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Abstract: 

The business model used by Congress to pay for Social Security, 

Medicare and national debt is our costliest federal mandate.  

Because they run a national retirement plan without using 

compound interest, Congress makes us pay TWELVE dollars to 

do a ONE-dollar job.  This business model is the root cause of our 

economic distress:  it spends 11% of GDP where the proven safe 

and successful State, Local and life insurance model would spend 

just 1% of GDP.  Weôre flushing 10% of our GDP right down the 

toilet.  Fixing this business model quickly cures economic distress 

throughout America, solving both U.S. and State budget shortfalls 

without raising taxes or cutting programs. 

 

This flow chart makes a handy reference tool guiding the overall presentation.  It shows 

the whole path of how the resources freed up flow into the TX budget.  We organize the paper 

around a tour of this flow chart.  The following four pages address our starting point and key 

driver of the solution:  the red box and 12:1 waste factor. 

 

 ( JSP means Jackson Security Plan, the name given this solution by the Trotter for Congress campaign ) 
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That should pretty thoroughly nail down the key driver, that Congress is running a 

national retirement plan without using compound interest and therefore makes us pay a 12:1 

waste factor.  The assertion that Social Security pays a return on investment is just wrong.  

Yes, many retirees up to now have gotten back more than they paid in, but it didnôt come from 

investment income.  Thereôs never been any investment income actually received in cash. 

  All of the cash that has gone to pay benefits é has come from workersô paychecks 

(counting the employer match).  Do you really think doubling the tax burden on your kids is a 

return on investment to you?  True investment income would increase your combined family net 

income.  Best example is parentsô retirement plan invests in utility stock.  Kids pay their electric 

bill, utility pays a dividend, retirement plan pays a benefit, combined family income goes up.  

Now compare that to Congress taking a dollar of additional tax out of your childrenôs paychecks 

(after theyôve paid their electric bill) and handing that dollar to you.  Yes, you received that 

dollar, but your combined family income stayed flat. 
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  Now letôs consider the top left green box in the flow chart.  ñThe Curveò pictured 

below shows the balance needed at each age to be on track toward accumulating the balance 

needed at retirement to pay your expected benefits.  To convert Social Security and Medicare to 

the proven successful retirement-plan model, we issue Social Security bonds to everyone in the 

amount needed to put them on The Curve.  The bonds work just like school bonds that are 

secured by their future stream of property-tax receipts (in this case, payroll-tax receipts). 

 

As the property-tax receipts come in, school districts put the designated portion into the 

debt-service fund and pay interest and principal on the school bonds as scheduled.  In our 

case, as the payroll-tax receipts come in, our Master Trust puts the designated portion into the 

debt-service fund and pays interest and principal on the Social Security bonds as scheduled. 

Blue markers show generations of family connected to ñlateò Baby Boomers approaching 

age 50 (their parents in early stages of retirement, their grandparents perhaps still drawing 

benefits in their 90ôs, their kids just entering or approaching the workforce.  Yellow markers 

show the same splits for ñearlyò Baby Boomers who are now approaching retirement age. 
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In each case, the combined family will receive over a million dollars of Social Security 

bonds in their accounts.  Thatôs a pretty good way to start a conversation, wouldnôt you agree?  

ñNo, maôam, weôre not talking about cutting your benefits; weôre talking about putting a million 

dollars of real assets in your account so you can receive double the amount you were getting, 

and know that itôs fully funded.ò  ñOh, well allright then ï tell me more, please!ò 

Itôs important to note that this is the conversion cost.  Once everyone is on The Curve, 

weôre converted.  Itôs done.  You get your benefits paid out of the assets in your account, just 

like other retirement plans.  The Social Security bonds are the conversion cost.  We pay off the 

bonds with the designated portion of payroll tax receipts that weôre already paying, so thereôs 

no tax increase to pay for the transition.  Page 9 will show the amortization schedule. 

 

The opening balance sheet shows the total amount needed in Social Security bonds.  

We just multiplied the population at age 77 times the amount on The Curve for age 77, plus the 

population at age 49 times The Curve balance for age 49, and so on.  There are separate 

entries for existing Social Security benefits (which replace an average 42% of pre-retirement 
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income); boosting benefits to 100% wage-replacement (another 58%); Disability benefits (DI); 

and Medicare benefits (HI for sum of all Medicare). 

