
Dr. Jose Piñera, the world architect of modernizing Social Security, spoke at the

For Our Grandchildren kick-off educational campaign in Des Moines, Iowa.

Dr. Piñera urged a standing-room-only crowd of more than 250 people to reform

Social Security and enact Personal Retirement Accounts in the United States. 

Throughout the world, pay-as-go

Social Security systems, such as

ours, are facing bankruptcy.

Countries with government

controlled Social Security Systems, origi-

nally devised by Chancellor Bismarck of

Prussia, will not have enough workers to

support their retirees. In the United States,

to maintain promised benefit to retirees, we

must substantially increase payroll taxes or

cut seniors’ benefits. 

In 1980 Jose Piñera, then the Labor

Minister of Chile, faced a similar dilemma.

Chile’s Social Security System was on the

brink of bankruptcy, and the workers of Chile would soon face heavy taxation or benefit

cuts. Worse, the 13% payroll tax prevented most workers from saving and investing. A vast

majority of the Chilean workers were dependent upon Social Security leaving their lives

controlled by the vagaries of the political process. 

Piñera, believed in freedom, choice, and the power of ownership. Knowing the beneficial

effects of saving, investing, and compounding of interest, Piñera envisioned wealth creation

for his fellow workers.  
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What is Full
Employment?
Full Employment is a welfare, unem-
ployment, and food stamp benefit
replacement concept that moves
public assistance recipients into the
active workforce by converting
public assistance benefits to wage
subsidies for transitional, training
oriented jobs, predominantly in the
private sector.

Features of Full Employment
For Participants
• Immediate placement in unsubsidized jobs, or temporarily

subsidized, training-oriented jobs for those unable to get un-
subsidized employment. Wage subsidies are paid from the
pool of public assistance benefits.

• A ladder of job opportunities, with rising spendable income 
at each step.

• Guaranteed support services throughout the transition to
self-sufficiency.

For Employers
• A larger workforce from which to recruit workers.
• The chance to try out new workers in new jobs at little or no

wage cost.
• The opportunity to contribute to reducing the public assis-

tance burden, and provide the unemployed with the many
benefits that only employment provides.

For the State
• A stronger state economy. 
• Happier, more productive citizens.
• Reduced costs of welfare and other related social costs of

unemployment and dependency.

American Institute for Full Employment

S T E P S  T O  E M P L O Y M E N T  P R O S P E R I T Y  &  S U C C E S SS T E P S  T O  E M P L O Y M E N T  P R O S P E R I T Y  &  S U C C E S S

1-2

3

4

T

A

B

L

E

O

F

C

O

N

T

E

N

T

S

t

continued on page 2
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I n s t i t u t e  M i s s i o n
The Institute’s goal is full employment - universal access to jobs with
career potential for all who can work, especially those who are receiv-
ing public assistance as a substitute for the opportunities and rewards
of paid work.

C o n s u l t i n g
The Institute offers consulting to any state that wishes to implement
a Full Employment Program. Consulting services include: program
design, training workshops and establishment of performance criteria.
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Jose Piñera shows how Chilean  workers can
track their retirement earnings in a passbook.
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Jose Piñera, continued...

In 1982, Chile ended their version of Bismarck’s Social

Security System and gave workers a choice. They could remain

in the old system or convert to personal ownership. Workers,

entering employment for the first time, were required to create

and maintain a personal account. Today in Chile, 95% of all

workers own and control their accounts. The average rate of

growth is 10% a year – above inflation. Every worker has the

option to invest conservatively in bonds or aggressively in

mutual funds, or both. Workers can also choose when to retire.

Upon retirement, workers choose annuities or direct withdraw.

At death the remaining assets are dispersed to heirs or devisees. 

Of course, widespread personal wealth begets national

wealth, and Chile’s economy is the best in Latin America. Jose

Piñera is most desirous of replicating the best of Chile’s system

in the United States. Saving, investing and compounding of

interest will create wealth for all Americans. Low- income

workers will have a greater opportunity to create wealth. All

workers will have more freedom. The vast amount of wealth

will spur economic growth in America, and the excess will

greatly assist economic growth in the world.

For Our Grandchildren, a project of The American Institute

for Full Employment, is a non-partisan Social Security educa-

tional effort, which is actively educating the public on the

problems of our failing Social Security system as well as the

opportunities for improving it.

Here is how Jose Piñera puts it:

“If the United States institutes this reform, it would
not only transform every American worker into an
owner of capital, it would also encourage the rest of the
world, especially continental Europe and Japan, to
reform their systems. The benefits to workers and
economies would be enormous. It would be a giant step
toward liberating workers around the world.”

W h y  c h a n g e  u n e m p l o y m e n t  i n s u r a n c e ?

