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PROPOSALS CERTIFIED TO SAVE SOCIAL
SECURITY

WEDNESDAY, JUNE 9, 1999

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, DC.
The Committee met, pursuant to notice, at 10:06 a.m., in room
1100, Longworth House Office Building, Hon. Bill Archer (Chair-
man of the Committee) presiding.
[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721
May 26, 1999
No. FC-9

Archer Announces Hearing on Proposals
Certified to Save Social Security

Congressman Bill Archer (R-TX), Chairman of the Committee on Ways and
Means, today announced that the Committee will hold a 2-day hearing on proposals,
offered by Members of Congress to strengthen Social Security, that would achieve
75-year solvency as estimated by the Social Security Administration’s Office of the
Chief Actuary. The first day of the hearing will take place on Wednesday, June 9,
1999, in the main Committee hearing room, 1100 Longworth House Office Building,
beginning at 10:00 a.m. The hearing will be continued on Thursday, June 10, 1999,
also in 1100 Longworth, beginning at 10:00 a.m.

Oral testimony will be heard from invited witnesses only. Invited witnesses will
include Members of Congress who have introduced proposals that would restore So-
cial Security’s solvency over the next 75 years, as estimated by the Social Security
Administration’s Office of the Chief Actuary. Witnesses will also include a rep-
resentative of the Social Security Administration’s Office of the Chief Actuary. Any
individual or organization not scheduled for an oral appearance may submit a writ-
ten statement for consideration by the Committee and for inclusion in the printed
record of the hearing.

BACKGROUND:

According to the Social Security Board of Trustees 1999 Annual Report on the fi-
nancial status of the Trust Funds, Social Security’s annual spending is projected to
exceed its annual income in the year 2014, and the Trust Funds will be depleted
by the year 2034. In anticipation of Social Security’s future funding shortfalls, sev-
eral Members of the House and Senate have offered proposals that would strength-
en Social Security’s finances. Of particular note to the Committee are proposals that
would restore the program’s solvency for the upcoming 75-year period, the standard
measure of the program’s long-term solvency, as estimated by the Social Security
Administration’s Office of the Chief Actuary.

In announcing the hearing, Chairman Archer stated: “The Social Security pro-
posals offered by Members of the House and Senate reveal many points of agree-
ment regarding the best way to save Social Security. In order to resolve our dif-
ferences and move ahead, we must build on these points of consensus. I am con-
vinced that, if we work together, we will be able to save Social Security this year.”

FOCUS OF THE HEARING:

The Committee will hear the views of those Members of the House and Senate
who have introduced proposals to strengthen Social Security that would achieve 75-
year solvency as estimated by the Social Security Administration’s Office of the
Chief Actuary. The Committee would like each witness to address: (1) the specific
provisions of their plan, including a full explanation of any effects on taxes and ben-
efits, (2) the effects of the plan on Social Security Trust Funds and cash flows, (3)
the unified budget effects with financing costs, and (4) the use of general revenues.



3
DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Any person or organization wishing to submit a written statement for the printed
record of the hearing should submit six (6) single-spaced copies of their statement,
along with an IBM compatible 3.5-inch diskette in WordPerfect 5.1 format, with
their name, address, and hearing date noted on a label, by the close of business,
Thursday, June 24, 1999 , to A.L. Singleton, Chief of Staff, Committee on Ways and
Means, U.S. House of Representatives, Room 1102 Longworth House Office Build-
ing, Washington, D.C. 20515. If those filing written statements wish to have their
statements distributed to the press and interested public at the hearing, they may
deliver 200 additional copies for this purpose to the Committee office, Room 1102
Longworth House Office Building, by close of business the day before the hearing.

FORMATTING REQUIREMENTS:

Each statement presented for printing to the Committee by a witness, any written statement
or exhibit submitted for the printed record or any written comments in response to a request
for written comments must conform to the guidelines listed below. Any statement or exhibit not
in compliance with these guidelines will not be printed, but will be maintained in the Committee
files for review and use by the Committee.

1. All statements and any accompanying exhibits for printing must be submitted on an IBM
compatible 3.5-inch diskette in WordPerfect 5.1 format, typed in single space and may not ex-
ceed a total of 10 pages including attachments. Witnesses are advised that the Committee will
rely on electronic submissions for printing the official hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. A witness appearing at a public hearing, or submitting a statement for the record of a pub-
lic hearing, or submitting written comments in response to a published request for comments
by the Committee, must include on his statement or submission a list of all clients, persons,
or organizations on whose behalf the witness appears.

4. A supplemental sheet must accompany each statement listing the name, company, address,
telephone and fax numbers where the witness or the designated representative may be reached.
This supplemental sheet will not be included in the printed record.

The above restrictions and limitations apply only to material being submitted for printing.
Statements and exhibits or supplementary material submitted solely for distribution to the
Members, the press, and the public during the course of a public hearing may be submitted in
other forms.

Note: All Committee advisories and news releases are available on the World
Wide Web at “HTTP:/WWW.HOUSE.GOV/WAYS__ MEANS/”.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202—-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Chairman ARCHER. The Committee will come to order.

I know we were a little bit late in opening the doors and letting
our visitors and guests and the public enter, but the Chair would
encourage our visitors and guests to take seats as quickly as pos-
sible so we can commence the hearings. We are going to have a
long day of hearings.

Good morning. As Social Security Subcommittee Chairman Clay
Shaw likes to say, “If you say you are for saving Social Security,
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now is the time to get out of the bleachers and onto the
playingfield.”

He is right. And that is precisely why we are here today. We
need to move past posturing, partisanship, and politics and work
together to get the job done. Indeed, the American people want
Congress and the President to act now to save Social Security.

Speaker Hastert is committed to finding a bipartisan solution for
Social Security, and without objection, I enter into the record a let-
ter I received this morning from the Speaker. Among other things,
the letter states the following, and I quote: “As Speaker, I truly be-
lieve that, through hard work and a strong commitment on both
sides of the aisle and at both ends of Pennsylvania Avenue, con-
sensus is possible. Today’s hearing takes a step beyond the retire-
ment security safe deposit box and another step closer to finding
a credible proposal that saves and strengthens Social Security for
75 years and beyond.”

This and other recent developments make me optimistic that we
can save Social Security this year. I have personally met with
President Clinton, and he has assured me that he is committed to
finding a bipartisan solution. Likewise, my talks with our friends
on the Minority side have offered hope. Everyone I believe does
Wﬁnt r)to save Social Security. The question, of course, is: How and
when?

There are several plans that would save Social Security for the
requisite 75 years, and I congratulate every Senator and Member
of the House with the courage and conviction to touch the so-called
third rail of politics by introducing a plan. Now, our challenge is
to assess each of these plans and find common ground among them,
in hopes of building a bipartisan consensus to save Social Security.
This cannot be done by one party. It is too important and touches
the lives of every single American.

What is encouraging to me is that most of the plans we discuss
today and tomorrow are a change from the past in that they offer
new and innovative solutions to Social Security’s problems. That is
a welcomed change because history has shown that simply raising
taxes and/or cutting benefits only delays the date of bankruptcy
and will not save Social Security. I served on the 1982—83 commis-
sion and voted against the ultimate agreement for one primary rea-
son: that it would not save Social Security for 75 years. And I made
that point within the commission and in the debate on the floor of
House. Unfortunately, I was right. And we are back today.

Today, we must save Social Security, predictably and objectively
on a 75-year basis, and, yes, beyond for the next century. We owe
it not only to current seniors and retirees, we owe it to those who
have just been born—to my 13 grandchildren and to your grand-
children, whether they are here today or whether they will be com-
ing sometime soon in the future.

Today’s proposals offer a new direction. For example, almost all
of the plans seek to increase Social Security’s rate of return by tak-
ing advantage of the higher yields available in the private equity
and bond markets. In addition, there is consensus that Social Secu-
rity benefits should be at least partially funded in advance to take
pressure off of future generations. There is not magic to how we
solve the problem of the baby-boomer retirement, when we will
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have only two workers for every retiree instead of three for every
retiree today. It can be done only by two basic changes: presaving
in advance; prefunding in advance and increases in productivity.
Otherwise, our children and their children will be unable to bear
the load of taking care of their elderly while, at the same time, im-
proving their own standard of living. Unfortunately, we have not
faced up to this in past years, but we are doing it today.

And finally, because we are projecting surpluses in the future, all
of the plans before us rely on general revenues to varying degrees.
So, there’s common ground among the plans, and I encourage each
of us here today to keep an open mind and a cooperative spirit as
we discuss each plan in detail. If we continue to put principle be-
fore politics and ideas before ambition, we can save Social Security
this year. As the President said, we have a once-in-a-blue-moon op-
portunity. The longer we wait, the tougher it will be.