The Forfeiture Pool entries refer to the life annuity model which we currently have.  We 

draw benefits during our lifetime and upon our death any reserves still associated with our 

account go back into the pool ï we donôt pass on any balance to our heirs.  We can move 

toward full inheritability after a few years of economic growth, but cannot get there in the first 

move.  We thought it more important to solve the pension and retirement problem by boosting 

benefits to 100% wage-replacement, than to go for inheritability right away (but at much lower 

benefit levels). 

The left side of the balance sheet shows the present value of the portion designated for 

debt-service.  We used the intermediate case projections in the Trustees Reports for Social 

Security and Medicare.  Thereôs enough cushion to pay off the national debt and provide a 

Contingency Pool of almost six trillion dollars for further safety, as well as an equity piece ï the 

Capital Surplus of another six trillion. 

That equity piece provides the inflation protection.  As economic growth delivers receipts 

into the debt-service fund exceeding the forecast, that surplus is paid out in dividends so that 

every participant and beneficiary keeps up with the economy. 

Letôs go now to the bottom left box.  To match debt-service to the available cash flow, 

we spread the bonds into 10-year tranches.  The current tranche gets paid principal and 

interest in cash, while all other tranches accrue interest at 3.0% like savings bonds.  When their 

turn arrives, each tranche then gets paid in cash from their assigned 10 years of cash flow. 

For example, the 2031-2040 tranche has $7.1 trillion of initial Social Security bonds, 

which will have grown to $12.8 trillion by the end of 2030.  That $12.8 trillion (plus interest on 

the remaining balance each year) is then paid off by cash flow designated for debt service from 

2031 through 2040.  (see top chart on next page) 
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The bottom table on page 9 shows how this solution balances the federal budget.  The 

big factors are Net Interest Eliminated and Additional Receipts GDP.  We remove interest 

expense from the federal budget by extinguishing Treasury obligations ï debt holders will have 

Social Security bonds instead of what they hold now.  Interest expense will be on the books of 

the Master Trust, not Congress.  (And weôve already seen how the Master Trust repays interest 

and principal on their bonds.) 

The increased Social Security benefits, plus the healthcare and infrastructure resources 

freed up, will boost GDP which in turn produces additional tax receipts for the budget.  To grasp 

what ñinfrastructure resources freed upò means, letôs move right one box in our flow chart. 

 

  These Federal Trust Funds collected money to accomplish designated purposes, but are 

not using the money for those purposes because Congress took the cash and spent it 

elsewhere.  JSP exchanges Social Security Bonds for their non-marketable IOUôs from 

Congress.  They can sell the bonds and use the cash for their designated purposes:  

infrastructure!  This should relieve ñstimulusò plans and be a net gain to the budget. 
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Now up to the top row, center green box.  This is the crux of the deal, this is how 

resources get freed up to flow into State budgets.  We negotiate a trade with public employees:  

youôve been promised pensions of 70% wage replacement (W-R), but we only have assets and 

tax rate today for 50% W-R.  If you will agree to take 30% W-R, weôll give you a Social Security 

account providing 100% W-R, and use the 20% W-R you gave up to reduce your healthcare 

costs.  So you would gain at least 69% W-R (thatôs if you were already in Social Security). 

 

In a nutshell, you can keep the deal you have, which is:  20% W-R in cash plus bankrupt 

your kids and grandkids.  Or you can choose whatôs behind Door #1, which is:  69% W-R in 

cash plus 20% W-R applied to lowering your healthcare costs, plus prosperity for your kids and 

grandkids.  Even in a politically charged atmosphere, we really ought to be able to sell that 

deal, wouldnôt you agree?  20 + bankruptcy   vs.   69 + 20 + prosperity. 
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Even in Wisconsin, that tradeoff should be acceptable.  Keep your jobs, increase your 

retirement benefits, reduce your healthcare costs, rescue your kids and grow the economy.  

Whatôs not to like about that?  Just get Congress to stop wasting 10% of our GDP.  J 

Private employers will likely make similar deals, applying the freed-up resources from 

their own pension plans to paying a greater portion of group health premiums.  Hereôs a 

summary of the figures. 

 

The $4.5 trillion is the $1.3 trillion in Federal retirement plans that we saw from page 10, 

plus $3.2 trillion in State and Local plans. 

One box to the right, now at the corner.  The surplus pension assets are used to 

eliminate the cost of uncompensated care so that providersô collection rate goes up and they 

can lower their list prices.  (The actual mechanism through which these transfers occur is 

conceptually doable but needs to be fully developed.)  Thus, everyone who has been paying for 

healthcare will pay 10% less é and thatôs the first big influx of savings to the TX budget. 
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Because weôve balanced the federal budget by eliminating interest expense and 

boosting GDP, the States get to use the 10% savings for Medicare and Medicaid in their State.  