In the early 20th century, state governments
and the District of Columbia set up Workers
Compensation (WC) systems to pay employ-
ees’ lost income and medical expenses due to
job-related accidents. In 1935, the federal

government set up the state-administered
Unemployment Insurance (UI) system to pay bene-
fits to laid-off workers. Over the decades, WC has
changed and evolved as states have experimented
with various structures and learned from the experi-
ence of others. The UI system, however, remains
much as it was in 1935 because its structure is set
by federal law. 

The success of the 1996 federal welfare reform
law highlights the value of state experiments. Prior
to that law’s enactment, a number of states secured
federal waivers that allowed them to change their
welfare programs. The most successful state experi-
ments emphasized the “work first” approach later
embodied in federal law. In short, the experience of
various states helped the entire country find a better
way to help those on welfare.

Similarly, if states could receive waivers from
UI requirements, they could experiment with new
ways to structure the program, as they do in the
WC system. 
Why Change Unemployment Insurance? There
are several compelling reasons to reform the UI
system:
• It gives unemployed workers an incentive to

engage less intensively in job search activities,
leading to longer durations of unemployment.

• Its extended benefits — and the longer periods
of unemployment it encourages — do not
necessarily enable workers to find higher-
paying jobs. 

• It increases layoffs by allowing some companies
to shift the costs of layoffs to other businesses
and workers.

Cost-shifting occurs because employers in
seasonal or cyclical businesses do not pay a tax rate
that reflects their cost to the system. Although UI
tax rates are “experience rated,” meaning that
companies pay lower or higher tax rates based on
their past employees’ UI usage, there is a ceiling on
the tax rate. For a highly unstable employer at that
ceiling, further layoffs cost nothing.
Between 5 percent and 30 percent of all layoffs are
caused by the ceiling on UI tax rates, various
researchers have found. A 1995 study published by
the W. E. Upjohn Institute for Employment
Research suggests that the UI system may be
responsible for 50 percent of all layoffs at the
depths of recessions. Another compelling reason for
UI reform is that tax rates for many businesses are
higher than necessary, because UI claims are “social-
ized.” The largest number of socialized claims is
from companies at the maximum tax rate that do
not bear the full cost they create for the UI system.

Other claims are not charged to an employer
because workers shift from one job to another and a
portion of their benefits are not charged to either. A
third source of socialized costs is companies who do
not pay their “share” of costs because they go out of
business. 

In 1997, these excess benefits ranged from a
low of 15 percent of total benefits (New
Hampshire) to a high of 58 percent (Mississippi).
Since workers pay wage-related taxes through
reduced compensation, they pay these socialized
costs. 

How Workers Comp Differs. Although federal law
does not require them to do so, all 50 states have
Workers Compensation systems. Each state has
designed its own system. Some are now experiment-
ing with alternative structures, while others are
copying successful programs in order to improve
the system over time.

Depending on the state, an employer secures
WC coverage through private insurance, a state
WC fund or self-insurance. Private insurance
accounts for the majority of coverage (58 percent),
but self-insurance (20 percent) is the most rapidly
growing option.  For the year 2000:

• In 26 states, employers may participate in a
public fund or carry private insurance.

• Employers must carry private WC insurance in
20 states, and five states require employers to
pay into a public fund.

• Of the 46 states that allow private insurance, all
but two allow self-insurance or group self-
insurance. 

• In Texas alone, employers may opt out of the
WC system, but those who do are exposed to
tort law liability. 

There has been a trend toward deregulation of
the private WC insurance industry. Since 1980, the
number of states where insurers are free to set their
own rates, called “open competition,” has increased
from one to 37. 

In states with private insurance, often a residual
market operates like an assigned risk pool in auto-
mobile insurance. The size of the residual market
indicates the extent to which insurers are prevented
from pricing each employer’s coverage according to
that employer’s risk. The residual market’s share of
total WC premiums shot up in the 1980s, peaking
at 28 percent in 1992. Since then, the residual
market has dropped sharply, and it represented only
4 percent of total premiums in 1998.

Benefits of State Workers Comp Reforms. Recent
statistics suggest WC changes have been successful:

• The rate at which workers are injured has been
falling steadily over the last decade.

• The cost of workers compensation coverage per
$100 of payroll has declined in the last decade. 

Lower accident rates
are partially due to
decreased regulation, since
market insurance rates
reflect the risk of injury
for particular employers
and thus provide strong
incentives to improve
workplace safety. 

In contrast to WC,
the UI system is basi-
cally a monopoly
insurance fund.
Employers are assessed
taxes equal to a tax rate times
their taxable payroll. Former employees receive UI
benefits from the state fund.  The entire schedule of
tax rates shifts up or down, based on the adequacy
of the entire fund to pay benefits. 

A Model for Reform. UI would look more like the
dynamic, adaptive WC system if the federal role
were limited to oversight, with the details of provid-
ing coverage left to the states.

