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 Social Security insurance programs around the world have been faced with 
financial crises.  From Chile to Great Britain and now in the United States, politicians 
and policymakers have been searching to find the cash needed to support their aging 
populations.  Following is a creative, compromise solution to Social Security’s looming 
financial crisis in the United States. 
 
 Now, the Floor Plan is described for private-employer pensions in IRS Revenue 
Ruling 76-259.  Under such a program as it would apply to Social Security, a worker’s 
benefit at Social Security age for full benefits (the so-called Full Benefit Age), now age 
65 to 67, would be the sum of two benefits: 
 
 Benefit 1: The monthly benefit that the individual has already accrued under 
the previously existing benefit formula at the date of the adoption of the Floor Plan; plus 
 
 Benefit 2: The Floor Plan benefit, which is the larger of: 
 

A. The guaranteed monthly annuity purchaseable with the 
individual’s previously non-guaranteed account balance at 
the above-mentioned Full Benefit Age; or 

 
B. The individual’s Floor Plan minimum benefit.  This 

minimum would be a politically negotiated amount, say 
80%, of the worker’s increase in accrued benefits computed 
as though the present Social Security benefit arrangement 
had remained in effect. 

 
NOTE:    In pension parlance, this benefit structure is described as being 

“without wear-away.” 
 
Upon a worker’s retirement, the non-guaranteed account becomes a monthly 

guaranteed cash refund annuity.  That is, if a worker, or his spouse, as the case may be, 
dies before his entire account balance at retirement has been paid out, the amount 
remaining would be paid to the worker’s estate or other beneficiaries.  Benefits 
accumulate non-guaranteed during the worker’s pre-retirement years. 

 
Benefit 1, the accrued benefit as of the effective date of this changed benefit 

structure, would phase out as younger workers come into the Social Security system, 
thereby providing for an orderly method of phasing out the current benefit formula and 
phasing in the Floor Plan. 
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Protecting accrued benefits would mean that no so-called “Notch” would develop, 

as it did the last time Social Security benefits were reduced, in 1977. 
 
The individual account plan benefit under 2A above would be an accumulation of 

monies invested.  For the U.S. Social Security system, it is likely that deposits of 4% of 
annual covered payroll and an average 6% compounded annual rate of return would mean 
that the Floor Plan benefit in 2B would not be triggered, except for the lowest-paid 
workers in the workforce.  The Floor Plan represents only a minimum guarantee, 
protecting lower-paid workers primarily, under a 4% of covered payroll individual 
account arrangement. 

 
One of the constraints on the design of the future Social Security benefit structure 

is that there be no tax increases to fund these benefits.  Note that there are three elements 
of any guaranteed defined benefit program:  the benefit amount payable, the age at which 
benefits are to begin, and mortality of the covered population.  Some proposals would 
maintain the existing benefit formula but make it payable at a later age.  The System 
would then revert to a pay-as-you-go system, thereby foregoing the partial advance 
funding approach that had been adopted during the Reagan Administration’s approach to 
Social Security reform. 

 
The Floor Plan described above would provide fewer guaranteed benefits, but 

more benefit opportunities, to covered workers.  The amount freed up for individual 
account investing should be around 4%, given the yields that are prevailing in current 
financial markets.  The most this Floor Plan guarantee should increase Social Security tax 
rates, then, should be an additional 1-1.5% of covered payroll.  This is the cost to provide 
minimal benefits to the lowest paid workers in society, while offering President Bush’s 
opportunity program to the majority of workers. 

 
Some see the partially privatized individual account plan as restoring equity to 

Social Security.  Others say it would destroy the “social adequacy” objectives of the 
current program.  The Floor Plan would satisfy both sides of the issue.  For upper income 
earners – who would accrue large balances under the 4% of covered payroll individual 
account plan – only the individual account portion would become payable.  For lower 
income earners, the defined benefit portion in 2B above would pay benefits under a 
skewed Social Security benefit formula not unlike today’s benefit arrangement.  
Therefore, lower-wage earners would remain whole, while “equity” is restored to higher-
wage earners. 

 
The Floor Plan, then, would guarantee against: 
 
. Lower-than-expected investment earnings under the free-market invested 

individual account plan. 
 
. Longer-than-expected longevity of an individual.  Under the guaranteed 

post-retirement payout structure, one cannot “outlive” one’s life annuity.  Note that 
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dramatic improvements in mortality could mean that there would be another Social 
Security financing adjustment for future retiring workers at some point down the road. 

 
. Inflation before retirement, which diminishes the purchasing power over a 

working lifetime of early years’ individual account plan contributions; and finally 
 
. Inflation after retirement, which diminishes the purchasing power of a 

fixed-dollar account balance in an individual account plan. 
 
The Floor Plan serves as a guarantee of the individual account portion of the 

partially privatized arrangement.   Once the younger workers of today have been covered 
under this individual account arrangement for a working lifetime, only the guarantees 
listed above would trigger the defined benefit Floor for all but the lowest paid workers.  
Higher wage earners should be phased out of the Floor Plan minimum guarantee because 
their 4% of payroll contributions would be invested in accounts for their benefit and, 
therefore, would minimize the meaning of the Floor Plan guarantee for them.  The only 
time that the guarantee would be triggered for upper-wage earners would be if they were 
to retire in a recession. 

 
Once the Floor Plan is fully phased in, only 5% to 5 1/2% (4% for the individual 

accounts and 1% to 1 ½% for the guarantee) of the Social Security payroll tax should be 
needed to pay for most retirement benefits.  The remaining payroll tax would be used for 
death and disability benefits, as well as the presently unfunded liabilities for benefit 
payments to current and future retirees. 

 
Of course, the Congress, with the aid of the Social Security Administration, 

would need to determine the affordability and political acceptability of such an approach.  
The individual account investments would be investment in government approved stock 
and bond mutual funds and other prudent securities, since the investment performance of 
that part of the Floor Plan affects payouts under the defined benefit guaranteed portion.  
Still, I believe that this arrangement will work, lessening the crisis for Social Security for 
many decades to come. 
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