Yes, Social Security will survive for 35 years under current pro-
jections. So why bother to work on it now? Why take on this dif-
ficult challenge? And the answer is very simple: if we do not, each
Congress in succession will have a heavier load and a more difficult
burden. We do need to prove that a democracy can plan in advance
and not wait until it gets to the edge of a cliff.

Finally, I would announce that, for the first time since Chairman
Rostenkowski did it in 1990, I will relinquish the gavel tomorrow
and take the witness stand to testify on the Archer-Shaw Social Se-
curity Guarantee Plan. In my opinion, it is only fair to subject my-
self to the same joy and delight that all of the witnesses before us
today will experience, and I am greatly looking forward to that op-
portunity.

[The following was subsequently received:]



3. Beanis Hastert
FFourteenth Bistrict

Ilinois

®ffice of the Speaker
Huited States Howse of Representatives
Washington, BE 20515

June 9, 1999

Chairman Bill Archer

House Ways & Means Committee
1102 Longworth

Washington, DC 20515

Dear Chairman W ﬁ‘l\\

1 want to applaud you and the members of your Committee for beginning to hold
hearings on the future of Social Security. We must thoroughly examine the proposals before us
that extend the life of this important retirement program for at least 75 years.

As you know, Congress already has begun taking steps to protect the Social Security
surpius from being used for more government spending or tax relief. American workers should
have the confidence that the money they pay into their retirement security system is only used for
their retirement security. Just last month, the House passed legislation to lock away 100% of the
retirement surplus in a safe deposit box so it could be used only for Social Security or Medicare.

Our challenge now is to find a bipartisan solution to save and strengthen Social Security
for future generations. I would hope that today’s hearing puts politics aside and begins a process
that will lead to a bipartisan solution that preserves Social Security’s long-term future.

I want to congratulate members on both sides of the aisle who have introduced or
cosponsored plans to save Social Security for at least 75 years. As you begin this search for 2
bipartisan solution for Social Security, I would hope that both Republicans and Democrats will
put Social Security first, and politics second -- progress, before partisanship.

As Speaker, | truly believe that through hard work and a strong commitment -- on both
sides of the aisle and at both ends of Pennsylvania Avenue -- consensus is possible. Today’s
hearing takes a step beyond the retirement security safe deposit box and another step closer to
finding a credible proposal that saves and strengthens Social Security for 75 years and beyond.

Sincerely,

.

. Dennis Hastert
eaker of the House

Chairman ARCHER. And I now recognize Mr. Rangel for any
statement that he might like to make in behalf of the Minority, and
without objection, every Member will be able to enter into the
record any written statement that they wish to make.

Mr. Rangel.

Mr. RANGEL. Thank you, Mr. Chairman. I ask unanimous con-
sent that my full statement be placed in the record.

Chairman ARCHER. Without objection, so ordered.

Mr. RANGEL. And I volunteer to take the gavel while you testify.
[Laughter.]

For whatever time, you know, you would be away.
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Chairman ARCHER. Well, I know that the gentleman served dur-
ing the Korean Conflict, and I am sure he is well prepared.

Mr. RANGEL. I want to thank you, Chairman Archer, for taking
this courageous step forward in having the President and the Mi-
nority express their views on the sensitive, but important, issue of
saving of Social Security, as well as for allowing us to have a better
understanding as to exactly what the Shaw-Archer talking points
are and would soon become. I look forward to your recommenda-
tions.

I do think that having these hearings and listening to Members
that have their exciting plans is a good educational vehicle. I think
the American people for the first time understand that, even
though we do not have a program that is in immediate danger, the
best time to deal with it is while we have a surplus. As other peo-
ple have said, when the sun is shining is when you fix the roof.

All of the plans that we have to come up with have to have some
fiscal pain because none of us want to raise taxes or to reduce ben-
efits. I fail to understand why we have this obsession with 75-year
solvency. Being 69 years old, I cannot really think that far ahead
as to why this magic number was selected. I know we want to be
responsible to our grandchildren, but there comes a time when we
should be able to pick a year that is closer to our understanding.

If, in 1924, Congress had been looking 75 years into the future
and had attempted to protect Social Security, with the same vigor,
energy, and dedication as some people are today, Congress could
not have predicted the Great Depression, World War II, Vietnam,
the Persian Gulf, or Korea. So it just seems to me that, while we
should do the best that we can, we should not get locked into just
a 75-year goal. The only thing we would be doing then is commit-
ting ourselves to using general revenue to say that the fund would
be there. I think that Social Security is already sensitive enough
for future Congresses.

In any event, as we listen to all of these plans, I do hope, at some
point, either at our hearings or at meetings that you would be in-
clined to call, that we can develop a process that could lead us to-
ward bipartisanship, because I know that you agree that the only
way that we can tackle this is in a bipartisan manner. It is not
going to be done on C—SPAN, and it is not going to done with these
mikes in front of us. We have to find out what areas of agreement
and disagreement we have.

We have had the opportunity to pick apart the President’s plan,
which will be put into legislative form this week. I suspect that we
will also be able to find some flaws in the Archer-Shaw plan, but
while we are doing this, I do hope that the membership will keep
a positive view in mind, because, after we have found the flaws, we
have the responsibility to pick up the pieces and to move forward.

Now, I know that certain people believe that the second worst
thing after being in the Minority is being in the Majority with six
votes. Some people further believe that it would be to our benefit
if we just ignored Social Security and asked the leadership to pro-
vide the votes on this and other key issues. I know that most
Democrats do not feel this way. We truly believe that, if we can
work together and show the American people that Social Security
is above partisanship, it would help us in the elections as well as
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help Republicans by getting people to come out and to understand
that we can disagree, but that we all have the national interest at
heart.

And so, Mr. Chairman, I do hope that as we have these public
hearings and as Members share with us their views, there will be
some vehicle where we can actually work together as Members of
Congress, rather than Republicans and Democrats, to see what it
is that we agree on, what are the differences and how we can work
that out.

In any event, I want to thank you for calling these hearings and
giving me this opportunity to speak on behalf of the Minority
Democrats.

[The opening statements follow:]

Statement of Hon. Charles B. Rangel, a Representative in Congress from
the State of New York

Today we will hear from a number of Members of Congress about the Social Secu-
rity plans they have proposed. While I look forward to hearing the views of all Mem-
bers present, I am particularly pleased to have the opportunity to examine the plan
that the Chairman of this Committee and the Chairman of our Social Security Sub-
committee announced over a month ago.

Since this is the first opportunity we have had to examine the Archer-Shaw plan
as a Committee, I hope that we will be able to give the plan its full due today. Just
as we subjected the President’s plan to rigorous critical analysis earlier this year,
we should direct our full attention to both the merits and shortcomings of the Ar-
cher-Shaw plan.

We should not allow ourselves to be distracted today by the politics surrounding
Social Security reform. This is a time, not to make political points, but to make his-
tory. We can make history only by working together to craft a common solution, not
by dividing ourselves into certain camps for political gain.

One possible area of common ground has been identified in the proposal offered
today by Representative Pete Stark. There are many differences between the Archer
Shaw proposal and the Stark plan to preserve Social Security. However, both direct
a portion of the general revenue surplus (equivalent to 2% of the taxable payroll)
into the Social Security system in order to achieve 75-year solvency. This similarity
between Stark and Archer-Shaw may be just the starting point we need to start the
process of negotiating bipartisan legislation that can become law this year.

That process needs to begin soon. While these hearings are better than nothing,
action would be better than hearings. I applaud Chairman Archer for calling these
hearings after his meeting with the President last month, but I would be surprised
if new information came out of them. All of the proposals before us have been
around for some time. My senior Senator (Moynihan) introduced a version of his
plan in March of last year.

Soon, we will have to stop talking about all the various plans and start the negoti-
ating process. Chairman Archer and Mr. Shaw have done much to push this process
forward. They have shown much courage by putting forth their proposal even while
their own Republican leadership preferred to avoid the issue. They have gone out
of their way to meet with me and Mr. Matsui to discuss their plan and talk about
places where we might find common ground.

Unfortunately, the hard work of this Committee will be in vain if the Republican
leadership continues to sidestep the Social Security issue. We cannot come together
in a bipartisan solution until each party’s leadership is willing to put itself behind
a plan. On the Democrats’ side, the President has put forth a plan and we will intro-
duce his plan as a bill in the coming weeks. On the Republican side, the Chairman
and Mr. Shaw have their plan. However, the Republican leaders in both the House
and Senate have distanced themselves from the Archer-Shaw proposal or any of the
alternative proposals that will be discussed in these hearings.

The Republican leadership’s priorities are apparent from the schedule for the next
few months. According to the budget resolution the Republicans passed, this Com-
mittee is to report out, by July 16, a large tax bill that would consume a vast chunk
of the budget surplus that we may need to save Social Security and Medicare.
Democrats want to secure Social Security and Medicare first before we spend any
of the surplus.
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While we have a date set for tax breaks, we do not have a deadline for reporting
Social Security reform out of this Committee nor do we have deadline for reporting
Medicare reform. We do not have deadlines for action on these crucial issues be-
cause the Republican leadership would rather squander the budget surpluses on tax
bregks, rather than reserving them until we have strengthened Social Security and
Medicare.