The states should allow employers to opt out of
the present system, either through private insurance
or self-insurance — guaranteeing UI payments by
posting a bond or carrying third-party insurance.
Companies should be allowed to administer claims
themselves or contract for claims administration.
Private UI insurance should be allowed, with free
entry and exit and no rate regulation. States could
continue to set minimum UI benefits, but employ-
ers and insurance companies could choose more
generous benefits or bonuses for rapid reemploy-
ment. 

The flexibility of state systems would lead to
innovative approaches. A private insurer or a self-
insured employer might offer wage subsidies in lieu
of UI benefits, similar to the JOBS Plus program
Oregon has used for both welfare recipients and
unemployed workers. UI programs might realize
substantial savings through active case management
to help the unemployed person find work.

Another possible reform is to put the UI tax
revenues into individual accounts in which workers
who are more diligent in finding work would build
up balances that could be rolled into a retirement
plan. This would eliminate the current disincentive
to search for a new job. Interestingly, Chile has just
initiated such a program, integrated into individual
accounts for Social Security. 

Bill Conerly is a senior fellow with the National
Center for Policy Analysis and an economic consultant.
He can be reached at Bill@ConerlyConsulting.com.  A
longer version of this brief analysis appeared in
Regulation, and was supported by the American
Institute for Full Employment. 

i
Is Workers Compensation a Model for Unemployment Insurance?

by William B. Conerly, Ph.D.

William B. Conerly
Jose Piñera discusses Social Security reform with Governor Bransted,
Dick Wendt, and Congressman Tim Penny.

Jose Piñera discusses Social Security reform with Nancy Wendt and
Shannon Kintzinger.

Today in Chile, 95% of all workers
own and control their accounts. The

average rate of growth is 10% a year
– above inflation. Every worker has
the option to invest conservatively 

in bonds or aggressively in 
mutual funds, or both. 
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Welfare reform efforts in
the last seven years
have resulted in

significant caseload
declines. Nationwide,
welfare caseloads have
dropped over 50%.
These declines,
however, have
brought to the fore-
front of welfare policy
discussions a
commonly held belief
that those remaining on
welfare face multiple barriers
to employment.  Categorized as
“hard-to-serve,” many welfare policy
wonks point out that these individuals
often have limited education, employ-
ment history, and job skills. Many also
abuse alcohol and drugs, and many are
in unstable family relationships. The
solution?  Why, more intensive and
intrusive (and of course, more expensive)
“human” services. The attitude seems to
be: “government needs to fix these
broken people before they can even
think of getting a job and working
towards self-sufficiency.”  

However, this belief is being chal-
lenged in practice and in theory. In one
study, the Urban Institute compared
adults who left welfare between 1995
and 1997 with adults who left the rolls
between 1997 and 1999. They also
compared adults who were on welfare in
1997 with those who were on welfare in

1999.  Contrary to expectations, the
more recent recipients and

leavers were no more disad-
vantaged than those at the

start of welfare.
(“Assessing the New
Federalism,” The Urban
Institute, April 27,
2001)
Labeling the remaining

welfare caseload as
“hard-to-serve” could not

only be inaccurate, but also
may be quite detrimental to

states in their efforts to continue
to make strides in welfare reform. A
fundamental principle in the successful
“work first” philosophy is that welfare
recipients should be viewed through a
strength-based lens rather than a barrier-
based one.  This principle presumes that
all adults possess strengths and are capa-
ble of progressing toward self-sufficiency
for themselves and their families. By
labeling recipients as “hard-to-serve,”
states seriously risk eroding the strength-
based principle, which is a critical
underpinning of successful welfare
reform efforts.

A closely related “work-first” princi-
ple to the strength-based principle is
that the labor market itself is the best
test of an individual’s employability.
Service providers can—and do—spend a
great deal of time attempting to assess all
the reasons a person may not be able to
go to work.  However, the only real test

is employers’ reactions. By viewing indi-
viduals as capable, and therefore allow-
ing the labor market to provide real-time
feedback on a person’s employability, the
person and the service provider are far
better equipped to address the actual
issues preventing employment rather
than the supposed issues unveiled
through a battery of paper assessment
tests.

A control group study conducted in
the early 1990’s by the Manpower
Demonstration Research Corporation
(MDRC) compared employment
outcomes for case managers carrying
caseloads of 50 clients with those carry-
ing caseloads of 100 clients. Unexpect-
edly, the case managers with 100 clients
significantly out-performed the case
managers with 50 clients. A conclusion
of the researchers was that, perhaps, the
case managers with lower caseloads actu-
ally “over managed” their clientele and
impeded their progress by identifying
too many potential barriers.

