulations Based on Historical Data

Portfolios I - V
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Portfolio I - Lifecycle Fund Based on Shiller; Portfolio II - More Aggressive Lifecycle 
Fund; Portfolio III - All Bond Fund; Portfolio IV - 50/50 Stock/Bond Fund; Portfolio 
V - All Stock Fund.
Source: Authors’ calculations.  

Benefit Offset
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“Many argue that the per-
formance of the U.S. stock 
market in the past century 
may not be repeated in the 
future.”

Results Using Adjusted Historical Data
Shiller also considered the effects on his results if the equity premium 

were to decline, meaning he assumed a lower estimated return for stocks. 
Predicting future long-term stock returns is extremely difficult. Often past 
experience is used as a guide to future expectations. But many argue that the 
performance of the U.S. stock market in the past century may not be repeated 
in the future.  Due to demographic changes, the capital-to-labor ratio will rise 
and returns on domestic capital may decline, which in turn may lower long-
run stock returns.  Sometimes analysts use lower expected equity premiums, 
among other tools, to account for these effects and reduce forecasts of future 
stock returns.  However, other factors will likely mitigate these effects.  For 
example, the integrated global capital market will continue to be affected by 
the increasing demand for capital from China, India and many other develop-
ing nations in their move toward greater industrialization.

To investigate the effects of declines in equity returns, we repeat the 
simulation exercises from the last section using an adjusted stock return series.  
Specifically, we reduce all historical stock returns by a fixed amount such that 
the geometric average return of the adjusted series is 4.8 percent.  The adjust-
ed estimates using the 4.8 percent average return are presented in Table III and 
Figure II. The choice of a 4.8 average return follows Shiller.14 

Initial equity share 85% 89% 0% 50% 100%
Final equity share 15% 47% 0% 50% 100%
       
Total simulations 91 91 91 91 91
Losing simulations 4 1 50 3 7
Percent 4.40% 1.10% 54.95% 3.30% 7.69%

 
   

Median $25,780 2.65% $53,644 3.57% -$4,573 1.15% $38,339 3.19% $75,648 3.99%

Mean $30,490 2.62% $61,656 3.42% -$5,890 1.18% $48,383 3.06% $112,974 4.16%

Min -$17,483 0.62% -$2,967 0.65% -$42,346 -1.13% -$7,065 0.41% -$38,399 -0.11%

10th  
Percentile $5,986 1.48% $16,821 1.93% -$22,724 -0.27% $11,809 1.30% $3,549 1.90%

90th  
Percentile $60,684 3.76% $129,904 4.50% $8,832 2.99% $103,550 4.21% $306,092 6.77%

Max $71,791 3.98% $157,993 5.02% $15,797 3.34% $118,229 5.07% $377,189 7.36%

TABLE   III

Simulation Results Based on the Historical  
Data Adjusted for Stock Return Mean (=4.8 percent)

 Portfolio I Portfolio II Portfolio III Portfolio IV Portfolio V
 (Shiller) (Aggressive) (All Bond) (50/50) (All Stock)

  Internal  Internal  Internal  Internal  Internal
 Net Rate of Net Rate of Net Rate of Net Rate of Net Rate of
 Value Return Value Return Value Return Value Return Value Return
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With these mean-return adjustments, we assume that stock market 
volatility remains unchanged. We also implicitly assume that the bond market 
volatility and returns are unchanged from the historical levels. Thus, this ex-
ercise essentially represents a reduction in the equity premium with no associ-
ated reduction in risk. We discuss the implications of this assumption further 
below. 

