SOCIAL SECURITY-PERCEPTION AND REALITY(1).
Social Security is another leg of the retirement stool.It started strong, but now it is facing insolvency.The perception of social security  has shifted from reality of the program,over the years.Political rhetoric and blatant deception have concealed the welfare dimensions.Americans believe that the system is secure and they are earned entitlements , and that they are guaranteed retirement income, and that it is less costly  than it really is.And they defend Social Security, but the reality is that it is becoming insolvent and in the process creating a fiscal nightmare.
PERCEPTION-Social Security intended to provide for all income needs of retirees(1a).
REALITY-Social Security was designed to provide only basic of income for old age.It was never intended to replace private savings.Additonal savings were encouraged.It was aimed at the elderly, to
Protect their financial calamity.Over the years social security has become a fundamental problem-as stated earlier,it was originally intednded to to provide supplemental retirement income source for

a minority of Americans, but ,it has become the primary retirement income source for a majority of 
retired Americans.Social Security has not become not only a retirement program,it has added benefits

to cover widows,disabled workers and children.

PERCEPTION-Social Security was always a pay as you go program(1b).

REALITY-Originally, it was intended to make Social Security self sustaining,fully funded and managing its operation under accepted actuarial principles.Tax revenues were not used,except for the

first few years,when payments were to those who had not contributed into the program or contributed

very little.Taxes were collected and deposited into trust fund that would pay for current promised benefits.Future entitlements were to be paid from the accumulated trust fund assets.In 1939, the Act was

amended to include spousal ,children’s and survivor benefits.The changeover was completed in the 1940’s as social security became a pay-as-you-go program.When social security started,approximately 42 workers to each beneficiary of the program.By 1945, it had fallen to 16 workers to each beneficiary, and today, it is approximately, 3.25 workers to each beneficiary.The number of beneficiaries  is expected to double between now and 2030, and the ratio of covered workers to beneficiaries will be down to about 2 to 1 ratio(2).

In 2005, 12.4% tax was levied on the first $90,000 of an employee’s FICA(Federal Insurance Contribution Act)wages/salary.In 2006, the salary cap increased to $94200, which meant that 11.3 million workers will pay higher social security taxes(3).In 2007, it increased to $97,500.In 2006
It is estimated 159 million workers will pay social security security taxes.Out of the 12.4% tax, the employee pays 6.2% of the tax, the employer pays the remainder.Revenues were used to pay the social security entitlements, which used 2/3 of tax revenues, the other 1/3rd was used to pay general federal government expenditures.The government replaced those revenues in the trust fund with IOUs, which currently run about $200 billion a year(4).
PERCEPTION-Social Security entitlements include only what you have paid into the program(1c).

REALITY-Social Security was originally designed to address the high level of unemployment during the depths of the Great Depression.The Social Security Acty was constructed to discourage the older workers from working, so that their jobs would be available for younger workers.The Act granted 
benefitsts to older workers who had paid little or nothing into the program, which freed up jobs for younger workers.These workers received benefits that were in excess of what they had paid into the program(5).
Social Security serves two functions: as an insurance program,recipients are paid benefits based solely on how much they have paid into the program, and these entitlements are paid out regardless of the 
level of their need;as a welfare program, recipients received entitlements based on their poverty level

or their level of need, regardless of how much the recipient paid into the program.The welfare 
function allowed lower income workers to receive far more than from social security than they have
paid into the program.Example Mr Smith lives to be 85, he will receive approximately 9X more 
entitlements than he paid into Social Security in taxes.Retired in 2001,worked 40 years,retired at 65

and began receiving his social security benefits,initial monthly benefit of $1,715,average lifetime

annual benefit of $28,102,FICA contributions of $64,974 during employment,if lives to 85, he will
receive $590,162 in entitlements(6).

Social Security taxes paid vs Projected Lifetime Benefits(7).

Income percentile     Av.Lifetime Amount Paid in     Av. Total Lifetime Benefit

Lowest 20%               $11,211                                     $220,235

Second 5th(20-40%)    30,978                                       370,615

Third 5th(40-60%)       51,441                                       523,403

Fourth 5th(60-80%)     76,513                                       601,518

Top 20%                     87,222                                       630,424

These information  shows why Social Security is perceived to go broke. About 50% of  American
workers are projected to receive social security entitlements of 12 -20 time their contributions into

the system.The above data shows that the bottom 40% of workers will have lifetime contributions

ranging from $11,000 to $31,000, but their lifetime benefits are expected between $220,000 to

$370,000.The top 20%may get back in entitlements about 7 times what they paid in.When these
information are expected, the solvency of Social Security appears to be a illusion.

PERCEPTION-Social Security taxes go directly into Social Security Trust Account(1d)

REALITY-Concept of’trust fund’for most Americans would be that it has sufficient assests to pay

its entitlement obligations.Consequently, it would be fair to expect that the trust  would have tax

revenues for Social Security benefits, and those revenues would be invested to accumulate 

additional assets.But that is not true.
It was pointed out that tax revenues are collected and used on a pay as you go basis.There are no

assetsi in the trust account,accumulating interest.In fact, the  Treasury Secretary issues IOUs for 

the amount of revenues that are spent in entitlements, and the transactions are recorded in the 

ledger.The US government owes Social Security Trust account about $1.7 trillion and this debt

is growing at about $200 billion a year(8).If the assets were to be actually needed,Treasury
securities would have to be sold to achieve liquidity.It is estimated that it may be needed as 

early as 2018(9).

PERCEPTION-You have a legal right to your Social Security benefits(1e).

REALITY-The fact is that the federal government can reduce or remove your entitlements 
whenever it chooses.Congress had already cut benefits during the Reagan Administration.

Congress had changed the age of collecting your full entitlements from 65 to 67, cutting 

entitlements for those born after 1939.The Supreme Court has ruled that non one has a valid 

legal claim to Social Security entitlements(10).

PERCEPTION-Social Security is America’s biggest budget deficit headache(1f).

REALITY-The woes of Social Security has received major media attention and public scrutiny,
but the biggest time bomb in the federal budget is MEDICARE.Annual spending on Medicare
alone is projected to be $500 billion,more than that spent on Ocial Security by 2015.Depending

on whose numbers you accept, the projected shortfall in social security is somewhere between

$10 and $12 trillion.But Medicare would be in the neighbourhood of $62 trillion(11).Cost of 

Medicare’s promised entitlements is expected to be $28 trillion more than its revenues over the next

75 years,5 times more than Social Security’s shortfall(12).

PERCEPTION-Social Security is income tax free(1g).

REALITY-Social Security benefits were NOT originally taxed.But, during the Reagan

Administration, the Greenspan Commission recommended that entitlements be taxed.At first,

half of the benefits could be taxed, now, up to 85% may be taxed,depending on your income

and marital status.This amounts to cut in entitlements.

Growth in Social Security Expenditures(14)

Year                     Expenditures in millions
1938 $10

1958 8,900

1968 30,300

1978 114,000

2004 488,000

2005 518,000

It all started with a program to create jobs during the Great Depression, has truned into a perceived

Entitlement program, which provide varying degrees of benefits to all Americans.The New Deal

has evolved into a entitlement program that Americans expect the government to provide forever.

And it is this belief that has contributed to its very uncertain controversial future.
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