Acknowledging and building upon
strengths motivates us humans upward
and onward; dwelling upon our inade-
quacies and weaknesses (our “barriers”)
more often than not demoralizes us. In
an environment of welfare time limits,
state budget crises and, quite likely,
increased work requirements, it is more
imperative than ever that the strength-
based principles of the “work-first”
philosophy be embraced and be further
integrated into welfare reform efforts.  

w

Embrace  the  s t rength-based pr inciples  of  the  “work-f i r s t”  phi losophy.For tunate ly,  there’s  a  v iable  so lut ion.

Derrick A. Max

Myth 
Hard-to-Serve

THE AXIS OF 
UNFUNDED LIABILITIES

In the closing stages of the war in
Iraq, it is important to note that it
was the warning reports of Hans
Blix that led to this massive attack

on the dictatorial regime of Saddam
Hussein. These reports spelled out a
terrible threat to the security of this
country - a threat that had to be
handled sooner, rather than later. Last
month, our government received a simi-
lar warning about the threat to this
country’s economic security in the latest
report of Trustees of the U.S. Social
Security system. Both reports, that of
Hans Blix and that of the Social Security
Trustees, have significant implications
for America’s future - we responded
quickly to one, and must do likewise to
the other in order to maintain our long
term strength and security.

Senator John Breaux (D-LA) recently
commented that the funding problems
facing Social Security may, in the long
term, pose an even greater threat to the
United States than any foreign dictator.
Likewise, Rep. Charlie Stenholm (D-

TX) has called the Social Security deficit
one piece of the “Axis of Unfunded
Liabilities,” the others being Medicare
and Medicaid. We may not be calling up
the National Guard, but the demo-
graphic imbalances facing our retirement
and income support programs are on a
scale approaching that of the “Axis of
Evil” in terms of the threat they pose to
the well-being of large numbers of
American citizens.

Like Iraq, Social Security presents a
crisis that has been building for a long
time. The March 17 trustees report
offered the kind of warning signs that
we ignore at our peril. The trustees
reported that the Social Security systems
unfunded liability has grown signifi-
cantly over the last year, and now
amounts to $10.5 trillion. This is
slightly more than our entire GDP.  The
trustees also noted that the system will
begin running cash flow deficits in less
than 15 years. In short, we know that in
its current form, Social Security is
unsustainable.     

As the largest tax most working
Americans pay, and the largest source of
income for most retirees, the Social
Security program is so foundational to
our way of life that inaction is not an
option and delay could prove disastrous.
Our economy is at stake, and the lifeline
of the elderly and disabled is in jeopardy.

Fortunately, there’s a viable solution.
Like moving a quarter million troops to

the Middle East, it won’t be easy or
happen overnight. But it represents the
same kind of pro-active vision designed
to pre-empt a crisis and spare us the
aftermath. 

A new program of personal retire-
ment accounts would move Social
Security from an unfunded to a funded
system, and hold the assets in the hands
of individual workers, not IOUs issued
from one part of the federal government
to another.  President Bush’s proposal is
but one of the ideas being considered by
Congress that would allow younger
workers the opportunity to invest a
portion of their Social Security taxes and
reap the higher benefits without placing
an enormous burden on future genera-
tions. They’ve been on the table for
months now.

Those who disagree with the personal
accounts approach have a moral obliga-
tion to offer a viable alternative. We
must heed the warnings contained in the
recently released Trustees Report, before
it is too late and we face a Hobson’s
choice of skyrocketing tax increases or
reduced Social Security benefits.

Derrick A. Max is Executive Director of the
Alliance for Worker Retirement Security, a
broad based coalition of 40 organizations
and corporations interested in fundamental
Social Security reform.

i

…we responded quickly to
one, and must do likewise to
the other in order to maintain

our long term strength 
and security.
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T h e r e  a r e  m a n y  r o a d s  t o  R o m e .

Countries all over the world have a
basic system like this, and all over the
world they are going bankrupt. It
happened in Chile.

In my country the government had to face
the tough choices of lowering benefits, increas-
ing payroll taxes, or increasing the huge debt. It
occurred to me that if you save for a long
period of time, you get interest, and the money
grows exponentially. Why not use that force to
give every worker in the country the possibility
of accumulating capital for retirement? I
thought it was a very simple idea.

The president of Chile gave me a great
opportunity and I took it. At 30 years old I
became the Secretary of Labor and Social
Security in Chile. I was in charge of the trade
union movement and unemployment, and I
decided to introduce this new idea.

The idea was to allow the worker to opt out
of Social Security with a full contribution that
goes not to the government, but to a private
institution that holds a retirement account in
the name of the worker. In Chile, the contribu-
tion is ten percent of wages. Every month every
Chilean worker sees what is called “FICA tax”
here go into an individual retirement savings
account. Workers may also invest an extra ten
percent of their earnings tax free.

