
Social Security - - A Ponzi Scheme (?) (No)  
 
A Ponzi scheme is an illegal financial scheme (i.e., a scam) named after Charles Ponzi, who pleaded 
guilty on November 1, 1920 of bilking millions of dollars from his investors for his own personal 
financial gain.  In this type of scheme, proceeds from a second group of “investors” are used to pay 
the promised benefits to the initial group of investors (along with a certain portion of the proceeds 
being skimmed off and paid to the perpetrator of the scam), and then proceeds from the third group 
of investors are used to pay the second group, and so on, until the scam eventually collapses in on 
itself.  These scams happen periodically, and one of the most recent examples of a Ponzi scheme is the 
scam that was run by Bernie Madoff (for his own personal gain) in the years up through 2008.  
 
OK – Social Security is not a Ponzi scheme - - it is not being run by an individual for their own 
personal gain, and it’s not illegal.  Actually, it is a federally sanctioned program that was enacted into 
law in 1935.   
 
So, is Social Security a 401K plan?  Sort of, but not really.  It’s true that wages are being withheld from 
your pay check, and you don’t see that portion of your wages in your take home net pay.  However, 
you don’t have a specific account at the Social Security Administration, where your actual Social 
Security withholdings are being deposited, invested and tracked, so that they can be repaid to you 
specifically, dollar for dollar, plus the related investment earnings once you retire.  It is true that you 
do have an account with the Social Security Administration, but when you start receiving benefits, 
those benefits are not directly tied to the specific amounts that you paid in - - the total benefit amount 
that you ultimately receive may be less, or it may be more than what you paid in.    
 
Because of the way benefits are paid to recipients, Social Security is more like a defined benefit 
pension plan.  However, the key difference between Social Security and a corporate-sponsored 
pension plan is that corporations are required to actuarially determine the value of those future 
benefits that have been promised, and are required to set aside the proper amount of funds into a 
separate legal entity, and those specific funds are then used only to pay those defined benefits.  The 
requirement to fund those future obligations each year, and to segregate those specific assets, is the 
key difference between a corporate pension plan and Social Security.   
 
It is true that there are actuarial valuations performed each year to determine the present value of 
what the US government has promised to pay in the future, along with a determination of the 
amount that has not yet been funded into the Social Security system.   This debt obligation amount as 
of the country’s September 30, 2012 fiscal yearend has been estimated to be an additional debt of 
$11.3 trillion, which is separate from (and in addition to) the explicit debt amount that is shown on 
the balance sheet of the US government.  This $11.3 trillion “off balance sheet” debt is the amount 
pertaining to the Social Security program only.  If you were to go ahead and record a similar debt 
obligation for the actuarially determined obligation of future Medicare benefits, the amount for 
Medicare is even worse – an additional debt amount of $37.2 trillion for Medicare.  Please see our 
separate Conversation Piece entitled Medicare and Universal Health Coverage for additional thoughts 
and recommendations in regards to health care costs.  
 
So…. What exactly is Social Security, if it’s not a Ponzi scheme or a legitimate pension plan?  Our 
Editorial Board’s characterization of Social Security is that it is simply a “social contract” that is 
facilitated by and administered by the US government between generations of citizens.  Social 
Security is not a funded retirement plan with separately segregated, invested assets that are the 



source of the funds to pay the promised benefits.  Instead, Social Security merely represents a 
government-run program that facilitates an annual transfer of wealth from one generation of citizens 
to another group of citizens - - and that’s OK, as long as people understand the true nature of this 
social contract, and they do not look at Social Security as being a pension plan.  Accordingly, because 
the obligations / future benefits have not yet been funded, this is the reason for the concern about 
whether the country will be able to continue to pay the promised benefits in the future. 
 
Because the country’s annual Social Security benefit payments are being funded out of current year 
tax revenues, we believe that the withholding of Social Security taxes from current wages should be 
counted towards satisfying a taxpayer’s obligation for federal income taxes.  Please refer to our 
Conversation Piece entitled Tax Reform / Tax Simplification for further details.  
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