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Introduction

Social Security faces a well-documented financing
challenge. The combined Old-Age, Survivors, and
Disability Insurance trust fund is projected to exhaust
its assets within the decade, after which incoming
revenues can cover only about 80 percent of sched-
uled benefits. Policymakers from both sides of the
aisle have been reluctant to raise taxes or cut benefits.
Noting the lack of political appetite for tough choices,
Senators Bill Cassidy (R-LA) and Tim Kaine (D-VA)
have proposed a third option — borrowing $1.5 trillion
to create a separate investment fund that would be
invested in equities and other risky assets for 75
years. At the end of the period, the investment pro-
ceeds could repay the Treasury with interest, and the
remainder could offset the $25.1 trillion in borrowing
required over the 75 years to close the gap between
Social Security revenues and scheduled benefits. The
questions are: 1) How much of the $26.6 trillion debt
can the Cassidy-Kaine investment fund offset?; and 2)
What would be the impact of first restoring balance
and then investing the trust fund in equities?

This brief, which is based on a new paper, eval-
uates the two approaches to including equities in
Social Security’s finances.! The metric for success for
the Cassidy-Kaine proposal is the extent to which net

gains from the separate investment fund can offset
the borrowed $26.6 trillion. In the restore-solven-
cy-first approach, the metric is the size of the trust
fund relative to annual outlays. In both cases, the
analysis provides a probabilistic range of outcomes
based on various assumptions about equity returns.
The discussion proceeds as follows. The first sec-
tion summarizes the historical equity investment de-
bate and describes the Cassidy-Kaine proposal and the
restore-solvency options. The second section describes
the data, the methods, and the extent to which future
equity returns will be lower than in the past. The
third section reports the results for the Cassidy-Kaine
plan, based first on the Senators’ assumed return on
investments and then on two lower return assump-
tions. Even with the higher return, net assets in the
investment fund do not cover the $26.6 trillion of
borrowing in most outcomes, and with lower return
assumptions, the rate of success drops dramatically.
The fourth section describes how introducing equity
investments as part of a Social Security reform pack-
age affects the outlook for the trust fund, using two
return assumptions and two start dates — immediate
and 2034. The results show that restoring balance im-
mediately and phasing in equities produces a growing
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trust fund over the next 75 years under both return
assumptions. However, waiting until the trust fund is
exhausted makes it much less likely that equities will
have a meaningful impact.

The final section concludes that the Cassidy-Kaine
proposal will most likely leave the government with a
big pile of debt in the 75th year, requiring large inter-
est payments. The more productive route is to restore
solvency to Social Security first and then phase in equi-
ties. This approach only works, however, if done soon.

Background

This is not the first time that policymakers have sug-
gested investing in equities to address Social Security’s
financial shortfall. In 1983, the combination of a long-
run deficit and the immediate prospect of falling short
led Congress to enact changes that raised revenues
and reduced benefits, which restored balance for the
next 75 years. By the 1990s, however, significant long-
term imbalances had re-emerged (see Figure 1).

F1GURE 1. PROJECTED SOCIAL SECURITY INCOME AND
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Source: 2025 Social Security Trustees Report, Table IV.B1.

In response, President Clinton asked the 1994-1996
Social Security Advisory Council to consider options
to achieve long-term solvency. The Council could not
agree on a single proposal, so its members advanced
three different plans. Interestingly, all three included
some form of investment in corporate equities. Two
of the Advisory Council’s three plans proposed equity

investment in individually held private accounts, while
the third plan recommended that a fraction of the
trust fund assets be invested in equities — an approach
that could be adopted within Social Security’s existing
structure.?

The attraction of equity investment is that it has a
higher expected rate of return relative to safer assets,
such as Treasury bills or bonds (see Table 1). Of
course, equities also carry greater risk, as evidenced by
the higher standard deviation in returns historically.