To most workers, their payroll contribu-
tions basically go into a black hole because they
don’t know who is using the money or how it is
invested. People don’t know—not even in
America, France, Germany—people don’t
know. I always carried around a little passbook.
Everyone can understand savings when you
have a little passbook. You look in the morning;
you see your money. It’s as simple as that.

The money is managed by private compa-
nies and must, by law, be invested in tradeable
securities, i.e., bonds, shares, mortgages, real
estate, mutual funds, and so on. Every day the

worker can go to his company and see his
balance. If he doesn’t like one company, he can
choose another. Competition is the key to effi-
ciency, quality of service, and lower commis-
sions.

When people retire at 65, we give three
options: 1) Have an insurance company trans-
form the capital into a pension for life that is
indexed by inflation. 2) Keep control of the
money and make monthly withdrawals based
on a life expectancy formula. If you die, all of
this is inheritance. This option is usually taken
by people who have other assets. 3) Mix the
first two options—buy an annuity with half the
capital and leave the other half on account. 

But what happens if someone is unem-
ployed for long periods of his life? In that case
we have a safety net that fills the difference—a
minimum pension financed by general tax
revenues so nobody will starve in the streets.

In our system there is no real legal retire-
ment age. If you would like to retire at 57 years
old, you simply go to the company that holds
your account, enter information in a computer
and it calculates according to the amount of
money you have and your life expectancy. It
may say, “If you want to retire at 57, instead of
saving ten percent you must save 13.3.” You
tailor your old age the way you want. 

We used three basic rules in the transition,
and we used TV and radio to educate the
people. 

The first rule is a very simple one, “We will
not take your grandmother’s check away.” We
guarantee the elderly the benefits, we found the
money, and we have kept that promise for 21
years and will continue to keep it. 

The second rule is the ‘silver bullet.’ We
made switching to the new system voluntary.
For those who wanted to change, we gave
recognition bonds that placed a value on the
benefit a worker accumulated under the old

system. Although the government did not have
the money at that moment, we issued a zero
coupon treasury bill and let the worker move
that recognition bond to the passbook. When
the worker turns 65, the government pays the
recognition bond to the company so that at the
end he has his monthly contribution and the
accrued value of the recognition bond.

The third transition is the new worker who
automatically goes into the new system. 

When the youngest person who chose to
stay with the old system turns 65, I will go to
the Social Security Administration and help
close the door on the old system forever. All
Chilean workers will then be in the system of
private retirement, and the monster—bank-
ruptcy—is no longer alive. 

Chile now has the best economy in Latin
America and the funds manage savings equiva-
lent to 50 – 60 percent of GNP.

Chile financed the movement from the old
to the new system by cutting waste and expen-
ditures, not by raising taxes. I am not going to
suggest one way to do it in America. I just
believe that the system is the important thing.
As the old saying goes, “There are many roads
to Rome.”

I wouldn’t like to see a war between genera-
tions in your country in five, six, or ten years
and an exasperating discussion of where you
will get the money. A personal retirement
account system will solve the most important
problem that America has domestically. It will
flood the market with new money in a safe way,
not with ‘bubble money.’ It will create invest-
ment, increase the rate of growth in the coun-
try, and most of all, help the common worker.

As Carl Sandberg wrote: 

“The republic is a dream, but
nothing happens unless you first
dream.”

Evolution of Personal Retirement Accounts in Chile
S u m m a r y  o f  R e m a r k s

by José Piñera 

The economy slows and states scramble
for a response.  State economic develop-
ment gurus scour state budgets, asking:
“Where do we find money to create

jobs?”  Meanwhile unemployment and welfare
leaders dole cash to claimants asking:  “How
long must we wait for jobs.”  The opportunity
to turn cash support into jobs and economic
development is ripe.  Sound familiar?

A Lesson from the Depression – 
How not to do it
In 1935, with unemployment at 18%,
President Roosevelt decided to fund jobs, not
unemployment and he created the Works
Progress Administration (WPA).  The WPA
used government money for government jobs
and was warmly received at first.  But when it
became apparent that many of the supposed
jobs were merely “make work,” the WPA lost
favor and became rhetorically known as We
Piddle Around.  

Roosevelt reemphasized the project nature
of the program, renaming it the Works
Projects Administration and over eight years,
the WPA built thousands of schools, bridges
and other public projects.  More importantly,
8.5 million people worked and reaped the
financial and psychological benefits of work.  

Unfortunately, the WPA was expensive and,
according to many economists had little
economic development effect on the national
economy, which eventually climbed out of the
Great Depression with monetary stimulus and
the consequent private sector spending.

The lessons are simple:  1) real work works
and “make work” doesn’t, 2) private works not
public works stimulate the economy and 3)
costs must be controlled.

Promoting Work Today – Subsidized Wages
The modern-day scaled-down cousins of the
WPA are subsidized wage programs.  They
come in a variety of forms, but are widely
underutilized in most states.  