When we have budget surpluses is our best chance to meet the challenges faced
by the Social Security and Medicare systems. If we act now, we can strengthen So-
cial Security and Medicare, extending their solvency while securing the same or bet-
ter level of service. If we procrastinate too long, our job only gets tougher.

The time to fix the roof is when the sun is shining. Democrats and many Repub-
licans in this room stand ready, tools in hand, to start work on fixing the roof. But
the Republican leadership seems to prefer heading to the beach on sunny days and
hoping the work mysteriously gets done anyway. Hopefully, Mr. Chairman, these
hearings will serve not just to reiterate what has already been said, but also will
sound a new call to action to strengthen and secure Social Security.

Statement of Hon. William J. Coyne, a Representative in Congress from the
State of Pennsylvania

We are here today to discuss ways to strengthen one of our most important and
successful government programs: Social Security. As we all know, the Social Secu-
rity program, which has served millions of Americans over the last 60 years, will
face a financial crisis in the coming decades. Because Social Security is so critical
to American workers, our Committee has an obligation to save it first, before consid-
ering other priorities.

Social Security has made life better for millions of Americans. Before the Social
Security program was established, half of Americans over the age of 65 lived in pov-
erty. Today, only 10 percent of senior citizens live in poverty. In my Congressional
district, half of all retirees get all of their income from Social Security.

Social Security also provides peace of mind for millions of workers, who are secure
in the knowledge that Social Security will take care of them and their loved ones
if they should die or become disabled. Over sixteen million people under 65 receive
disability and survivor benefits from Social Security.

For our hearing today, Chairman Archer has set one important measure for all
the plans we consider. A complete plan must extend Social Security’s solvency to
75 years. However, I believe there are a number of other standards that must be
met by a complete plan.

A complete plan will maintain Social Security’s guaranteed benefit structure. It
will not expose workers to the kind of risk Social Security was designed to prevent.

A complete plan will preserve Social Security’s survivor and disability benefit for
all workers and their families.

A complete plan will also provide for Medicare’s future. Medicare is a critical part
of the safety net for elderly people. Even with Medicare coverage, elderly people
spend about a third of their income on health care.

I look forward to hearing the testimony today. I hope that our Committee will
fvorlé together to report out a bipartisan plan which meets the standards I have out-
ined.

Statement of Hon. Jim Ramstad, a Representative in Congress from the
State of Minnesota

Mr. Chairman, thank you for calling this important hearing to review the pro-
posals that our colleagues have introduced to save Social Security.

As one who has always believed that we need to approach the issue of securing
the long-term financial solvency of this vital program in a bipartisan, pragmatic
way, I greatly appreciate the opportunity to thoroughly review each proposal that
has been certified to keep Social Security solvent for another 75 years. Certainly,
with a program this complex, yet this important, we need to review all options.

My constituents have told me at town meetings, and through calls and letters,
that they want real improvements to be made so Social Security is operating as
promised for current and future beneficiaries. They also do not want taxes raised
or benefits cut. Most importantly, they believe financial soundness is paramount in
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the design of any new system. These are some of the basic elements I will be looking
for in each proposal reviewed today.

I also want to take a moment to thank the authors of all of these proposals for
having the courage to introduce them. Knowing how sensitive the topic of Social Se-
curity is, I can only imagine how long it took for the Members to study all of the
dietails, consult with experts, interest groups and constituents in designing their
plans.

While we may not agree on which approaches are best, I know we are all com-
mitted to saving this important program. I look forward to learning more today from
our witnesses about the elements of their proposals.

Chairman ARCHER. I thank the gentleman.

Before recognizing our first witness, I should alert the Com-
mittee and the witnesses that, whereas our standard rule is a 5-
minute presentation by a witness, inasmuch as these plans are, to
some degree, complex and certainly comprehensive, the Chair will
permit a 10-minute presentation by each of the witnesses verbally,
and, of course, their written statement, without objection, will be
included in the record. But the Chair intends to strictly enforce
that 10-minute rule, and I am reluctant to say that in the presence
of some of our Senate colleagues, who are used to speaking without
limitation, but I hope that they will be able to comply with that
extension of the House rule.

And without objection, I would like to place into the record at
this point copies of all the letters from the Social Security actuaries
on the various plans that we are considering today in this hearing.

[The information follows:]

SOCIAL SECURITY ADMINISTRATION
April 29, 1999

Harry C. Ballantyne
Chief Actuary

MEMORANDUM
Refer To: TCC

Subject: Long-Range OASDI Financial Effects of the Social Security Guarantee
Plan—INFORMATION

This memorandum provides long-range estimates of the financial effects on the
Social Security (OASDI) program for enactment of the Social Security Guarantee
(SSG) Plan proposed by Representatives Archer and Shaw. This plan would provide
for an annual contribution from the General Fund of the Treasury to SSG individual
accounts equal to 2 percent of each worker’s OASDI taxable earnings beginning with
earnings in 1999.

Proceeds from these accounts would, commencing at the worker’s retirement (or
disability), be transferred entirely to the OASDI trust funds on a gradual basis. For
workers who die before OASDI benefit entitlement without potentially eligible sur-
vivors, the account balance would go to the worker’s estate, tax free. Benefits paid
by the OASDI program would be the higher of benefits scheduled under current law
or the scheduled SSG withdrawal rate based on a life-annuity calculation.

The combined OASDI payroll tax of 12.4 percent (6.2 percent for employees and
employers, each) is assumed to be reduced in future years under the intermediate
assumptions of the 1999 Trustees Report and expected investment yields. The pro-
posal would also include the gradual elimination of the Social Security retirement
earnings test between 2001 and 2006.

Enactment of this proposal, as specified, would be expected to eliminate the esti-
mated long-range OASDI actuarial deficit (2.07 percent of taxable payroll under
present law). Under assumptions described below, revenue transferred from the
SSG accounts to the trust funds would be sufficient to allow reductions in the com-
bined OASDI payroll tax rate of 2.5 percentage points in 2050 (from 12.4 to 9.9 per-
cent) and 1 percentage point in 2060 (to 8.9 percent).
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Estimates are provided for the SSG plan with and without the specified payroll
tax reductions. Estimates are also provided to illustrate the sensitivity of the plan
to possible variation in the yield on SSG accounts.

All estimates assume elimination of the OASDI retirement earnings test for ages
62 and older, gradually between 2001 and 2006. (This change has a very small effect
on the long-range financial status of the OASDI program.) All estimates in this
memorandum are based on the intermediate assumptions of the 1999 Trustees Re-
port, except as indicated below.

THE PROPOSAL

Contributions and Investment Up To Benefit Entitlement

The proposal would provide Social Security covered workers with refundable tax
credits equivalent to 2 percent of their OASDI taxable earnings for calendar years
starting 1999. Credits would be increased with interest from July 1 of the year of
taxable earnings, at the market yield on publicly-held Federal debt, until paid.
Credits would be paid from the General Fund of the Treasury on October 15 (De-
cember 1 for self-employment earnings) in the following calendar year for the sole
purpose of deposit in a SSG account. Credits for earnings in 1999 would be delayed
one additional year and paid in 2001.

Accounts would be managed by mutual funds, qualified and supervised by the So-
cial Security Guarantee (SSG) Board. The Board would consist of the six individuals
appointed by the Social Security (OASDI) Trustees.

Individuals would be required to hold all SSG assets in a single fund and could
change funds at most once per year. Annual SSG credits would be pooled and trans-
mitted to the mutual fund managers by a central agency. Account holders would re-
ceive annual notice of assets in their Social Security Personal Earnings and Benefit
Statements.

The proposal requires that all account balances be invested in qualified mutual
funds maintained with a portfolio allocation of 60 percent stock index funds and 40
percent corporate bonds. The charge for annual administrative expenses would be
limited to 25 basis points (excess expense, if any would be made up from the Gen-
eral Fund of the Treasury). Withdrawals prior to reaching retirement (or disability)
would not be permitted.

Earnings Test Elimination at Age 62+

The Social Security retirement earnings test annual exempt amounts would be
raised according to a specified schedule through 2005, and the test would be elimi-
nated starting 2006, for all beneficiaries age 62 or older. For beneficiaries under age
62, the current test would remain unchanged. The exempt amounts would be speci-
fied for the test applicable at ages NRA through 69 as $35,000 for 2003, $40,000
for 2004, and $45,000 for 2005. For the test applicable at ages 62 up to NRA, the
exempt amounts for years 2001 through 2005 would be set at $15,000, $20,000,
$25,000, $30,000, and $35,000, respectively. This provision alone would have a neg-
ligible effect (between 0.005 and —0.005 percent of taxable payroll) on the OASDI
actuarial balance.