TABLE 1. AVERAGE REAL RETURNS AND STANDARD
DEVIATION OF DIFFERENT ASSETS, 1928-2025

Average Standard

geometric returns deviation

Wilshire 5000 6.9% 19.7%
3-month Treasury bill 0.3 3.8
10-year Treasury bond 1.4 8.9
Inflation 3.1 2.9

Notes: Wilshire data only go back to 1971. Earlier returns
were constructed using the average difference between the
Wilshire 5000 and S&P 500 for the period in which both
were available.

Sources: Authors’ calculations from Damodaran (2025) and
Wilshire Associates (2026).

Despite the greater risk associated with equities
evidenced by two major stock market slumps and the
2008 financial crisis, investing a portion of Social Se-
curity’s trust fund in equities in 1984 — after the 1983
reforms — or in 1997 — after the 1994-1996 Advisory
Council — would have increased trust fund balances
substantially (see Figure 2 on the next page). If invest-
ment had begun in 1984, the ratio of trust fund assets
to outlays in 2024 would have been 4.2 compared to
an actual ratio of 1.9. (In dollars, the trust fund in
2024 would have held $6.2 trillion instead of $2.8 tril-
lion.) Even if equity investments had started in 1997,
the trust fund ratio in 2024 would have been 3.7.*

Despite these advantages, skeptics have ques-
tioned the wisdom of direct government investment
in the stock market. Some worry that Social Secu-
rity stock holdings might become large enough to
threaten the stability of the market.’ But the results
in Figure 2 assume that investments were capped at
40 percent of Social Security assets, so the trust fund
would own less than 7 percent of the market today.®
Another concern is that substantial trust fund owner-
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F1GURE 2. RaTIO OF TRUST FUND TO OUTLAYS WITH
EQUITY INVESTMENT STARTING IN 1984 AND 1997,
1983-2024
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ship might involve undue government influence over
corporate decision-making. But the Canada Pension
Plan, U.S. National Railroad Retirement Investment
Trust, and U.S. Thrift Savings Plan are examples of
how government equity investments can be achieved
with limited government intervention.

The real problem today is that investing assets
in equities requires a large trust fund, and our trust
fund is rapidly trending toward zero. Congress could
take one of two options to build a large investable
base. One option is the Cassidy-Kaine proposal, which
involves creating a separate investment fund through
$1.5 trillion in debt, investing it in equities, letting
it grow for 75 years, and borrowing an additional
$25.1 trillion to pay benefit gaps in the meantime,
producing a total of $26.6 trillion in new borrowing.”
At the end of 75 years, the fund will pay the Treasury
back and use any additional assets to reduce the debt
accrued over the 75 years. The other option is to
immediately eliminate the 75-year deficit (by raising
taxes, reducing benefits, or some combination of the
two), rebuild the trust fund, and invest a portion of
those assets in equities. The analysis below explores
the likely impact of each of these options.

Methods and Data

A Monte-Carlo model is used to simulate the distri-
bution of outcomes of introducing equities through
either: 1) adopting Cassidy-Kaine; or 2) restoring
solvency and rebuilding the trust fund. This modeling

is necessary because equities are risky assets, and

the outcome at any point could differ substantially
from the assumed return. The measure of success

for the Monte-Carlo analysis differs between the two
options. For the Cassidy-Kaine proposal, success is
measured in terms of the percentage of the $26.6
trillion borrowing that would be offset by the separate
investment fund. For the restoring-solvency approach,
success is measured in terms of the size of the trust
fund relative to Social Security’s annual outlays.

Modeling Social Security finances requires data
on the income and cost components of the trust fund.
These components for the 75-year projection horizon
are reported in the 2025 Social Security Trustees Report.?
Macroeconomic variables, such as real wages, demo-
graphic data, and the number of covered workers and
beneficiaries, also come from the Trustees.’

A key assumption for the Monte-Carlo™ analysis
is how much fund assets will grow over the next 75
years, which depends on the assumed rate of return
on equities. The Cassidy-Kaine proposal assumes a
nominal return of 8.9 percent — roughly in line with
the historical performance of equities.” This analysis
is based on real rates, which involves subtracting the
Social Security Trustees’ projected inflation rate of 2.4
percent from the Cassidy-Kaine 8.9 percent — yielding
a real rate of 6.5 percent. This number serves as the
starting point for the analysis.