Subsidized wage programs take the money
states spend on the unemployed (cash benefits
or classroom training) and offer it to employers
who agree to provide job seekers with a job,
training and a regular wage. The subsidy
normally funds about half of the employer’s
wage cost for three to six months, providing an
incentive and ensuring a partnership.

Wage subsidies have evolved to answer the
criticisms of the Roosevelt era program. They:
1) create real work with employers who will not
hire an employee for “make work;” 2)  promote
economic development by targeting job
creation and immediately increasing produc-
tion; and 3) contain costs by simply converting
previously committed money.
An Example
One such subsidized wage program operates in
Oregon. Over 10,000 employers have used it
and say they like the program. They like it so
much that when surveyed by the state, over
96% that used the program were in favor of the
program, and over 80% said it helped their
business by:  1) lowering costs; 2) increasing
their capacity; and/or 3) supporting expansion.
Sound like economic development?
Consider the economic impact in modest-sized
Oregon (pop. 3.5 million). In fiscal year 2001,
over $25 million normally used to subsidize
unemployment was used to subsidize jobs and
injected back into the economy in the form of
production.Wages paid in the economy were
twice the amount of benefit checks, and the
unemployed became producers in the economy,
tapping the multiplier effect and adding to the
tax base.  

Compare this to other economic develop-
ment programs, for example, tax credits that
lure jobs from one community to another –
arguably a zero sum game. And consider the
cost/savings:

• In 2002, over one third of US unemploy-
ment insurance claimants exhausted their
claims without finding work costing states
well over $5,000 a piece - US Department
of Labor.

• Welfare recipients who need the most help
spend years on welfare costing nearly
$10,000 per year and sometimes bumping
into their five-year eligibility limits without
finding work.

• Typical wage subsidies range from $3,000
to $5,000.

Job Seekers
Job seekers fared well too.  State studies show
that over 65% of participants found permanent
jobs at the end of the program and that it
increased their wages.  Over 80% of partici-
pants approved of the program and would
choose it again, if they could.

But is on-the-job training needed?
According the W.E. Upjohn Institute for
Employment Research, in a recent study on the
subject, not only is on-the-job training critical,
attaining it through subsidized wages is one of
the most effective ways to help people move
into work.1

Funding
How do states fund subsidized wages?  

• Welfare (TANF) - include it in the state
plan (many states already have)

• Unemployment Insurance - divert part of
the UI tax to a state-controlled fund similar
to other diversions many states have or
include it in the state’s training UI program

• Workforce Investment Act – local boards
can fund on-the-job training as provided
under the Act

• NAFTA and Trade Adjustment Act – allow-
able under the terms of the acts

• Food Stamp Employment and Training –
include it in the state’s plan

With so many cost-free ways to create jobs and
economic development, one question remains:

Why piddle around?

t
John W. Courtney

1 Fighting Poverty with Labor Demand Policies,  Upjohn Institute, Timothy J. Bartik, Senior Economist.
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Countries all over the world have a
basic system like this, and all over the
world they are going bankrupt. It
happened in Chile.

In my country the government had to face
the tough choices of lowering benefits, increas-
ing payroll taxes, or increasing the huge debt. It
occurred to me that if you save for a long
period of time, you get interest, and the money
grows exponentially. Why not use that force to
give every worker in the country the possibility
of accumulating capital for retirement? I
thought it was a very simple idea.

The president of Chile gave me a great
opportunity and I took it. At 30 years old I
became the Secretary of Labor and Social
Security in Chile. I was in charge of the trade
union movement and unemployment, and I
decided to introduce this new idea.

The idea was to allow the worker to opt out
of Social Security with a full contribution that
goes not to the government, but to a private
institution that holds a retirement account in
the name of the worker. In Chile, the contribu-
tion is ten percent of wages. Every month every
Chilean worker sees what is called “FICA tax”
here go into an individual retirement savings
account. Workers may also invest an extra ten
percent of their earnings tax free.

To most workers, their payroll contribu-
tions basically go into a black hole because they
don’t know who is using the money or how it is
invested. People don’t know—not even in
America, France, Germany—people don’t
know. I always carried around a little passbook.
Everyone can understand savings when you
have a little passbook. You look in the morning;
you see your money. It’s as simple as that.

The money is managed by private compa-
nies and must, by law, be invested in tradeable
securities, i.e., bonds, shares, mortgages, real
estate, mutual funds, and so on. Every day the

worker can go to his company and see his
balance. If he doesn’t like one company, he can
choose another. Competition is the key to effi-
ciency, quality of service, and lower commis-
sions.