Note that the results for the all bond fund remain unchanged.  For the 
other four portfolios, which include equities, there is a small probability that 
the portfolio will fall below the benefit offset threshold.  As expected, a com-
parison of Figures I and II shows the returns on portfolios with equities decline 
as a result of the assumed reduction in the equity premium.  Remember Shiller 
projected an alarming frequency of outcomes falling below the break-even 
point, based on a static 3 percent benefit offset rate.  By contrast, simulations 
using the realized rate of return on government bonds produces few out-
comes below the benefit offset amount.  For example, the lifecycle fund using 
Shiller’s base case allocation produced only 4 such simulations out of 91, or 
4.4 percent, whereas Shiller reported 65 to 71 percent.

The same holds for the other portfolios. Clearly, using a benefit offset 
rate based on the realized government borrowing rate eliminates much of the 
concern over the return on workers’ accounts falling below the benefit offset 
rate. In short, based on historical data, workers would have seen their personal 
accounts outperform the benefit offset account almost all the time.

FIGURE   II

Simulations Based on Adjusted Historical Data 
(average stock return adjusted down to 4.8 percent)
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Portfolio I - Lifecycle Fund Based on Shiller; Portfolio II - More Aggressive Lifecycle 
Fund; Portfolio III - All Bond Fund; Portfolio IV - 50/50 Stock/Bond Fund; Portfolio 
V - All Stock Fund.
Source: Authors’ calculations.  

“Even using lower returns, 
the stock portfolio still 
outperforms the benefit offset 
rate.”

Benefit Offset
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Results Based on Simulated Data
One of the shortcomings of using historical data is the fact that there 

are few independent simulation periods.  However, there are several tech-
niques that allow researchers to simulate data and in a sense examine more 
time periods.  The Appendix details our simulation results, but they are sum-
marized here briefly.  

The simulation results based on 1,000 independent 44-year invest-
ment periods are consistent with the results based on the historical period, but 
the percentage of simulations in which the portfolios perform worse than the 
benefit offset threshold is slightly higher.  We consider one-year and five-
year sampling blocks. The first assumes that the year-to-year ordering of the 
sampled data is random, while the second attempts to capture the possibility 
of mean reversion over a longer period.  The longer block reduces the rate of 
portfolios falling below the benefit offset.  For the two lifecycle portfolios, 
the personal account returns fall below the benefit offset about 6 percent to 
7 percent of the time when the simulated data is drawn from the unadjusted 
historical data. 

When the simulated data is drawn from data we have adjusted to 
reflect a possible reduction in the equity premium, the failure rate rises.  How-
ever, we caution that a reduction in the equity premium should carry with it 
a reduction in the variability of the stock returns.  Because our simulations 
in the Appendix and in the previous section did not include a reduction in 
the variability of stock returns, our estimates using adjusted stock return data 
probably overestimate the cases where accounts fall short of the benefit offset. 

Protection against Downside Risk
One way to protect workers against the downside risk is to set the 

benefit offset to the minimum of the hypothetical account accumulation using 
the realized government borrowing rate and the PRA.  With such a provision, 
any worker who opens a PRA and invests in a balanced portfolio of stocks 
and bonds will receive at least the price-indexed Social Security benefit.  If 
this provision is offered, the simulations above and in the Appendix provide 
estimates of the frequency with which the government receives less than the 
amount borrowed.  Clearly, this provision is not costless to the government, 
and ultimately to taxpayers.  However, this assurance can be thought of as 
compensation for the reduction in benefits through progressive price index-
ation.

The government could guarantee this minimum benefit to any worker 
who invests in a diversified portfolio and does not meet the benefit offset 
threshold.  The portfolio that is assured can be the default option for workers 

“Our assumptions are con-
servative.”
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who open a personal account and would have a prescribed portfolio alloca-
tion throughout the workers’ lifecycle.  Of course, workers who wish to invest 
more aggressively could do so, but risk the losses that come with the opportu-
nity for higher returns. 

Since the historical data produces few outcomes below the break-even 
point and the rate of portfolios falling below the break-even point with the 
simulated data is not excessive, some suggest that guaranteeing the price-in-
dexed benefit would be inexpensive. Others have been much more cautious.15  
Regardless of how one looks at the historical and simulated evidence, the dis-
cussion of guarantees ignores two important facts.  First, current Social Securi-
ty benefits are not (and never have been) guaranteed.   Second, even if current 
Social Security benefits were guaranteed, they would have the same implicit 
costs as the guarantees that are discussed in the context of personal accounts. 