Applying a 6.5-percent return to today’s high stock
prices, however, produces an astoundingly high value
of the stock market relative to GDP over the next 75
years (see Figure 3)."? Today, that number is about 2 —

F1GURE 3. RATIO OF THE STOCK MARKET TO GDP WITH
PROJECTED 6.5-PERCENT REAL RETURN, 1975-2100
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that is, the value of the stock market is twice GDP. By
2100, that number rises to over 13, which means that
the stock market value would be more than 13 times
GDP.

Not surprisingly, many financial experts argue
that the returns on stocks in the future will be lower
than in the past. Indeed, a number of large financial
services companies are projecting dramatically lower
returns, at least for the next 15-30 years (see Table 2).

TABLE 2. ExPERT FORECASTS OF LONG-TERM EQUITY
RETURNS, 2026

Source Period Expected real return
BlackRock 20 years 5.5%
Capital Group 20 years 3.7
Fidelity 20 years 34

JP Morgan 10-15 years 4.3
Vanguard 30 years 2.6-4.6

Notes: Sources report nominal returns. Real returns are
calculated assuming a 2.4-percent inflation rate.

Sources: Benz (2026), BlackRock (2026), Capital Group (2026),
and Vanguard (2026).

Lower future returns are also consistent with the
predictions of a prominent economic growth mod-
el.’® This model says, in a steady state, the return on
equities will equal the adjusted dividend yield plus
the increase in stock prices, where prices rise at the
rate of GDP. The output from that model implies a
4.0-percent real return on equity, which is used for a
second round of Monte-Carlo simulations.

For the Cassidy-Kaine plan, one further exercise is
necessary to incorporate the possible effects of almost
doubling the nation’s debt. A higher debt-to-GDP
ratio increases interest rates, which would directly
lower equity returns through higher discount rates.
Equity returns would also be lower due to lower GDP
growth." For this exercise, the debt effect is assumed
to increase interest rates by 0.3 percent and lower
equity returns by 0.5 percent (see Table 3).”°

Based on these programs and financial assump-
tions, the following results provide answers to two
questions: 1) What percentage of the $26.6 trillion
debt can Cassidy-Kaine’s $1.5 trillion investment fund
eliminate in the 75th year? and 2) How would incor-
porating equities as part of a larger reform package
affect the ratio of trust fund assets to outlays?

TABLE 3. INVESTMENT RETURN ASSUMPTIONS OF
CAsSSIDY-KAINE SIMULATIONS

Real return Interest rate
Historical returns 6.5% 2.3%
Lower future returns 4.0 2.3
Lower returns + debt 3.5 2.6

Sources: Authors’ calculations based on U.S. Social Security
Administration (2025), Biggs (2026), Zhe (2022), Nelson
(2025) and Plante, Richter, and Zubairy (2025).

Results for Cassidy-Kaine
Proposal

Calculating the extent to which the Cassidy-Kaine
proposal could be successful involves comparing the
present discounted value of the $1.5 trillion invest-
ment fund in the 75th year — under the alternative
equity return assumptions — with the $26.6 trillion of
borrowing. A Monte-Carlo analysis with 10,000 sim-
ulations shows the range of outcomes after 75 years
around an assumed equity-return and interest-rate
assumption.

The first assumption is that equity returns equal
the historical real rate of 6.5 percent and that the
interest rate is 2.3 percent. A simple calculation sug-
gests the exercise should just about break even: the
$1.5 trillion investment fund would grow to $30.6 tril-
lion — netting $4 trillion after repaying the Treasury.
After incorporating the volatility in equity returns,
however, the results show that the gamble does not
always pay off. For example, at the 50th percentile
of outcomes, the trust fund assets can offset only 57
percent of the 75-year borrowing (see Figure 4 on the
next page). In fact, the gamble only works at the 64th
percentile of outcomes.® That means in 64 out of 100
outcomes, the investment fund will not earn enough
to pay back all the borrowing.