When people retire at 65, we give three
options: 1) Have an insurance company trans-
form the capital into a pension for life that is
indexed by inflation. 2) Keep control of the
money and make monthly withdrawals based
on a life expectancy formula. If you die, all of
this is inheritance. This option is usually taken
by people who have other assets. 3) Mix the
first two options—buy an annuity with half the
capital and leave the other half on account. 

But what happens if someone is unem-
ployed for long periods of his life? In that case
we have a safety net that fills the difference—a
minimum pension financed by general tax
revenues so nobody will starve in the streets.

In our system there is no real legal retire-
ment age. If you would like to retire at 57 years
old, you simply go to the company that holds
your account, enter information in a computer
and it calculates according to the amount of
money you have and your life expectancy. It
may say, “If you want to retire at 57, instead of
saving ten percent you must save 13.3.” You
tailor your old age the way you want. 

We used three basic rules in the transition,
and we used TV and radio to educate the
people. 

The first rule is a very simple one, “We will
not take your grandmother’s check away.” We
guarantee the elderly the benefits, we found the
money, and we have kept that promise for 21
years and will continue to keep it. 

The second rule is the ‘silver bullet.’ We
made switching to the new system voluntary.
For those who wanted to change, we gave
recognition bonds that placed a value on the
benefit a worker accumulated under the old

system. Although the government did not have
the money at that moment, we issued a zero
coupon treasury bill and let the worker move
that recognition bond to the passbook. When
the worker turns 65, the government pays the
recognition bond to the company so that at the
end he has his monthly contribution and the
accrued value of the recognition bond.

The third transition is the new worker who
automatically goes into the new system. 

When the youngest person who chose to
stay with the old system turns 65, I will go to
the Social Security Administration and help
close the door on the old system forever. All
Chilean workers will then be in the system of
private retirement, and the monster—bank-
ruptcy—is no longer alive. 

Chile now has the best economy in Latin
America and the funds manage savings equiva-
lent to 50 – 60 percent of GNP.

Chile financed the movement from the old
to the new system by cutting waste and expen-
ditures, not by raising taxes. I am not going to
suggest one way to do it in America. I just
believe that the system is the important thing.
As the old saying goes, “There are many roads
to Rome.”

I wouldn’t like to see a war between genera-
tions in your country in five, six, or ten years
and an exasperating discussion of where you
will get the money. A personal retirement
account system will solve the most important
problem that America has domestically. It will
flood the market with new money in a safe way,
not with ‘bubble money.’ It will create invest-
ment, increase the rate of growth in the coun-
try, and most of all, help the common worker.

As Carl Sandberg wrote: 

“The republic is a dream, but
nothing happens unless you first
dream.”

Evolution of Personal Retirement Accounts in Chile
S u m m a r y  o f  R e m a r k s

by José Piñera 

The economy slows and states scramble
for a response.  State economic develop-
ment gurus scour state budgets, asking:
“Where do we find money to create

jobs?”  Meanwhile unemployment and welfare
leaders dole cash to claimants asking:  “How
long must we wait for jobs.”  The opportunity
to turn cash support into jobs and economic
development is ripe.  Sound familiar?

A Lesson from the Depression – 
How not to do it
In 1935, with unemployment at 18%,
President Roosevelt decided to fund jobs, not
unemployment and he created the Works
Progress Administration (WPA).  The WPA
used government money for government jobs
and was warmly received at first.  But when it
became apparent that many of the supposed
jobs were merely “make work,” the WPA lost
favor and became rhetorically known as We
Piddle Around.  

Roosevelt reemphasized the project nature
of the program, renaming it the Works
Projects Administration and over eight years,
the WPA built thousands of schools, bridges
and other public projects.  More importantly,
8.5 million people worked and reaped the
financial and psychological benefits of work.  

Unfortunately, the WPA was expensive and,
according to many economists had little
economic development effect on the national
economy, which eventually climbed out of the
Great Depression with monetary stimulus and
the consequent private sector spending.

The lessons are simple:  1) real work works
and “make work” doesn’t, 2) private works not
public works stimulate the economy and 3)
costs must be controlled.

Promoting Work Today – Subsidized Wages
The modern-day scaled-down cousins of the
WPA are subsidized wage programs.  They
come in a variety of forms, but are widely
underutilized in most states.  

Subsidized wage programs take the money
states spend on the unemployed (cash benefits
or classroom training) and offer it to employers
who agree to provide job seekers with a job,
training and a regular wage. The subsidy
normally funds about half of the employer’s
wage cost for three to six months, providing an
incentive and ensuring a partnership.