SSG Account Distributions

Under the plan, the SSG account balance of workers who become entitled to
OASDI retirement or disability benefits would ultimately be transferred entirely to
the OASDI trust funds. Upon entitlement for Social Security retirement or disability
benefits, the Social Security Administration would compute the monthly payment
that could be provided from a life annuity purchased with the holdings in the SSG
account. The annuity calculation would reflect the anticipated yield on the SSG ac-
count (60 percent stock and 40 percent corporate bonds, less 25 basis points for ad-
ministration) and indexing of annuity payments for price inflation (as for the Social
Security COLA). The annuity calculation would also reflect the expected payment
of aged spouse and aged survivor benefits if the worker has a current spouse and/
or a qualifying divorced spouse (marriage lasted 10 years or longer).

If the computed monthly annuity amount exceeds the level of current law sched-
uled OASDI benefits, then the Social Security Administration would guarantee pay-
ment from the trust funds of the computed annuity amount for life. If the computed
annuity amount is less than the level of the OASDI benefit, then the OASDI benefit
would be payable for life. Each month after benefit entitlement the computed annu-
ity amount based on entitlement of the worker and any aged spouse(s) would be
transferred from the SSG account to the OASDI trust funds.

Because the computed annuity amount is based on a life annuity calculation, the
SSG account would be expected to be depleted at the point where the bene-
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ficiary(ies) reach their life expectancy, as estimated at the time of benefit entitle-
ment. Thus, for about half of the SSG accounts, benefits will be payable after ex-
haustion of the SSG account entirely at the expense of the OASDI trust funds. For
the other half, death before life expectancy will leave remaining SSG balances for
the payment of benefits to those who lived beyond life expectancy. For workers who
die prior to exhausting their SSG account, but after becoming entitled to OASDI re-
tirement or disability benefits, the remaining balance in the SSG account will be
transferred to the account of any surviving spouse potentially eligible for benefits
payable by OASDI (as a surviving spouse or surviving divorced spouse). At the point
at which a worker has died, and each spouse or qualifying divorced spouse has also
died, any remaining SSG account balance will be transferred to the OASDI trust
funds.

For workers who die before becoming entitled to OASDI retirement or disability
benefits, the balance in the SSG account will be transferred to the account of any
surviving spouse potentially eligible for benefits payable by OASDI (as a surviving
spouse or surviving divorced spouse). If children of the worker who are eligible for
survivor benefits survive the worker and any spouse, the SSG account will be main-
tained to cover these benefits. At the point at which a worker has died (prior to enti-
tlement to any OASDI benefit), and each spouse or qualifying divorced spouse has
also died (prior to entitlement to any OASDI benefit), and there are no eligible chil-
dren, any remaining SSG account balance will go to the estate of the deceased, tax
free.

OASDI Payroll Tax Rate Reduction

The plan calls for a reduction in the OASDI combined payroll tax rate from 12.4
percent to 9.9 percent in 2050 and to 8.9 percent in 2060. These reductions reflect
the specified SSG portfolio allocation with the assumed asset yields described below.
Payroll tax rate reductions are assumed to be implemented if transfers from the
SSG accounts to the trust funds are large enough to raise the OASDI trust fund
ratio above 200 percent, with continued increase thereafter.

ASSUMPTIONS

SSG Account Accumulation

SSG account portfolios are required to be invested, both prior to retirement (or
disability) benefit entitlement and after benefit entitlement in qualified SSG funds
that are must be maintained at 60 percent stock and 40 percent corporate bonds,
with an annual administrative expense charge of 25 basis points. The long-term ul-
timate average real yield on stocks is assumed to be 7 percent, as assumed by the
1994-96 Advisory Council. (It should be noted that while the real yield on stocks
has averaged 7 percent so far this century, many speculate that future yield may
average less.) The ultimate real yield on long-term corporate bonds is assumed to
average 3.5 percent, or 0.5 percentage point higher than the 3.0 percent real yield
for U.S. Government long-term securities, as assumed for the 1999 Trustees Report.
This spread between corporate and U.S. Government bond yields is consistent with
the spread experienced over the past 40 or 70 years, on average. It should be noted,
however, the spread has been much smaller over the past 20 years. The expected
ultimate real portfolio yield for the base projection (alternative 1) would thus be
5.35 percent, net of administrative expense,

(0.6 * 7% + 0.4 * 3.5% — 0.25% = 5.35).

A range of administrative expense factors was assumed for individual accounts
proposed by the 1994-96 Advisory Council on Social Security. For the Individual Ac-
count (IA) plan, individual contributions were assumed to be collected and recorded
by central institution, invested in large blocks with financial institutions, and in-
vested in a limited number of indexed funds. Based on experience of TIAA and the
Federal Employee Thrift Savings Plan (TSP) it was assumed that the IA plan could
be administered with an expense of 10.5 basis points per year. For the Personal Se-
curity Accounts (PSAs), individual accounts were assumed to be invested on an indi-
vidual basis, resulting in an annual administrative expense of 100 basis points. Be-
cause the description of SSG individual accounts is far closer to the individual ac-
counts for the IA plan than to the individual accounts for the PSA plan, the speci-
fied administrative expense factor of 25 basis points for SSG accounts appears to
be reasonable.
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Distribution of SSG Accounts

Life annuity calculations for the purpose of determining the size of monthly trans-
fers from SSG balances to the OASDI trust funds assume a real yield equal to the
net expected real yield on SSG accounts, as specified. Mortality estimates for these
calculations are based on the intermediate projections of the 1999 trustees report.

Annuity calculations are assumed to be made on a unisex basis for workers with
no spouse or qualified divorced spouse (marriage lasting at least 10 years). For those
with a spouse, annuity calculations would be on a joint and survivor basis intended
to roughly match the expected payment of OASDI benefits. For the purpose of these
calculations, a joint and 2/3 survivor annuity is assumed. Thus, the amounts trans-
ferred to OASDI from the SSG account of a married beneficiary would be reduced
by 1/3 upon the death of either the worker or the spouse.

Under the SSG account yields assumed for these estimates, expected transfers
from SSG accounts after benefit entitlement would be less than expected OASDI
benefits for virtually all future beneficiaries. However, single workers with very
high earnings, close to or above the OASDI maximum taxable amount throughout
their careers would have transfers from their SSG accounts greater than current
law benefits if the investment return during their working years exceeded the as-
sumed long-range average return used for these estimates. High-earning married
workers would be far less likely to have transfers that exceed current-law benefits
because the joint-and-survivor annuity calculation would provide lower transfers
than for single workers, and current law OASDI benefits for married workers would
tend to be higher.

ESTIMATED EFFECT ON OASDI FINANCING

The table below provides the estimated OASDI actuarial balance, the change in
the actuarial balance, and the estimated year of combined OASDI trust fund ex-
haustion for the SSG Plan as described above. To illustrate the full extent of the
expected value of transfers from the SSG accounts to the OASDI trust funds, the
estimated financial effects of the SSG Plan without the specified reductions in the
OASDI payroll tax rate are also included in the table below.

Under the SSG Plan, the OASDI actuarial balance would be improved by 2.15
percent of effective taxable payroll, from a balance of —2.07 percent under current
law to a positive balance of 0.09 percent of payroll under the plan. The OASDI trust
fund as a percent of annual OASDI outgo (the trust fund ratio) would be expected
to remain positive throughout the long-range 75-year projection period, thus allow-
ing timely payment of benefits in full through 2073, and beyond. The trust fund
ratio would be expected to decline to about 132 percent at the beginning of 2041,
and to increase thereafter. The combined OASDI payroll tax rate would be reduced
from 12.4 percent to 9.9 percent for the period 2050 through 2059 and to 8.9 percent
for 2060 and later. Even with these reductions in the payroll tax rate, the trust fund
ratio would be expected to be stable at about 240 percent of annual outgo at the
end of the long-range 75-year projection period. See table la attached for details.

Estimated Effects on OASDI Financial Status of the Social Security Guarantee (SSG) Plan

(percent of taxable payroll)

. Estimated
Estimated : Year Exhaust
OASDI Actu- | (Qhange in | OASDI Trust
arial Balance arial Balance Funds
Present Law (N0 SSG) ...ooveiiriieieiinieieieeceieieeceies —2.07 — 2034
SSG Plan !
60% Stock, 40% Corp Bond
Assess only .25% Admin Cost .......ccccceevevircieenieniieninennns +0.09 2.15 NA
Tllustration of SSG Plan Without Reduced Payroll
Tax
60% Stock, 40% Corp Bond
Assess only .25% Admin Cost ......ccecceevievriieniiiriiennenne +0.65 2.71 NA

1Payroll tax rate would be reduced from 12.4 to 9.9 in 2050 and 8.9 in 2060.
Based on intermediate assumptions of the 1999 Trustees Report and other assumptions described in the
text.