This downside risk protection would definitely make the reformed sys-
tem superior to the current system for low income workers in the event that the 
reformed system combines personal accounts with progressive price indexing.  
All workers whose lifetime average earnings are less than the earnings level 
where indexing starts only have the upside potential of the amount by which 
their personal account exceeds the benefit offset.

Flexible Annuitization Rules
PRA holders will likely be required to purchase an annuity with their 

account balance at retirement.  The annuity will provide a monthly benefit pay-
ment for life that would be combined with the price-indexed benefit the worker 
receives from the traditional taxpayer-funded Social Security system. 

Features can be built into the system to help retirees avoid annuitizing 
their entire account accumulation at the bottom of a down market.  For exam-
ple, workers could annuitize their personal account benefit over several years.  
Laurence Kotlikoff has suggested gradually annuitizing each worker’s per-
sonal account between the ages of 57 and 67.16  Coupling the gradual sale of 
personal account assets with a benefit offset threshold that is adjusted through-
out the process would reduce the frequency of failures. 

Another way would be to allow workers with accounts large enough to 
provide a specified minimum benefit (when combined with their benefits from 
the traditional Social Security system) to annuitize their accounts at any time, 
as is the case in Chile.17

Summary and Conclusions
As this paper demonstrates, a benefit offset rate that tracks the realized 

rate of return on government bonds, rather than being set at a static rate, will 

“Workers could gradually 
purchase retirement annuities 
with their PRAs.”

“The government could guar-
antee a minimum benefit to 
low income workers.”
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increase the likelihood that workers’ returns on their personal retirement ac-
counts will outpace the benefit offset. 

This paper addresses the frequency with which PRA accumulations 
fall short of those that would result from investing in a pure government bond 
account which represents the benefit offset amount.   We follow Shiller’s 
recommendation that the benefit offset rate be computed using a market rate 
of return rather than a fixed 3 percent return.18  Our treatment using the real-
ized government borrowing rate is in the spirit of the rationale for the benefit 
offset, which is to repay the government for the loan provided to workers.  We 
also report on a more aggressive life-cycle investment strategy and provide 
estimates based on simulated data. 

In contrast to Shiller’s findings we find that: 

● None of the portfolios which include equities fall short of the ben-
efit offset amount when we use unadjusted historical data, and thus 
provide net benefits to retirees. 

● Even when the historical stock returns are adjusted downward by 
reducing the average return to 4.8 percent, reflecting a substantial 
decline in the equity premium, we find that at most, 7.7 percent of 
the 91 overlapping historical time periods would produce negative 
net benefits. 

NOTE: Nothing written here should be construed as necessarily reflecting the 
views of the National Center for Policy Analysis or as an attempt to aid or 
hinder the passage of any bill before Congress.

“Using the realized govern-
ment borrowing rate is in the 
spirit of the rationale for the 
benefit offset.”
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Appendix: Basic Assumptions and Additional Findings
This paper uses three types of security returns to construct returns on lifetime portfolios: equity 

returns, six-month money market rates and long term government bond returns (all in real terms de-
flated by consumer price index. Table A-I provides some descriptive statistics. For the 134-year period, 
the geometric average return of stocks was 6.77 percent, higher than those of short term money market 
(2.67 percent) and long term bonds (2.58 percent). Not surprisingly, the volatility in the stock market 
is higher than that of the two lower return securities. Note that even the six-month money market rate 
is not risk-free. It has a standard deviation of 6.68 percent, which is a measure of variation around the 
average return. The long-term government bond’s real return is more volatile. The limitation of the 
empirical return data is obvious: although it spans a period of 134 years, it contains only three inde-
pendent 44-year periods, the number of years the hypothetical worker is in the work force.  It is a small 
sample from a statistical viewpoint. Therefore, subsequent to the estimates based on the historical and 
adjusted historical data, the five portfolios are also evaluated using simulated data. 