As discussed, many argue that equity returns will
be lower in the future than today. Therefore, a second
Monte Carlo simulation assumes a real return on
equities of 4.0 percent. In this scenario, the outcome
would be expected to fail on average. The $1.5-trillion
investment fund would grow to only $5.2 trillion in
present value terms, falling far short of the $26.6
trillion in borrowing. Indeed, at the 50th percentile,
the investment fund can offset only 19 percent of
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F1GURE 4. SHARE OF ToTAL BORROWING REPAID
BY THE CASSIDY-KAINE INVESTMENT FUND, WITH A
6.5-PERCENT REAL RETURN
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Source: Authors’ calculations.

the $26.6 trillion (see Figure 5). Indeed, the detailed
results show that a full offset is possible only at the
83rd percentile, suggesting the plan would work only
17 out of 100 times.

FIGURE 5. SHARE OF TOTAL BORROWING REPAID
BY THE CASSIDY-KAINE INVESTMENT FUND, WITH A
4.0-PERCENT REAL RETURN
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As discussed above, returns could be even lower
because doubling our national debt likely has implica-
tions for equity returns and interest rates. The quick
calculation indicates that the $1.5-trillion investment
fund would grow to only $3.6 trillion — far short of the
$26.6 in borrowing. Indeed, the Monte Carlo simula-
tion shows that even at the 95th percentile, the trust
fund would be able to offset only 21 percent of the
borrowing (see Figure 6).

F1GURE 6. SHARE OF TOTAL BORROWING REPAID
BY THE CASSIDY-KAINE INVESTMENT FUND, WITH A
3.5-PERCENT REAL RETURN
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The bottom line from these simulations is that
even if real equity returns continue at the high
historical level of 6.5 percent for the next 75 years,
the Cassidy-Kaine proposal would only pay back all
borrowing about two-fifths of the time. Other return
assumptions produce much more negative results.
As a result, the most likely outcome is that in the
75th year, the government will end up with a big pile
of debt, requiring large interest payments. These far-
from-sanguine results, however, do not necessarily
mean equities should not be part of a broader Social
Security reform package.
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Results from Including
Equities in a Solvency Plan

While many researchers and policymakers have
suggested, as part of a solvency plan, adding equities
to Social Security’s trust fund, these recommenda-
tions were made when the ratio of trust fund assets to
outlays was high and rising. In 2024, trust fund assets
were $2.7 trillion, less than 2 times annual outlays,
and the trust fund is heading to zero by 2034. The
question is whether, in this context, equities could
still improve trust fund finances, reducing the need
for future tax increases or benefit cuts.

For this exercise, solvency is achieved by raising
the payroll tax rate — of course, the results would
be similar if the financing gap were closed through
a benefit cut or a combination of the two. The size
of the tax increase depends on when the action is
taken. If enacted immediately, the 2025 Social Security
Trustees Report says the required tax increase would
be 3.82 percent; if action were delayed until 2034, the
required increase would be 4.53 percent. In addition
to considering two action dates, the analysis uses two
of the alternative returns on equities — 6.5 percent and
4.0 percent. Equity allocations are phased in over 15
years and are capped at 40 percent of the trust fund.”

The first two simulations assume that action is
taken immediately. In the first instance, the real return
on equity is 6.5 percent. At the 50th percentile of out-
comes, the trust fund ratio would be 10.1 in 75 years
compared to 0.7 if the trust fund were invested solely
in special issue bonds as it is currently (see Figure 7).
Even at the 5th percentile, the trust fund could remain
solvent indefinitely, reducing the need to raise taxes or
cut benefits in the future.

Interestingly, introducing equities into the trust
fund is useful even if the real average rate on equi-
ties is 4.0 percent rather than 6.5 percent.' If action
is taken immediately, the influx of equities — at the
50th percentile of outcomes — causes the ratio of trust
fund assets to outlays to stabilize at around 4, and
could pay benefits without further benefit cuts or tax
increases (see Figure 8).