The table above also includes an illustration of the potential financial effect of the
SSG Plan on Social Security if the specified reductions in the OASDI payroll tax
rate were not included. This provides an indication of the full effect on OASDI of
the expected transfers from SSG accounts to OASDI trust funds under the plan.
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Without the specified payroll tax rate reduction, the OASDI actuarial balance would
be improved by 2.71 percent of taxable payroll, from a balance of —2.07 percent
under current law to a positive balance of 0.65 percent of payroll under the plan
without specified payroll tax rate reduction. Without the payroll tax rate reduction,
the OASDI trust fund ratio would be expected to rise to over 10 times annual outgo
by the end of the long-range period due to the magnitude of transfers from the SSG
accounts.

SENSITIVITY TO SSG ACCOUNT INVESTMENT YIELDS

The effect of the SSG Plan on the financial status of the OASDI program depends
greatly on the actual yield that is achieved for investments in the SSG accounts.
Returns on all investments are uncertain, and returns on stocks are particularly
variable over time. For this reason it is important to consider the sensitivity of the
financial status of the OASDI program to possible variation in expected investment
yield. Note that the 1999 Trustees Report provides this sensitivity analysis for the
OASDI program under current law on page 138.

The table below provides the estimated OASDI actuarial balance, the change in
the actuarial balance, and the estimated year of combined OASDI trust fund ex-
haustion for the SSG Plan with two different SSG yield assumptions in order to il-
lustrate the sensitivity of the proposal to possible variation in the ultimate average
returns on stock and corporate bonds.

Under sensitivity illustration 2, the average yield on SSG accounts is assumed to
be 1 percentage point higher than expected for the accounts invested in 60 percent
stock and 40 percent corporate bonds. Under this illustration, the OASDI trust fund
ratio would be expected to decline to about 215 percent at the beginning of 2036,
and to increase thereafter. The actuarial deficit would be eliminated under the SSG
plan, and the combined OASDI payroll tax rate could be reduced from 12.4 percent
to 9.4 percent for 2040 t02049, 6.4 percent for 2050 to 2059, and 4.4 percent for 2060
and later. Even with these reductions in the payroll tax rate, the trust fund ratio
would be expected to be stable at about 300 percent at the end of the long-range
75-year projection period and the actuarial balance would be estimate positive 0.07
percent of payroll. Without the reduced payroll tax rate, illustration 2A, the OASDI
trust fund ratio would be expected to rise to more than 50 times annual OASDI net
cost (net of SSG transfers) by the end of the long-range period and the actuarial
balance would be a positive 1.69 percent of payroll.

Sensitivity Analysis: Effect of Variation in Expected SSG Investment Yield Rates on OASDI Financial Status

(percent of taxable payroll)

Estimated Estimated Year Exhaust
OASDI Actu- | ,Ghange in | OASDI Trust
arial Balance arial Balance Funds
Present Law (N0 SSG) ...ooveieviieieiiniieierieeeeeesie e -2.07 — 2034
2: SSG Plan with 1% Higher Than Expected Yield 2
6.35% average net yield ........c.cccocveviinineincncnicnes +0.07 2.13 NA
2A: SSG Plan with 1% Higher Than Expected Yield
Without Reduced Payroll Tax
6.35% average net yield ........cccocevviiiiieniiienieniieenieeiens +1.69 3.76 NA
3A: SSG Plan with 1% Lower Than Expected Yield 3
4.35% average net yield ........ccceeeevieniiinnieniieenienieenns -0.08 1.98 2048

1Payroll tax rate reduced to 9.4 in 2040, 6.4 in 2050, and 4.4 in 2060.

2No Sayroll tax rate reduction.

Based on intermediate assumptions of the 1999 Trustees Report and other assumptions described in the
text.

Under sensitivity illustration 3A, the average yield on SSG accounts is assumed
to be 1 percentage point lower than expected for the accounts invested in 60 percent
stock and 40 percent corporate bonds. Under this illustration, the OASDI trust fund
ratio would be expected to become exhausted in 2048. However, the OASDI actu-
arial balance would be improved by about 1.98 percent of taxable payroll under this
assumption, leaving an actuarial deficit of only 0.08 percent of payroll.

ANNUAL ESTIMATES OF SSG FUND OPERATIONS AND ESTIMATED EFFECTS ON THE
UNIFIED BUDGET BALANCE

Tables 1b, attached, provides estimates of aggregate SSG account balances, total
contributions to and transfers from SSG accounts, and rough estimates of the effects
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of other changes to the OASDI program (earnings test elimination). A very rough
estimate of the effects of the SSG Plan on the annual Federal unified budget bal-
ance for calendar years 2000 and later is also provided.

These estimates are based completely on the intermediate assumptions of the
1999 Trustees Report, including the trust-fund interest assumption, and thus are
not consistent with projections made by CBO and OMB (which use different as-
sumptions. However, differences in payroll and benefit estimates are not large dur-
ing the first 10 projection years so these values can be viewed as very rough ap-
proximations of the magnitude of effects on the unified budget balances through this
period.

Under the SSG plan with the expected yield on the specified account portfolio,
amounts transferred from the SSG accounts to the OASDI trust funds would at first
be small, but would exceed credits to the SSG accounts from the General Fund of
the Treasury by about 2031. Including the relatively small effects of the elimination
of the earnings test at ages 62 and above, the estimated change in the unified budg-
et “cash flow” (excluding interest effects) would also be negative until 2031. Includ-
ing the cumulative effects of interest and the change in the OASDI payroll tax rate,
the year in which the effect of the SSG plan on the unified budget annual balance
would be expected to become permanently positive is 2054.

STEPHEN C. GOSS
Deputy Chief Actuary

Attachments
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Table 1 a 2% SSG Account, Self Ann, 100% Benefit Ottset, Eim Earns Test IA Cnirp 2 %, Ben Ottset 100.0 %
SSG to Hsirs With Ult Real TF int Rate ot K
at Death <65 With Ult Real |A Yid Rate ot 5.35 Change
if No Survivor With Annuity Net Yid Rate 5.3% n OASDI OASDH
Cost income Annual Contnb Contrib
Year Rate* Rate** Balance Rate Rate
19949 10.78 12.70 12.40
2000 10.79 12.85 12.40
2001 10.86 12.68 12.40
2002 2.6 12.40
2003 12.40
2004 12.40
2005 12.40
2006 12.40
2007 12.40
2008 12.40
2008 12.40
2010 12.40
2011 12.40
2012 12.40
20138 12.40
2014 12.40
2015 12.40
2016 12.40
2017 12.40
2018 12.40
2019 12.40
2020 12.40
2027 12.40
2022 12.40
2023 12.40
2024 12.40
2025 12.40
2026 12.40
2027 12.40
2028 12.40
2028 12.40
2030 12.40
2031 12.40
2032 12.40
2033 12.40
2034 12.40
203% 12.40
2036 12.40
2037 12.40
2038 12.40
2039 12.40
2040 12.40
2047 12.40
2042 12.40
2043 12.40
2044 12.40
2045 12.40
2046 12.40
2047 160 12,40
2048 172 12.40
2049 1886 12.40
2050 203 -2,50 9.80
2051 201 9.80
2052 198 9.90
2063 198 8.90
2054 200 8.80
2058 201 8.90
2056 204 8.90
2057 208 8.90
2058 213 8.80
2058 219 8.90
2060 228 -1.00 8.90
20861 224 8.0
2062 224 8.90
2063 223 8.890
2064 g 224 8.90
2065 9.81 224 8.90
2066 9.82 226 8.90
2067 9.82 227 8.90
2068 8.83 229 8.90
2069 9.83 231 8.90
2070 9.83 233 8.80
2071 9.84 238 8.90
2072 9.84 238 8.90
2073 9.8% 240 8.90
2074 10.11 9.8% 242 8.80
Summarized
CostRt neRt ActBal Change in
1999 QASDIL DASDI OASD! ActBal
-2073 12.84 12.92 0.08 2.15
Based on intermediate Assumptions ot the 1999 Trustees Report Ottice ot the Actuary
With Ut Real Int Rate of 3.00 Social Security Administration

* Net ot Benefit Otfset April 28, 1999
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Table 1 b 1A Contributions, Transters to OASDI trom 1A, & Unitied Budget Etfect
2 %,

B8 TR ECON & Cnup Benetit Ottset 100.0 %
3A Account  Amount Other Change Change Change
Balance  Contrib to 1A Transter 1o Changes n Annuat it Debt " Ann
at End ot % by GenFrnc QABDH in OASDL UnitBudg Hetd by UnitBudg
Year Year 100 trum\ 1A CashFlaw CashFlow Public Balance
- (EQY)