Results Based on Bootstrap Method.  In this section we simulate the stock and bond returns 
using estimates based on the historical data. We simulate 1,000 series of 44 years worth of bond and 
stock returns following the using a method known as the bootstrap method.  The “bootstrap” method 
relies on the realized historical distributions of stock and bond returns to generate the simulation data.  
This method can be thought of as sampling from the sets of historical bond and stock returns.  It is as 
if each of the 134 historical sets of bond, stock, and money market returns are represented on separate 
slips of paper in an urn.  Slips of paper are drawn from the urn (and replaced) 1,000 times to produce 
the results presented in Table A-II and in Figure A-I. 

The results summarized in Table A-II indicate that the simulated data produce higher failure 
rates than did the actual historical data summarized in Table A-I.  Note that for the four portfolios 
which include some stocks, the probability of a losing simulation ranges from a low of 6.7 percent 
for the more aggressive lifecycle portfolio to a high of just over 10 percent for the all stock portfolio.  
Figure A-I presents an alternative way of summarizing the simulation results for all five portfolios. 
For each of the 1,000 simulations the benefit offset internal rate of return, the return associated with a 
100 percent government bond portfolio, is subtracted from each of the five the portfolio returns. Posi-
tive values represent PRA accumulations in excess of the benefit offset account accumulation (winning 
simulations) while negative values represent PRA accumulations less that the benefit offset rate (losing 
simulations). As depicted, and as was presented in Table A-II, less than 10 percent of the independent, 
non-overlapping simulations based on portfolios that include equities result in losing outcomes.

These results should be interpreted slightly differently than the results presented in Table II. Re-
call that the results in Table II represent 91 overlapping 44 year periods, while these results represent 
1,000 simulated independent periods.  Also, by drawing single years or sets of stock, bond, and money 
market returns and arranging them randomly may not represent the true data generating process.  How-
ever, it serves as a benchmark way of simulating the data by assuming that the ordering of returns is 
random.

Results Based on Bootstrap Method with Five-Year Block.  If returns on financial instru-
ments are mean-reverting; that is, if returns have a natural tendency to move towards the mean over 
extended periods, then the assumption of random ordering may result in a higher failure rate. Table 
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TABLE  A-I 

Descriptive Statistics of Returns on U.S. Securities  
(1871-2004)

  Money Long Term
 Stock Market Government Bond

Median 7.82% 2.17% 2.63%

Arithmetic average 8.26% 2.88% 2.95%

Geometric average 6.77% 2.67% 2.58%

Min -36.54% -14.71% -15.13%

10th Percentile -14.03% -3.58% -8.75%

90th Percentile 29.67% 11.47% 13.12%

Max 51.44% 25.10% 34.48%

Std. Dev. 17.69% 6.68% 8.91%

Source: Authors’ calculations based on data at http://www.irrationalexuberance.com/
ShillerSocSec.xls 

FIGURE   A-I

Simulation Results Using the Bootstrap Method 
(1 year block and unadjusted average stock return)
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Portfolio I - Lifecycle Fund Based on Shiller; Portfolio II - More Aggressive Lifecycle 
Fund; Portfolio III - All Bond Fund; Portfolio IV - 50/50 Stock/Bond Fund; Portfolio 
V - All Stock Fund.
Source: Authors’ calculations.  
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A-III and Figure A-II summarize a simulation in which the order is maintained for five-year blocks of 
data.  Five-year blocks are chosen given that the average business cycle spans approximately five years.  
In this simulation, beginning years of the five-year block are sampled with replacement from the first 
130 years of the historical period. In this way a 44 year period is constructed after making 9 draws.  As 
the summary statistics indicate, this procedure produces similar distributional properties for the rates 
of return, but the failure rates decline for all of the portfolios that include equities.  The percentages of 
losing simulations range from 5.7 to 8.1 percent for an average reduction in failure rates of 1.8 percent-
age points relative to results obtained with the random ordering assumption.  Again the more aggressive 
lifecycle portfolio had the fewest simulations where returns fell below the benefit offset rate. 