The second two simulations assume that action is
delayed until 2034. Assuming a 6.5-percent real return
on equities, the trust fund ratio would only be 3.4 at the
50th percentile of outcomes (see Figure 9 on the next
page).”® At the 25th percentile, the trust fund would
also not be large enough to remain solvent indefinitely,
so policymakers would once again have to consider fur-
ther tax increases or benefit cuts to keep the program
solvent going forward.

F1GURE 7. PROJECTED TRUST FUND RATIO WITH AN
IMMEDIATE 3.82-PERCENT TAX INCREASE AND
6.5-PERCENT REAL RETURN, UNDER DIFFERENT
PorTFOLIOS, 2011-2100
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Note: The mixed portfolio begins investing in 2025 and is in-
vested in a 40-percent equity portfolio, phased in over 15 years.
Source: Authors’ calculations.

F1GURE 8. PROJECTED TRUST FUND RATIO WITH AN
IMMEDIATE 3.82-PERCENT TAX INCREASE AND
4.0-PERCENT REAL RETURN, UNDER DIFFERENT
PorTFOLIOS, 2011-2100
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F1GURE 9. PrROJECTED TRUST FUND RATIO WITH A
4.53-PERCENT TAX INCREASE STARTING IN 2034
AND 6.5-PERCENT REAL RETURN, UNDER DIFFERENT
PorTFoOLIOS, 2019-2108
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Source: Authors’ calculations.

Of course, if median returns end up being around
4.0 percent real, the story is even worse (see Figure
10). Even the 50th percentile of outcomes, the trust
fund would not be able to remain solvent indefinitely.

F1GURE 10. PROJECTED TRUST FUND RATIO WITH

A 4.53-PERCENT TAX INCREASE STARTING IN 2034
AND 4.0-PERCENT REAL RETURN, UNDER DIFFERENT
PorTFoOLIOS, 2019-2108
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Source: Authors’ calculations.

Conclusion

The Cassidy-Kaine proposal assumes that borrowing
to create an investment fund and investing in equities
could help solve Social Security’s financing problem.
The analysis of the proposal, however, shows that it is
more likely to leave the government with a big pile of
debt in the 75th year, requiring large interest payments.

While borrowing to invest is not the silver bullet
for solving Social Security’s financing problems, in-
troducing equities can help the program’s finances if
coupled with a reform package that restores solvency.
If Congress enacted an immediate tax increase (or
benefit cut) that closed the long-run financing gap,
then a 40-percent allocation to equities could reduce
the need for future tax increases or benefit cuts.
However, the window of action is limited. If Congress
waits to implement the same plan in 2034, it would
likely not provide a permanent fix.

For policymakers, the implication is straightfor-
ward. If equity investment is to play any constructive
role in Social Security reform, it must be considered
early, alongside a comprehensive solvency package
that restores balance between revenues and benefits
and rebuilds reserves.
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Endnotes
1 Chen, Munnell, and Aubry (2026).

2 President Clinton later proposed that a modest
portion of reserves could be invested in equities, but
Congress did not act on this proposal. To this day,
the trust fund is invested exclusively in special-issue
Treasury securities.

3 A trust fund ratio of 1.0, which means that the fund’s
reserves can cover a year of anticipated outlays, is the
benchmark used by the Social Security Trustees to
determine whether the fund meets the short-term test
of financial adequacy. See Chen, Munnell, and Aubry
(2026) for more detailed methodology; this approach
was based on an earlier study (Burtless et al. 2016).

4 Beyond higher returns, economists have argued
that introducing equities would improve the allo-
cation of risk over the lifespan. Theory holds that
efficient risk sharing across the lifecycle requires in-
dividuals to bear more financial risk when young and
less when older. But younger workers typically hold
limited risky, high-yielding financial assets because
they have not yet accumulated much wealth. The one
important asset that they do hold is a growing claim
on future Social Security benefits. However, under
the current trust fund investment policy, this asset is
invested solely in safe, low-expected-return Treasury
bonds. Shifting Social Security asset holdings from
low-risk, low-return bonds to higher-risk, high-expect-
ed-return equities would shift some financial market
risk from the old to the young, thereby improving the
age distribution of risk.