(Billions of Current §)
0.0

2006 817.0

2000 0.0 0.0 0.0
2001 159.8 ; 15
2002 256.3 2.5
2003 363.8 S
2004 283.6 4.3
5.0

5.8

5.7

2064 99,430.4
2085 103,208.0
2086 107,028,8

2087 110,888.8 2,852.2

2068 114,782.3 2,827.4

2088 138.704.8 3,0058.8

2070 122,850.2 3,187.4

2071 1268114 -2,821.1 3,372.%

2072 130,880.5 -2,941.4 3,561.2

2073 134,548.3 -3,066.7 3,753.8 %

2074 138,493.3 -3,204.4 3,983.2 27,768.4 5,602.8

Based on intermediate Assumptions ot the 1999 Trustees Report
With Uit Real int Rate ot 3.0 TF, Lhtmate Real Yieki Rate ot 1A 5.35
Dtice of'the Actuary Anntity Yield 5.3%
Sacial Security Administration

Aprit 28, 1999
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SOCIAL SECURITY ADMINISTRATION
June 6, 1999

Harry Ballantyne
Chief Actuary

MEMORANDUM
Refer To: TCC

Subject: Estimated Long-Range OASDI Financial Effect of the Draft Social Security
Financial Solvency Act of 1999—INFORMATION

This memorandum provides the estimated effect on long-range OASDI financial
status of the draft Social Security Financial Solvency Act of 1999. This proposal was
provided in draft by Sandy Wise and Al Davis, minority staff for the House Ways
and Means Subcommittee on Social Security. Estimates are based on the inter-
mediate assumptions of the 1999 Trustees Report.

The proposal would provide for transfers from the General Fund of the Treasury,
for each year starting 1999. Transfers each year would be in an amount equal to
2.07 percent of taxable Social Security payroll (TSSP). TSSP is defined as the sum
of wages and self-employment income, as defined in the Social Security Act. TSSP,
or taxable earnings, is thus equal to the total amount of earned income subject to
any of the payroll tax on wages and self-employment income.

The TSSP amount is slightly higher than the OASDI effective taxable payroll
(ETP). These values differ in two ways. First, ETP includes deemed military wage
credits, which are excluded from taxable earnings (TSSP). Second, ETP includes
only one half of wage earnings that are subject to employer tax only (these are re-
ferred to as multi-employer excess earnings). For an employee with more than one
employer during a year, the employee’s total taxable earnings from all employers
for the year is limited to the taxable maximum. Each employer’s taxable amount
reflects only the wages that that employer paid to the employee.

This proposal would increase the income rate for the OASDI program by 2.076
percent of effective taxable payroll, improving the OASDI actuarial balance by the
same amount. The long-range OASDI actuarial deficit of 2.07 percent of effective
taxable payroll, under present law, would thus become a positive actuarial balance
of 0.01 percent of effective taxable payroll under this proposal.

The projected OASDI combined trust fund assets, as a percent of annual cost,
would be expected to rise to a peak of 648 percent in 2018, and would decline there-
after reaching an expected level of 108 percent at the end of the 75-year long-range
period. At the end of the period, the combined trust fund would be declining as a
percent of annual cost by about 20 percentage points per year. The attached table
provides year-by-year projections of the expected long-range financial status of the
OASDI program.

STEPHEN C. GOSS
Deputy Chief Actuary

Attachment
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Table 1 # Social Security Fin Solv Act of 1999--Transfer 2.07% taxab erns
3.0

With Uit fteal TF Int Rate of
With Ult Real 1A Yid Rate of
With Annuity Net Yid Rate

Cost
Year Rate™
1999 1C.78
2000 10.79
2001 10,83
2002 10.91
2003 10.99
2004 11.08
2006 11.18
2008 11.28
2007 1141
2008 11.84
2009 1172
2010 11.91
2011 1212
2012 12.37
2013 12.65
2014 12.9%
2015 13.26
2016 13.60
2017 13.95
2018 14.30
2018 14,87
2020 15.03
2021 16.38
2022 16.70
2023 16.03
2024 18,33
2025 18.62
2028 16.89
2027 172.14
2028 17.38
2029 17.85
2030 17,71
2031 17.86
2032 17.98
2033 18.08
2034 1818
2035 18.19
2038 18.21
2037 18.22
2038 18.21
2039 18.1¢
2040 18.17
2041 18.18
2042 18,15
2043 18,14
2044 i8.14
2045 16,15
2048 18.18
2047 1818
2048 18,20
2043 16.24
2050 18.28
2081 18.33
2082 18.40
2083 1848
2054 1858
2058 18.64
2058 18.73
2087 18.81
2058 18.80
2089 18.98
2080 18.08
2081 19.12
2082 19.19
2083 18.28
2064 18,31
2088 15.37
20686 19.42
2087 19.47
2068 19.53
2089 19.88
2070 19.83
2071 13.68
2072 1973
2073 19,78
2074 19.83
Summarized
CostRt
1999 QASDI
-2073 15,58

Based on Intermediate Assumptions of the 1999 Trusteey Report
3.00

With Uit Real Int Rate of
* Net of Benefit Offset/Ciawback

Income
Rate**
14.78
14.73
14.75
14.7%
14.76
14.77
14.77
14.78
14.7¢
14,80

Incft
QASDE
15.57

Annual

ActBal
QASDH
0.01

19

Change in
ActBal
2.08

IA Cotrl

Change
OASDI
Contrib
Rate

QO %, Ben Offset 0.0 %

CASDH A
Contrib Contilh
Rate Rate
14.48 4]
14.48 0.00
14.48 0.00
14.48 8,00
14.48 0,00
14.48 Q.00
14.48 0,00
14.48 0.00
14.48 .00
14.48 0.00
14.48 0.00
14.48 0,00
14.48 0.00
14.48 0.00
14,48 .00
14.48 0.00
14.48 0,00
14.48 0.00
14.48 0.00
14.48 .00
14.48 Q.00
14.48 0.00
14.48 0.00
14.48 0.00
14.48 0.00
14.48 .00
14.48 Q.00
14.48 0.00
14.48 0.00
14.48 0,00
1448 0.00
14.48 2.60
14.48 .00
14.48 0.00
14.48 Q.00
14.48 0.00
14.48 .00
14.48 0.00
14.48 0.00
14.48 0.00
14.48 0.00
14.48 0.00
14.48 0.00
14.48 0,00
14.48 Q.00
14.48 Q.00
14.48 0.00
14.48 0.00
14.48 0.00
14.48 0.00
14.48 Q.00
14.48 0.00
14.48 0.00
14.48 0.00
14,48 0.00
14.48 ©.00
14.48 Q.00
14.48 0.00
14.48 0.00
14.48 0.00
14.48 [eXi ]
14.48 Q.00
14.48 Q.00
14.48 Q.00
14.48 0.00
14.48 Q.00
14.48 0.00
14.48 0.00
14.48 0,00
14.48 .00
14.48 Q.00
14.48 0.00
14.48 Q.00
14.48 0.00
14.48 Q.00
14.48 0.00

Offica of the Actuary
Social Security Administration
June B, 1388



20

SOCIAL SECURITY ADMINISTRATION
April 16, 1999

Senator Phil Gramm
MEMORANDUM
Refer To: TCC

Subject: Preliminary Analysis of the Effects of The Social Security Preservation Act
on OASDI Program Financing—INFORMATION

The attached tables provide a preliminary analysis of the plan reflecting the pro-
visions outlined below. All estimates are based on the intermediate assumptions of
the 1999 Trustees Report.

As described below, the plan would eliminate the long-range OASDI actuarial def-
icit, estimated at 2.07 percent of taxable payroll under present law. The OASDI
tru;t fund would be substantial and rising at the end of the long-range 75-year pe-
riod.

THE PLAN

The plan would establish SAFE Accounts beginning in the year 2000 with con-
tributions equal to 3 percent of each worker’s OASDI covered taxable earnings from
the OASDI trust funds. An additional 2 percent of taxable earnings would be con-
tributed from the OASDI trust funds for all workers who are age 35, 36, . . , 55
at the beginning of 2000. The OASDI trust funds would be reimbursed from General
Fund ofdthe Treasury, making use of the General Budget surplus that is currently
projected.

SAFE Accounts would be established under regulation of a Board, with a max-
imum administrative expense of 0.3 percent of assets each year. It is not clear what
discretion individuals would be allowed in selecting their portfolio allocation.

At retirement, SAFER-Annuity payments would be made from accounts that
would continue to be invested as prior to retirement. Monthly payments from the
SAFER Annuities would be determined at the time of OASDI benefit entitlement
based on a CPIl-indexed life-annuity calculation reflecting the account balance at
that time, the existence of an eligible spouse or divorced spouse and any other fam-
ily members who might potentially receive OASDI benefits in the future, and the
“expected” future yield on the assets in the SAFER Annuity. Separate payments
would be determined based on the accumulation of the 3-percent contributions and
the accumulation of supplemental contributions of 2 percent for those ages 35-55
in 2000. The SAFER Annuity would make these payments, with adjustment for
price inflation, for all individuals with potential OASDI benefits from the workers
earnings. SAFER Annuities would also be limited to an administrative expense fac-
tor of 0.3 percent.