Tables A-IV and A-V summarize simulation results for which the average stock return has been 
reduced to 4.8 percent and the sampling block is 1 and 5 years, respectively.  As with the results based 
on the adjusted historical data summarized in Table III, no attempt to reduce the variance in the stock 
returns has been made.  This assumption produces an upper-bound failure rate given that the variance 
in equity returns would be expected to fall with a compression in the equity premium.  As Table A-IV 
indicates, if the ordering of returns is random in the simulation, the failure rates range from 21.2 to 24.4 
percent for the portfolios that include stock.  The corresponding failure rates range from 17.9 to 22.1 
percent when 5-year blocks of returns are sampled.19 

Initial equity share 85% 89% 0% 50% 100%
Final equity share 15% 47% 0% 50% 100%
        
 
Total simulations 1,000 1,000 1,000 1,000 1,000
Losing simulations 73 67 677 86 103
Percent 7.3 6.7 67.7 8.6 10.3

    
   

Median $75,426 4.50% $145,844 5.61% -$6,724 2.45% $98,881 4.93% $250,007 6.84%

Mean $88,696 4.49% $186,984 5.57% -$11,290 2.42% $118,889 4.90% $404,002 6.74%

Min -$121,326 -0.30% -$128,798 -1.21% -$131,689 -2.13% -$131,402 -1.46% -$184,250 -4.92%

10th  
Percentile $7,731 2.35% $12,256 2.88% -$38,515 0.83% $7,275 2.66% -$2,454 2.83%

90th  
Percentile $191,254 6.56% $411,861 8.22% $9,976 4.01% $256,817 7.16% $942,364 10.48%

Max $622,830 9.53% $1,716,340 12.39% $35,502 6.13% $735,509 10.08% $6,469,473 16.52%

TABLE   A-II

Simulation Results Based on  
Bootstrapped Data with One-Year Block

  Internal  Internal  Internal  Internal  Internal
 Net Rate of Net Rate of Net Rate of Net Rate of Net Rate of
 Value Return Value Return Value Return Value Return Value Return

 Portfolio I Portfolio II Portfolio III Portfolio IV Portfolio V
 (Shiller) (Aggressive) (All Bond) (50/50) (All Stock)
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FIGURE   A-II

Simulation Results using the Bootstrap Method 
(1 year block and unadjusted average stock return)
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Portfolio I - Lifecycle Fund Based on Shiller; Portfolio II - More Aggressive Lifecycle 
Fund; Portfolio III - All Bond Fund; Portfolio IV - 50/50 Stock/Bond Fund; Portfolio 
V - All Stock Fund.
Source: Authors’ calculations.  

Initial equity share 85% 89% 0% 50% 100%
Final equity share 15% 47% 0% 50% 100%  
      
Total simulations 1,000 1,000 1,000 1,000 1,000
Losing simulations 59 57 688 60 81
Percent 5.9 5.7 68.8 6 8.1

   

Median $68,719 4.52% $133,222 5.55% -$6,839 2.51% $95,242 4.90% $240,907 6.74%

Mean $85,012 4.45% $176,847 5.53% -$10,268 2.41% $115,713 4.88% $375,853 6.70%

Min -$104,472 -1.07% -$184,896 -1.01% -$220,216 -3.15% -$169,487 -0.86% -$268,140 -3.96%

10th  
Percentile $13,153 2.17% $22,900 2.88% -$33,115 0.29% $16,847 2.57% $20,897 3.03%

