Executive Summary:  PERSONAL RETIREMENT INSURANCE (PRI)
Purpose 
This is a quick read for savvy observers already familiar with the Privatization model proposed and rejected in the first Bush term, showing the three huge differences that will make PRI succeed where Privatization failed.
1)  PRI spreads investment risk
Privatization had individuals choosing their own investments, and scholars showed that we would not risk losing everything by picking a stock that turned out to be the next Enron, so we would put our retirement account into medium-term government bonds and earn the “riskless” rate of return.  This required putting the whole FICA rate into our accounts in order to reach the needed accumulated balance at retirement, which in turn required a huge tax increase to pay the conversion debt.  So we would be no better off with Privatization, the tax increase negating any return earned on our account.
PRI has us owning annuity contracts in our personal accounts, with the investing done at the trillion-dollar portfolio level by the life insurance companies who issue the annuities.  They will suffer an occasional Enron but also enjoy an occasional Microsoft, and over the long term will earn the historical market average return from their broad portfolio.  They credit that average return to every annuity supported by the portfolio, so we receive the market rate of return in our personal accounts, but under conditions which make it as “riskless” to us as government bonds.  With the higher return we need put only ¼ the FICA rate into our accounts to reach the needed accumulated balance at retirement, so we free up ¾ the FICA rate to pay off conversion debt with no net tax increase.
2)  PRI spreads longevity risk
Privatization had individuals bearing their own longevity risk, so we would have to aim everyone’s contribution rate at providing 100% of their own benefit out to age 105, so as not to run out of money if they lived that long.  PRI has us share the longevity risk by continuing the Life Annuity feature we currently have in these programs.  We draw benefits for as long as we live, but do not pass our account on to heirs.  This allows us to aim everyone’s contribution rate at providing about 65% of their own benefit out to age 87, with the Forfeiture Pool (reserves remaining against contracts of those who died before the average life expectancy) providing 35% of the benefit for the first 20 years and then the whole benefit after age 87.

PRI needs a contribution rate of about 5% of taxable payroll, whereas Privatization needs about 10% at the same rate of return.  That also means Privatization requires twice as much conversion debt to pre-fund the accounts, but would have less of the FICA rate available to pay debt service.  Privatization (again) requires a huge tax increase to pay conversion costs.

In both cases, we see that Privatization requires a huge tax increase to pay conversion costs because that model has individuals bearing their entire investment and longevity risks.  PRI spreads these risks across huge portfolios and cohorts, enabling us to reach our retirement goals with much lower contribution rates and thus free up most of the existing FICA rate to pay conversion costs with no net tax increase.
3)  PRI staggered tranches fit debt service into available cash flow with no net tax hike
Privatization had us paying interest in cash on the whole conversion debt, thus requiring (again) a huge tax increase.  PRI fits debt-service requirements into available cash flow by issuing the debt in staggered 10-year tranches.  Only the current tranche gets paid in cash; the other tranches maturing later just accrue interest like savings bonds until their turn arrives to be paid in cash with that 10 years’ available cash flow from the portion of FICA designated for debt service.  This gets the conversion debt repaid (including our existing national debt) in 70-80 years with no net tax increase.
4)  If PRI sounds too good to be true … ?
PRI often strikes executives and elected officials at first as sounding too good to be true.  This is because we see so much success in America that we assume anything we do is being done reasonably well, our business model must be in the ballpark, and so on.  Sure, any business model can always be tweaked a little, but we don’t expect that to yield huge gains as is claimed for PRI.
Here, that’s a wrong assumption.  We have not operated these programs reasonably well, we have been monumentally stupid!  Please understand that I’m referring to the funding side of these programs; on the benefits side, the programs have helped many people improve their lives.  But we have been monumentally stupid on the funding side.  We have operated a massive retirement plan – 50 times the size of any other – for 70 years without using compound interest.  And that’s just monumentally stupid!
People say a banking analogy helps them grasp this, comparing these programs to a bank maintaining its spread between the rate paid on deposits vs. the rate charged on loans.  In the case of our business model for Social Security and Medicare, we’ve been paying out 5% on our liabilities while earning zero on our assets, and making up the difference by doubling the tax rate on every generation.  We’ve run this business for 70 years with a negative margin … and that’s just monumentally stupid!
Once we grasp that PRI isn’t just tweaking a reasonable business model, but replaces one that is monumentally stupid, it’s easy to believe the huge gains.  When a business converts from a negative margin (sucking cash out of the business, driving them deeply into debt) to a positive margin (generating cash flow to pay off debt and build capital), we expect that business will enjoy huge gains.  And so it is with PRI – we expect huge gains because we know that converting to the positive margin is entirely within our control.
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