If an individual dies before retiring, with no potential survivor beneficiaries, the
balance in the SAFE Annuity goes entirely to the worker’s estate. Because SAFER
Annuity payments are treated like life annuities, any remaining balance in the
SAFER Annuity of an individual who dies prematurely remains in the SAFER fund
to cover the expense of those who live longer than expected.

The Social Security program would offset (reduce) benefits by 80 percent of the
amount paid from the 3-percent SAFER accumulation (and by 100 percent of the
2-percent SAFE Account accumulation), and guarantees that individual will receive
lifetime payments from the SAFER Annuities and OASDI combined, that are at
least equal to present law OASDI monthly benefits plus 20 percent of the calculated
annuity-like payment from the 3-percent SAFER Annuity. Because the Social Secu-
rity trust funds are the ultimate guarantee of benefit payments, it is critical that
expected yields on SAFER Annuities not be overestimated.

The “recapture of corporate tax” on individual account yield would be directed to
the OASDI trust funds. This recapture would be specified in law, intending to re-
flect the additional corporate taxes resulting from the additional domestic corporate
investment from account assets. The plan would specify that the recapture would
be assumed to equal 23.9 percent of the real, before tax, corporate return on invest-
ments. Because reported real yield on accounts would be after corporate tax, and
the 23.9 percent rate is intended to apply to corporate income before tax, the actual
rate applied to after tax income would be 31.4% = 23.9%/(1 — .239). This provision
would provide a substantial and growing source of income to the OASDI program.
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The reimbursement of the OASDI trust funds for the cost of SAFE Account invest-
ments would be permanently reduced in any year by as much as possible so that
future expected OASDI tax income (including corporate tax recapture) would never
fall below expected OASDI cost (reduced by benefit offset from the SAFER pay-
ments).

RESULTS

Table 1.0 illustrates the expected financing of OASDI assuming the SAFE Ac-
counts and SAFER Annuities yield a real return of 5.5 percent on average, with an
administrative expense of 0.3 percent. Under this assumption, an immediate reduc-
tion in the amount of reimbursement to the OASDI trust funds of 0.4 percentage
point would be made in 2000. Additional reductions in reimbursements to the trust
funds would commence in 2026, as the payroll tax required for OASDI would fall
to 5.8 percent by 2066. By 2040, the payroll tax required for OASDI would be re-
duced by 3.5 percent, from 12.4 to 8.9 percent. With the full 12.4 percent payroll
tax still in effect, the portion not needed for OASDI would effectively pay for the
entire SAFE-Account contributions from that point forward. Further reductions in
the payroll tax required for OASDI could be used to increase the size of the SAFE
contribution after 2040.

Achieving the 5.5 percent real yield in the example above would require invest-
ment in 63 percent stock, with a real yield of 7 percent and 37 percent in long-term
U.S. Government bonds with a real yield of 3 percent. Assuring that the average
investor put this high a portion of the account in stock might require restriction on
investment choice. Currently 401-K investments are invested only about 50 percent
in stock, based on information obtained by the 1994-96 Advisory Council. However,
because the Federal government would effectively share the risk of investing in
SAFE Accounts and SAFER Annuities, many workers may opt for a more aggressive
investment portfolio that in 401-K’s.

If accounts were invested about 50 percent in stock, and 50 percent in U.S. Gov-
ernment bonds, the expected average real yield would be 5 percent, or 4.7 percent
after administrative expense. Under this assumption the reimbursement to OASDI
could be permanently reduced in 2000, but reductions would begin in 2028. reduc-
tions would total 3.1 percent by 2044, so that the cost of SAFE contributions would
be covered by the payroll tax not credited to OASDI from that point forward. By
2060, the amount of the payroll tax rate required for OASDI would be expected to
be 8.0 percent.

Table 3.0 illustrates that even if individual accounts were to achieve a real yield
of only 3 percent (the expected real yield on U.S. Government bonds), 2.7 percent
after administrative expense, the OASDI trust Funds would still be solvent for the
long-range period, and the trust fund ratio would be relatively stable at the end of
the period. However, the entire 12.4 percent payroll tax would continue to be re-
quired for the OASDI program.

STEPHEN C. GOSs
Deputy Chief Actuary

Attachments 02
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Table 1.0 a Gramm 3% 1A Contrib, 80%0ffset, {+ 2% if 35-55 in2000/100%offse 1A Cntrd 3 %, BenOffset 80.0 %
NO Clawback With Uit Real TF int Rate of 3.0 CorpTax toTF as%of Pre- Remaining Surp to TF 0 %
at Death <65 With Ult Real A Yid Rate of 5.2 tax JA RealYld 23.9 Change 0 % BenCut
¥ No Survivor With Annuity Net Yid Rate 5.2 in QASDI QASDI 1A
Cost Income Annual TFR Contrib Contrib Contrib
Year Rate™ Rate** Balance 11y Rate Raie Rate
1988 10.78 12.70 191N 194 12.40 o
2000 10.7¢ 12.28 1.48 217 -3.40 12.00 4,22
2001 10.83 12.386 1.54 234 12.00 4,20
2002 10,91 12.44 1.53 251 12.00 417
2003 10.87 12.51 1.54 268 12.00 4.15
2004 11.08 12.57 1.52 283 12.00 412
2005 11.13 12.64 1.51 297 12.00 4.09
2006 11.23 12.71 1.48 311 12.00 4.04
2007 11.33 12.78 1.45 324 12.00 4.00
2008 11.44 12.86 1.42 338 12.00 3.88
2009 11.58 12.95 1.38 347 12.00 3.81
2010 11.74 12.04 1.30 357 1200 3.88
2011 1191 13.14 1.23 367 12.00 3.81
2012 12.10 13.24 1.14 377 12.00 3.7%
2013 12.31 13.3% 1.04 385 12.00 3.70
2014 12.52 13.45 0.93 3493 12.00 3.65
2015 12,75 13.55 0.80 400 12.00 3.60
2018 12,98 13.65 0.66 408 12.00 3.55
2017 13.22 13.75 0.53 411 12.00 3.49
e 1340 13,80 .40 415 120 4.5
2018 13.88 13.85 .27 418 12.00 3.40
2020 13.38 14.05 .18 421 12.00 3.38
2021 14,08 14.15 .07 428 12.00 3.31
2022 14.21 14.24 0.03 429 12.00 3.27
2023 14.32 14.34 0.01 435 12.00 3.23
2024 1441 14.43 0.02 441 12,00 3.20
2025 14.45 14.81 0.06 448 12,00 216
2026 14,48 14.50 Q.04 457 010 11.90 3.14
2027 14.43 14.57 0.14 467 1t1.80 391
2028 14.38 14.44 .08 480 -0.20 11.70 3.09
2023 14.24 14.51 0.27 483 1170 3.07
2030 14.07 14.07 0.00 511 ~0.50 11.20 3.06
2031 13.87 14.12 0.25 527 11.20 3.05
2032 13.80 13.88 Q.08 542 -0.30 10.90 3.04
2033 13.68 13.84 0.25 857 10.90 3.04
2034 13.64 13.68 0.06 575 0,40 10.50 3.03
2038 13.37 13.64 0.28 584 10.50 3.03
2036 13.16 13.19 0.02 618 -0.50 10.00 3.02
2037 12.88 13.23 0.28 838 10.00 3.02
2038 12.71 12,77 0.06 664 ~0.50 2.50 3.01
2038 1247 12.80 0.34 6380 8.50 3.01
2040 12,21 12.23 .02 721 ~0.80 8.80 3.00
2041 11,98 12.28 .30 750 8.80 3.00
2042 11.73 11.79 0.06 782 +0.50 8.40 3.00
2043 11.81 11.82 Q.30 812 8.40 3.00
2044 11,81 11.34 0.03 845 -0.860 7.90 3.00
2045 11.12 11.37 D.25 876 7.90 3.00
2046 10.94 10.98 0.05 910 «0.40 7.50 3.00
2047 10.78 11.02 0.23 942 7.50 3.00
2048 10.83 10.64 Q.00 8976 -0.40 7.10 3.00
2049 10,50 1085 Q.18 1008 7.1 3.00
2050 10,38 10.48 0.08 1081 -0.2¢ 8.80 3.00
2051 10.29 10.50 0.21 1073 .80 3.00
2052 10.2% 10.22 0.01 1106 -0.30 6.60 3.00
2053 W14 10.24 .10 1138 8.60 3.00
2054 10.08 10.16 0.07 1166 -0.10 8,50 3.00
2058 10.03 1017 Q.18 1197 6.50 3.00
2058 8.97 9.99 0.01 1229 -0.20 6.30 3.00
2087 8.82 10.00 0.08 1281 6.30 3.00
2058 2.87 2.21 0.04 1294 -0.30 8.20 3.00
2058 8.82 8.82 .10 1327 8.2¢ 3.00
2080 8.78 8.83 0.08 1362 ~0.10 8.10 3.00
2061 8,71 8.83 0.12 1339 8.10 3.00
2062 9.68 9.73 .08 1436 -0.10 6.00 3.00
20863 2.81 8.73 Q.12 1472 6.00 3.00
2084 9.66 9.63 0.07 1511 ~0.10 5.90 3.00
20865 8.581 8.62 0.12 1550 5.90 3.00
2066 9.47 8.82 0.05 1589 -0.10 5.80 3.00
2087 9.43 .81 ©.09 1828 5.80 3.00
2068 8.40 2.50 0.11 1888 5.80 3.00
2089 8.37 g.48 G.12 1707 5.80 3.00
070 9.35 3,48 0.13 1748 3.80 3.00
2071 8.34 8.47 0.13 178% 5.80 3.00
2072 8,34 8.46 .12 1823 5.80 3.00
2073 9.83 9.45 0.1 1862 5.80 3.00
2074 9.38 2.43 0.05 1888 5.80 3.00
Summarized
CestRt incRt ActBal
1899 0ASDI DASDI QASDI
~2073 12.01 13.04 1.03
Based on Intermediate Assumptions of the 1839 Trustess Heport Office of the Actuary
With Uit Raal Int Rate of 3.00 Social Security Administration