90th  
Percentile $180,476 6.51% $403,252 8.21% $9,632 4.51% $247,629 7.20% $910,708 10.37%

Max $430,685 9.83% $1,299,767 11.44% $37,072 7.73% $849,861 10.17% $5,427,611 15.93%

TABLE   A-III

Simulation Results Based on  
Bootstrapped Data with Five-year Block

  Internal  Internal  Internal  Internal  Internal
 Net Rate of Net Rate of Net Rate of Net Rate of Net Rate of
 Value Return Value Return Value Return Value Return Value Return

 Portfolio I Portfolio II Portfolio III Portfolio IV Portfolio V
 (Shiller) (Aggressive) (All Bond) (50/50) (All Stock)
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Initial equity share 85% 89% 0% 50% 100%
Final equity share 15% 47% 0% 50% 100%
        
 
Total simulations 1,000 1,000 1,000 1,000 1,000
Losing simulations 212 218 677 216 244
Percent 21.2 21.8 67.7 21.6 24.4

   

Median $38,351 3.71% $67,898 4.33% -$6,724 2.45% $48,992 3.97% $96,056 4.92%

Mean $44,330 3.69% $90,588 4.29% -$11,290 2.42% $60,327 3.93% $177,743 4.78%

Min -$179,092 -1.05% -$169,524 -2.74% -$131,689 -2.13% -$162,746 -2.69% -$219,041 -7.99%

10th  
Percentile -$19,342 1.59% -$29,938 1.61% -$38,515 0.83% -$26,883 1.64% -$58,372 0.77%

90th  
Percentile $118,133 5.75% $237,471 6.92% $9,976 4.01% $169,460 6.22% $484,017 8.58%

Max $419,125 8.54% $1,049,997 10.95% $35,502 6.13% $498,424 9.10% $3,388,003 14.48%

TABLE   A-IV

Simulation Results Based on  
Bootstrapped Data with One-Year Block

(adjusted stock return with a mean of 4.8%)
 Portfolio I Portfolio II Portfolio III Portfolio IV Portfolio V
 (Shiller) (Aggressive) (All Bond) (50/50) (All Stock)

  Internal  Internal  Internal  Internal  Internal
 Net Rate of Net Rate of Net Rate of Net Rate of Net Rate of
 Value Return Value Return Value Return Value Return Value Return
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Initial equity share 85% 89% 0% 50% 100%
Final equity share 15% 47% 0% 50% 100%
        
 
Total simulations 1,000 1,000 1,000 1,000 1,000
Losing simulations 179 184 688 185 221
Percent 17.9 18.4 68.8 18.5 22.1

   

Median $33,176 3.71% $58,932 4.27% -$6,839 2.51% $46,040 3.93% $90,681 4.82%

Mean $40,831 3.65% $82,740 4.25% -$10,268 2.41% $57,032 3.91% $160,470 4.74%

Min -$201,747 -1.85% -$219,660 -2.21% -$220,216 -3.15% -$218,788 -1.86% -$350,035 -6.90%

10th  
Percentile -$14,570 1.38% -$24,247 1.65% -$33,115 0.29% -$19,700 1.56% -$49,152 0.94%

90th  
Percentile $112,773 5.71% $227,749 6.91% $9,632 4.51% $156,356 6.24% $474,286 8.44%

Max $272,052 8.96% $862,437 10.21% $37,072 7.73% $616,698 9.25% $3,128,165 14.17%

TABLE   A-V

Simulation Results Based on  
Bootstrapped Data with Five-Year Block

(adjusted stock return with a mean of 4.8%)
 Portfolio I Portfolio II Portfolio III Portfolio IV Portfolio V
 (Shiller) (Aggressive) (All Bond) (50/50) (All Stock)

