Waste Factor Is Actually Worse Than 9:1
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The waste factor of 9:1 is based on a “snapshot” at current tax rates – the 21% we now pay.  But since rates are scheduled to rise to 57% of taxable payroll, we are scheduled to pay much more than 9:1 over the course of our careers.

We begin to get into the realm of volatile estimates now, because we have to guess what interest costs will be in the future.  That has a rather large margin for error!  The chart above excludes interest on the national debt, calculates just the program costs.
While we are at an average 6:1 now, today’s 40-somethings are scheduled to pay 8:1 (plus interest on the national debt) over the course of their careers; 30-somethings are looking at 10:1 plus debt service; 20-somethings face 12:1, and so on until it levels off at 16:1.

I’m including this data in case someone checks the calculations and comes up with a question. I didn’t think it would change the conclusion anyone drew, so I didn’t clutter up the initial presentation with this level of detail.  Is there really anyone out there who would become enraged at a waste factor of 12:1 but would just “Ho-hum” and tolerate 9:1?  It seemed to me that 9:1 would clinch the deal, so I kept it simple for the first pass.  (
There’s a similar effect in the wealth calculations.  To keep it simple, I just multiplied the family assets in the initial pre-funding by a factor of 21:5 to get the wealth figures for our grandchildren once the debt is paid off.  That comes from setting aside 5% initially – which drives the balance to be pre-funded – and using the other 16% for debt service.  Once the debt is retired, we can set aside the full 21% in workers’ accounts.
That implies the 16% will be handled in the same way as the initial 5%, all as Life Annuity with a Forfeiture Pool.  But we will almost surely have moved to Level 1 and full inheritability by then, so we need to refine those calculations … except we once again enter the realm of volatile estimates!  What sort of distribution rate will the average family take from their accounts?  Let it all build up?  Draw down on the principal?  And so on.
On the other hand, odds are pretty good that some portion of the 16% will have a character much like the 5% … paying for lifetime healthcare, for example.  So I calculated the top end of the range if a family adopted an endowment-type approach and built up their wealth for about 20 years before instituting a policy of distributing 4.5% annually.  Principal would thus continue to increase over the years, as would distributions.
Let’s call our grandchildren Generation 1.  They will be at retirement age when the debt is paid off by PRI.  Their children (Generation 2) will then be mid-40’s, and their grandchildren (Generation 3) will be early 20’s.  Under the assumptions listed, here are the family wealth figures when each generation hits retirement age, earning the average wage:
	Generation
	Family Wealth

	3
	$  3.3  million

	4
	$  5.2  million

	5
	$  8.4  million

	6
	$13.7  million

	7
	$22.6  million


Without pretending to have a crystal ball several generations into the future, we can say that the “five million per family” promised by PRI is a floor; families under most circumstances will be able to do even better than that if they adopt an endowment-type approach to managing their wealth.  Again, I didn’t think this would change anyone’s conclusion and opted for keeping it simple in the first pass.  How many people would give Washington a pass for “only” robbing their family of five million but would become indignant if eight million were at stake?  (
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