5 Similar concerns were raised during the Clinton
Administration’s desired reforms (see Reischauer
1999 or Marshall and Pham-Kanter 1999). For more
recent discussion, see, for example, Topiwala (2023),
Munnell and Wicklein (2023), and Polzer (2025).

6 The level of where government ownership in the
stock market becomes concerning is debated. While
most agree that government ownership of over 50
percent will influence corporate governance, some
argue that owning even 10-20 percent may influence
corporate decision-making. However, as discussed

above, there are ways to limit the role of government
stock ownership such as outsourcing or not voting

on their shares. Additionally, the concern of govern-
ment interference in capital markets is also limited in
countries with strong corruption control and minority
shareholder protections.

7 For details, see Cassidy and Kaine (2025).

8 See 2025 Social Security Trustees Report, Tables
IV.B3, VI.A1, VI.A3, and VI.G6.

9 For details, see Chen, Munnell, and Aubry (2026).

10 A Monte-Carlo analysis with 10,000 simulations
is used in order to project the range of outcomes for
both Cassidy-Kaine and traditional equity investment
proposals. Data for equity returns are based on the
Wilshire 5000. See Chen, Munnell, and Aubry (2026)
for a more detailed methodology.

11 This return assumption is likely based on the Na-
tional Railroad Retirement Investment Trust returns
from 2003-2021. See Zhe (2022).

12 Of the 6.5 percent real return, about 2 percent is
from dividends, leaving the remaining 4.5 percent
growth stemming from capital appreciation.

13 The Gordon growth model, which establishes a
steady state relationship between market value, stock
returns, and GDP, suggests that stock returns equal
the adjusted dividend yield plus the growth rate of
dividends. In a steady state, the dividend growth is
equal to the growth rate of GDP and a dividend yield
of 1.5-2.0 is often used to value U.S stocks. The long-
run stock return implied by the Gordon equation is
3.5-4.0. The analysis uses 4.0 to be optimistic, in line
with the predictions of many practitioners.

14 Specifically, a 1-percentage-point-increase in the
debt-to-GDP ratio will increase interest rates by about
2.5 basis points (see Nelson 2025 and Plante, Richter,
and Zubairy 2025). Kumar and Woo (2010) found a
10-percentage-point-increase in GDP would reduce
GDP growth by 20 basis points.
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15 The total amount of borrowing proposed by
Cassidy-Kaine would increase the debt-to-GDP ratio
by over 75 percentage points over 75 years, sug-
gesting interest rates will be roughly 1.9 percentage
points higher and equity returns will be roughly 0.5
percentage points lower after all the borrowing. The
impact, however, could be considerably less, given
that the actual increase in debt would rise gradually
over 75 years as the Treasury covers the gap between
scheduled benefits and annual revenues. Additionally,
extrapolations from existing models suggest that the
equity risk premium would be negative. To be opti-
mistic, the analysis assumes a floor for the equity risk
premium of around 1.0.

16 These results are similar to Biggs (2026).

17 We assume, following the “Maintenance-of-Ben-
efits” proposal outlined in the 1994-1996 Social
Security Advisory Council report, that starting in the
year of implementation of this proposal, the percent-
age of trust fund reserves invested in equities would
increase by 2.67 percentage points each year up to

a ceiling equity allocation of 40 percent. See Chen,
Munnell, and Aubry (2026) for more details of the
trust fund accounting.

18 Under consistent 6.5 percent real returns and cur-
rent cost assumptions, Social Security would be able
to pay promised benefits without further tax increases
or benefits cuts if the trust fund ratio remained above
roughly 2.2. With the lower 4.0 percent real return
assumption, the trust fund ratio would need to be 3.5.

19 Since costs are increasing over the 75-year period,
a one-time tax increase that closes the 75-year gap will
produce small surpluses in early years that can be
invested.
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