  Internal  Internal  Internal  Internal  Internal
 Net Rate of Net Rate of Net Rate of Net Rate of Net Rate of
 Value Return Value Return Value Return Value Return Value Return
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Notes
1 See Andrew J. Rettenmaier and Thomas R. Saving, “Social Security and Progressive Indexing,” National Center for Policy 
Analysis, Brief Analysis No. 520, July 11, 2005. Available at http://www.ncpa.org/pub/ba/ba520/.
2 See the solvency memorandum from Stephen C. Goss, Chief Actuary of Social Security, to Bob Pozen dated February 10, 
2005, at http://www.ssa.gov/OACT/solvency/Rpozen_2005021.pdf for further details and for an evaluation of the proposal. 
Note that Pozen’s plan coupled the particular adjustment to the benefit formula outlined with accounts equal to 2 percent of 
earnings. However, the benefit offsets are conceptually the same regardless of the account size.
3 Another vantage point from which to view the transaction is that of the workers.  In effect they have an arrangement with 
the government in which they agree to pay taxes in exchange for a retirement pension and an insurance policy.  In this view, 
wo
workers must relinquish some of their benefits that they would otherwise expect from the government.  With this understanding, 
the benefit offset rate is not the government borrowing rate but rather the implicit return to Social Security. This return could be 
higher or lower than the government borrowing rate and future rates are subject to legislative reforms. 
4 Robert J. Shiller, “The Life-Cycle Personal Accounts Proposal for Social Security: An Evaluation,” March 2005.  Web publi-
cation available at http://www.irrationalexuberance.com/ShillerSocSec.doc.
5 In an attempt to address the perceived risks embodied in investing in the stock market, an oft-mentioned investment strat-
egy uses lifecycle portfolios (also known as funds of funds, allocation funds and pre-mixed portfolios.)  A “lifecycle account” 
inv
changing the allocations of equities and bonds.  An example of a lifecycle account is the Vanguard Total Retirement 2045 Fund.  
The fund is targeted toward a person retiring in 2045; the fund invests almost completely in stocks, but gradually and automati-
cally shifts to almost all bonds by 2045. The mix of stocks and bonds — and the rate of the replacement of one with the other 
— has a dramatic effect on the fund’s returns.
6 See solvency memorandum from Stephen C. Goss to Charles P. Blahous, February 3, 2005. 
7 See the solvency memorandum from Chris Chaplain and Alice H. Wade to Stephen C. Goss, Chief Actuary of Social Security, 
November 18, 2003, which evaluates a proposal introduced by Sen. Lindsey Graham for a proposed benefit offset rate equal 
to the realized long term bond rate less 0.3 percentage points.  Available at http://www.ssa.gov/OACT/solvency/LGraham_
20031118.pdf.
8 Note that the 2005 Social Security Trustees Report projects the government’s borrowing rate — the real rate of return on gov-
ernment bonds — will average 3 percent above inflation. This rate is appropriate for static projections of the benefit offset, but 
it is not the appropriate rate for performing stochastic simulations if the intent of the benefit offset is to repay additional govern-
ment borrowing during a worker’s lifetime. 
9 Robert J. Shiller, “The Life-Cycle Personal Accounts Proposal for Social Security: An Evaluation,” March 2005.
10 President’s Commission to Strengthen Social Security, Strengthening Social Security and Creating Personal Wealth for All 
Americans, 2001.
11 Market returns on equity are represented by total returns on Standard & Poors 500 stocks including both capital appreciation 
and dividend income.  The historical stock and money market and long term government bond return series are compiled by 
Robert J. Shiller, “The Life-Cycle Personal Accounts Proposal for Social Security: An Evaluation,” March 2005. 
12 For the full discussion of assumptions and for additional findings see the Appendix. 
13 Note that the internal rates of return presented in Table II are essentially identical to the results Table 3 of Robert J. Shiller, 
“The Life-Cycle Personal Accounts Proposal for Social Security: An Evaluation,” March 2005.  
14 Ibid.
15 See Campbell and Feldstein, eds., Risk Aspects of Investment-Based Social Security Reform (Chicago: University of Chicago 
Pr
investment accounts.
16 Laurence Kotlikoff, “Fixing Social Security for Good” presented at the University of Maryland on September 13, 2003.
17 See Estelle James, “Private Pension Annuities in Chile,” National Center for Policy Analysis, Policy Report No. 271, Decem-
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19 We also conducted additional simulations based on an alternative bootstrapping procedure, simulations which assume that 
returns are distributed log normally, and a simulation that allows for variable wages over the investment period. Those results 
appear in Rettenmaier and Wang (2005). 
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benefits — passed the House of Representatives in summer 2002.