Wage subsidies have evolved to answer the
criticisms of the Roosevelt era program. They:
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hire an employee for “make work;” 2)  promote
economic development by targeting job
creation and immediately increasing produc-
tion; and 3) contain costs by simply converting
previously committed money.
An Example
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and say they like the program. They like it so
much that when surveyed by the state, over
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program, and over 80% said it helped their
business by:  1) lowering costs; 2) increasing
their capacity; and/or 3) supporting expansion.
Sound like economic development?
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Oregon (pop. 3.5 million). In fiscal year 2001,
over $25 million normally used to subsidize
unemployment was used to subsidize jobs and
injected back into the economy in the form of
production.Wages paid in the economy were
twice the amount of benefit checks, and the
unemployed became producers in the economy,
tapping the multiplier effect and adding to the
tax base.  

Compare this to other economic develop-
ment programs, for example, tax credits that
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arguably a zero sum game. And consider the
cost/savings:

• In 2002, over one third of US unemploy-
ment insurance claimants exhausted their
claims without finding work costing states
well over $5,000 a piece - US Department
of Labor.

• Welfare recipients who need the most help
spend years on welfare costing nearly
$10,000 per year and sometimes bumping
into their five-year eligibility limits without
finding work.

• Typical wage subsidies range from $3,000
to $5,000.

Job Seekers
Job seekers fared well too.  State studies show
that over 65% of participants found permanent
jobs at the end of the program and that it
increased their wages.  Over 80% of partici-
pants approved of the program and would
choose it again, if they could.

But is on-the-job training needed?
According the W.E. Upjohn Institute for
Employment Research, in a recent study on the
subject, not only is on-the-job training critical,
attaining it through subsidized wages is one of
the most effective ways to help people move
into work.1
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How do states fund subsidized wages?  

• Welfare (TANF) - include it in the state
plan (many states already have)

• Unemployment Insurance - divert part of
the UI tax to a state-controlled fund similar
to other diversions many states have or
include it in the state’s training UI program

• Workforce Investment Act – local boards
can fund on-the-job training as provided
under the Act
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able under the terms of the acts
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include it in the state’s plan
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In the closing stages of the war in
Iraq, it is important to note that it
was the warning reports of Hans
Blix that led to this massive attack

on the dictatorial regime of Saddam
Hussein. These reports spelled out a
terrible threat to the security of this
country - a threat that had to be
handled sooner, rather than later. Last
month, our government received a simi-
lar warning about the threat to this
countryÕs economic security in the latest
report of Trustees of the U.S. Social
Security system. Both reports, that of
Hans Blix and that of the Social Security
Trustees, have significant implications
for AmericaÕs future - we responded
quickly to one, and must do likewise to
the other in order to maintain our long
term strength and security.

Senator John Breaux (D-LA) recently
commented that the funding problems
facing Social Security may, in the long
term, pose an even greater threat to the
United States than any foreign dictator.
Likewise, Rep. Charlie Stenholm (D-

TX) has called the Social Security deficit
one piece of the ÒAxis of Unfunded
Liabilities,Ó the others being Medicare
and Medicaid. We may not be calling up
the National Guard, but the demo-
graphic imbalances facing our retirement
and income support programs are on a
scale approaching that of the ÒAxis of
EvilÓ in terms of the threat they pose to
the well-being of large numbers of
American citizens.

Like Iraq, Social Security presents a
crisis that has been building for a long
time. The March 17 trustees report
offered the kind of warning signs that
we ignore at our peril. The trustees
reported that the Social Security systems
unfunded liability has grown signifi-
cantly over the last year, and now
amounts to $10.5 trillion. This is
slightly more than our entire GDP.  The
trustees also noted that the system will
begin running cash flow deficits in less
than 15 years. In short, we know that in
its current form, Social Security is
unsustainable.     

As the largest tax most working
Americans pay, and the largest source of
income for most retirees, the Social
Security program is so foundational to
our way of life that inaction is not an
option and delay could prove disastrous.
Our economy is at stake, and the lifeline
of the elderly and disabled is in jeopardy.

Fortunately, thereÕs a viable solution.
Like moving a quarter million troops to

the Middle East, it wonÕt be easy or
happen overnight. But it represents the
same kind of pro-active vision designed
to pre-empt a crisis and spare us the
aftermath. 

A new program of personal retire-
ment accounts would move Social
Security from an unfunded to a funded
system, and hold the assets in the hands
of individual workers, not IOUs issued
from one part of the federal government
to another.  President BushÕs proposal is
but one of the ideas being considered by
Congress that would allow younger
workers the opportunity to invest a
portion of their Social Security taxes and
reap the higher benefits without placing
an enormous burden on future genera-
tions. TheyÕve been on the table for
months now.

Those who disagree with the personal
accounts approach have a moral obliga-
tion to offer a viable alternative. We
must heed the warnings contained in the
recently released Trustees Report, before
it is too late and we face a HobsonÕs
choice of skyrocketing tax increases or
reduced Social Security benefits.

Derrick A. Max is Executive Director of the
Alliance for Worker Retirement Security, a
broad based coalition of 40 organizations
and corporations interested in fundamental
Social Security reform.
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