(see charts below, plus part of the data for this is on page 14.) 
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One to the left and down, go back and pick up the green box with GDP.  The 

immediate effect on GDP is pretty self explanatory. 

 

  The chart at the top of page 15 shows what happens after 10 ten years, when weôve 

used up the pension surplus.  The bottom layer is the 1.6% annual economic growth forecast in 

the intermediate case of the Trustees Reports.  Thatôs the portion used for debt service.  The 

next layer ï from 1.6% to 4.0% growth - is used for the dividend mentioned earlier.  The top 

layer ï from 4.0% to 7.0% growth in this case ï becomes a new source for funding healthcare. 

  When thinking about GDP growth, remember that our economy has not only been 

suffering the drag of this business model wasting 10% of GDP, but also our periodic episodes of 

living beyond our means, going deep into debt, then trying to evade the consequences by 

cheating the rest of the world é which provokes retaliation and economic collapse.  

(Protectionist trade legislation bringing on the Great Depression, going off the gold standard in 

1971 bringing on the oil price hikes, and todayôs sub-prime mess plus ñQuantitative Easingò 

bringing on a flight from the dollar.) 
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  Looking at our history, it appears that we can enjoy 6.1% annual growth in GDP when 

we practice good stewardship, and thatôs without giving effect to five highly favorable factors 

not included in the base case: 

 

Å Increased profit margins  (volumes up, costs down)  

Å Shift from welfare to work  (response to incentives)  

Å Addôl investment from portfolio shift & risk-taking, not just continued earnings  

Å Increased stock-market return once we stop wasting 10% of GDP 

Å Further local gains from solving senior poverty and uncompensated care  

 

  Now weôre ready to consider the blue box and aggregate the impacts on our TX 

budget that weôve studied in detail.
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  There may be similar gains for local jurisdictions from tax receipts on increased GDP, 

health care savings and infrastructure needs relieved; these have not been included in the TX 

figures.  Note also the long-term impact of preserving our investment in education, which many 

observers say would be a significant loss if we didnôt. 

  To help you evaluate how much of your own Stateôs budget shortfall this solution might 

solve, page 18 is a ñquick and dirtyò estimate using TX factors applied to each Stateôs share of 

Medicare and the GDP increase.  To the extent that your State has a different ratio of 

healthcare costs in their budget, or a different ratio of variable tax receipts to GDP, your specific 

results will vary from these estimates.  But this estimate ought to put you in the ballpark and 

help you ask for the rest of the data you need. 

Noteworthy is Wisconsin, reported to be facing a two-year shortfall of $3.6 billion for 

2012 and 2013 with protesters in the streets and Democrat legislators on the lam.  This solution 

generates net budget savings for Wisconsin of $3.4 billion per year! 



Fix Our Costliest Federal Mandate and Solve                          
U.S. and State Budget Shortfalls é Immediately 

 

Davis Jackson, CPA                                          March 15, 2011 Page 17 

  California is often said to be in the direst straits among the 50 States, facing a shortfall of 

$25.4 billion in 2011-12 and $20 billion per year through 2015-16.  This solution generates net 

budget savings for California of $19.3 billion per year, which solves 91.6% of their five-year 

forecasted deficit.  With a little bit of effort they ought to be able to figure out how to get the 

remaining 8.4%.  J 

  Careful readers will note that a couple of the TX numbers in the table are different from 

what we presented in the other exhibits earlier in the paper.  Theyôre both in the same ballpark, 

savings for the biennium ranging from slightly over $23 billion to just under $28 billion.  The 

difference has to do with using Medicareôs actual expenditures in one approach vs. looking at 

the total list price of health care services in which Medicare was involved (as either primary or 

secondary) in the other approach. 

  Please remember that this solution is not a take-it-or-leave-it scenario.  We chose one 

set of specific assumptions that seemed reasonable to us and used them consistently 

throughout our calculations so we could prove that the numbers work.  Different choices for a 

number of features can certainly be negotiated ï the main thing is to get compound interest 

working for us instead of against.  As long as we do that, weôll be fine! 

 The last bullet point on page 2 mentioned that in addition to the phenomenal economic 

gains from this solution, there is also a huge civil-rights victory to be won.  See the explanation 

of that feature following the table of State estimates. 
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