The NCPA’s proposal for an across-the-board tax cut became the focal point of the pro-growth 
approach to tax cuts and the centerpiece of President Bush’s tax cut proposal.  The repeal by Congress of 
the death tax and marriage penalty in the 2001 tax cut bill reflects the continued work of the NCPA.

Entitlement reform is another important area.  With a grant from the NCPA, economists at Texas 
A&M University developed a model to evaluate the future of Social Security and Medicare.  This work 
is under the direction of Texas A&M Professor Thomas R. Saving, who was appointed a Social Security 
and Medicare Trustee.  Our online Social Security calculator, found on the NCPA’s Social Security reform 
Internet site (www.TeamNCPA.org) allows visitors to discover their expected taxes and benefits and how 
much they would have accumulated had their taxes been invested privately. 

Team NCPA is an innovative national volunteer network to educate average Americans about the 
problems with the current Social Security system and the benefits of personal retirement accounts.  

In the 1980s, the NCPA was the first public policy institute to publish a report card on public 
schools, based on results of student achievement exams.  We also measured the efficiency of Texas 
school districts. Subsequently, the NCPA pioneered the concept of education tax credits to promote 
competition and choice through the tax system.  To bring the best ideas on school choice to the forefront, 
the NCPA and Children First America published an Education Agenda for the new Bush administration, 
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policy makers, congressional staffs and the media.  This book provides policy makers with a road map 
for comprehensive reform. And a June 2002 Supreme Court ruling upheld a school voucher program in 
Cleveland, an idea the NCPA has endorsed and promoted for years.  

The NCPA’s E-Team program on energy and environmental issues works closely with other think 
tanks to respond to misinformation and promote commonsense alternatives that promote sound science, 
sound economics and private property rights.  A pathbreaking 2001 NCPA study showed that the costs of 
the Kyoto agreement to halt global warming would far exceed any benefits.  The NCPA’s work helped the 
administration realize that the treaty would be bad for America, and it has withdrawn from the treaty.  

NCPA studies, ideas and experts are quoted frequently in news stories nationwide.  Columns 
written by NCPA scholars appear regularly in national publications such as the Wall Street Journal, the 
Washington Times, USA Today and many other major-market daily newspapers, as well as on radio talk 
shows, television public affairs programs, and in public policy newsletters.  According to media figures 
from Burrelle’s, nearly 3 million people daily read or hear about NCPA ideas and activities somewhere in 
the United States.  

The NCPA home page (www.ncpa.org) links visitors to the best available information, including 
studies produced by think tanks all over the world.  Britannica.com named the ncpa.org Web site one of 
the best on the Internet when reviewed for quality, accuracy of content, presentation and usability.  

What Others Say about the NCPA

“...influencing the national debate with studies, reports and 
seminars.”

 - TIME 

“Oftentimes during policy debates among staff, a smart young 
staffer will step up and say, ‘I got this piece of evidence from the 
NCPA.’  It adds intellectual thought to help shape public policy in 
the state of Texas.”
 - Then-GOV. GEORGE W. BUSH 

“The [NCPA’s] leadership has been instrumental  in some of 
the fundamental changes we have had in our country.”

- SEN. KAY BAILEY HUTCHISON

“The NCPA has a reputation for economic logic and common 
sense.”

- ASSOCIATED PRESS