* Net of Banefit Offset/Clawback e Includi'ng Transfer for Corp Incorie Tax April 18, 1899
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Table 2.0 a Gramm 3% IA Contrib, B0%Ofset, {+2% if 35-55 in2000/100%otiser 1A Ontrb 3 %, BenOffset 800 %
NO Clawback With Ult Real TF ot Rate of 3.0 CorpTax wTF ae%of Pre- Remaining $urp 10 TF o %
at Death < &5 With Uit Reat 1A Yie Rate of 4.7 tax JA RealVld 23.8 Change 0 % BenCut
¥ No Surviver With Annuity Net Yid Rate 4.7 in QASDI A
Cost income Anaual TFR Contrib Contrid
Year Rate* Rate** Balance T-tyr Rate Rate
1999 10.79 12.70 1.81 194 0
2000 10.78 12.85 1.86 217 422
2001 10.83 12.75 1.93 238 4.20
2002 10.81 12.82 1,82 259 217
2003 10.87 12.89 1.8 278 4.18
2004 11.08 12.94 1.88 287 412
200% 1113 13.00 1.87 318 4.03
2008 11.23 13.08 1.83 331 404
2007 11.33 13.12 © LTS 347 4.00
2008 1144 13,18 . 178 283 3.86
2008 11.58 13.27 1.88 378 3.31
2010 11.74 1338 1.81 389 3.86
2011 11.91 1344 1.83 402 3.81
2012 12.10 13.53 1.42 414 2,40 3.75
2013 12.31 13.62 1.31 424 2 3.70
2014 12.83 13.71 1.18 434 K 3.65
2018 12.76 13.80 1.03 443 2. 3.60
2018 13.01 13.88 0.88 450 2 3.58
2017 13.25 13.87 0.72 456 X 349
2018 13.48 14.06 U.n/ 452 X .40
2018 13.72 14.14 .42 466 . 3.40
2020 13.94 14.23 0.28 470 2 3.386
2021 1414 14.31 0.7 AZ5 % .31
2022 14.29 1439 010 480 X a.z27
2023 14.42 14.47 0.05 485 % 3,23
2024 14.52 14,54 0.02 492 X 3.20
2026 14.58 14.62 0.03 499 g 318
2026 14.82 14.68 0.08 508 . 314
2027 14,62 14.7% 0,32 518 o i
2028 1458 14.81 0.02 831 ~0.20 » 5.08
2029 14.49 14.86 0.17 544 8 5.07
2030 14.38 14.40 0.04 561 o -0.30 S 3.06
2031 14.21 14.45 0.24 678 X 3.08
2032 1418 14.19 0.03 582 -0.30 o 3.04
2033 14.08 14.24 0,18 807 K 3.04
2034 13.98 13.88 0.00 £24 ~0.30 E 3.03
2033 13.83 14,02 .18 842 B 2.03
2086 13.87 13.79 .08 883 -0.30 . 3.02
2037 12.49 1378 0.28 £84 o 3.02
2038 13.30 13.31 .02 708 ~0.50 . 3.01
2038 13.09 13.34 0.25 734 . 3.01
2040 12.88 12.898 0.08 702 -0.40 3 3.00
2041 12.68 12.98 0.31 769 . 3.00
2042 12.48 12.81 0,02 818 -0.50 . 3.00
2043 12.32 1263 0.21 84¢ . 3.00
2044 12.1% 12.28 0.09 87% ~.30 . 3.00
2048 12.01 12.27 Q.26 [04 . 3.00
2048 11.87 11.88 Q.01 34 -0.40 s 23.00
2047 11,78 11.80 0.18 83 . 3.00
2048 11.64 3172 0.08 gs2 +0.20 N 3.00
2048 11.55 11.74 018 1021 3 3.60
2050 11,47 11.85 0.08 1080 ~0.20 % 3.00
2081 11.41 1157 .18 1078 3 2.00
2082 11.38 11.38 0.02 1108 ~0.20 . 2.00
2053 1132 11.40 0.07 1130 = 3.00
2084 11.31 11.32 0.01 1187 Q.10 8.20 3.00
2058 11.28 1133 0.08 1183 8.20 3.00
2088 11.28 11.38 0.08 1208 0.00 £.20 3.00
2087 11.24 11.38 0.1 1238 8.20 3.00
2068 11.22 11.27 0.04 12688 -0.10 8.10 3.00
2069 11.20 11.28 0.07 1293 210 3.00
2060 11.18 1118 Q.01 1322 -0.10 8.00 3.00
2061 1118 11.18 0.04 1352 8.00 3.00
2082 11.13 11.189 0.08 1383 8.00 3.00
2063 1.1 11.20 .08 1413 8.00 3.00
2064 13.08 11.20 ¢33 1448 800 3.00
2085 1108 11.20 0,14 1478 8.00 3.00
2066 11.05 11.20 0% 1812 8.00 3.00
2057 11.03 1118 0.17 1546 8.00 3.00
2088 11.02 11.18 ©.18 1580 8.00 3.00
2089 11.01 1118 018 1614 8.00 3.00
2070 11.01 11.18 [ AYS 1648 8.00 2.0
2071 11.01 11,18 017 1683 8.00 3.00
2072 11.02 11.18 D186 M7 8.00 3.00
2073 11.03 1117 213 1751 2.00 3.00
2074 11.08 1118 .08 1776 8.00 3.00
Summarized
Costit IncRt ActBal
1999 QASDHH CASDI QASDY
-2073 12.48 13.80 114
Based on Intermadiate Assumptions of the 1983 Trustess Report Oifice of the Acwery .
With Ult Real Int Rate of 3.00 Social Security Administratio

* Net of Benefit Offset/Clawback . lnc)udh"rg Transfer for Corp Income Tax Apil 16, 1688
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Thble 3.0 a Gramm 3% (A Contrib, 80%0fHset, {+2% i 35-55 in2000/100%o0fise 1A Cotrp 3 %, BenOffset 80.0 %
NO Clawback With Ult Real TF Int Rate of 3.0 CarpTax 1oTF as%of Pre- Remaining Surp to TF 0 %
at Death <65 With Ult Real |A Yid Rate of 2.7 tax |A RealYld 23.9 Change 0 % BenCut
If No Surviver ‘With Annuity Net Yi Rate 2.7 in DASD) OASDI 1
Cost inceme Anrual TFR Conuib Contrib Contrib
Year Rate* Rate** Batance 1-1yr Rate Rate Rate
1899 10.78 12.70¢ 1.81 194 12.40
2000 10.78 12.65 1.88 217 124Q 4,22
2001 10.83 12.72 1.89 238 12.40 4.20
2002 10.91 12.75 1.85 258 12.40 417
2003 10.87 12,78 1.82 277 12.40 1
2004 11.08 12.81 1.78 285 12.40 412
2006 1118 12.88 171 312 12.40 4.09
2008 11.23 12.88 1.6% 327 12.40 4.04
2007 11.33 12.91 7.68 341 12.40 4.00
2008 11.4% 12.96 1.50 355 12.40 3.96
2008 11.860 12.88 1.39 266 12.40 391
2010 11.78 13.04 1.28 376 12,40 3.88
2011 11.93 13.08 1.18 338 12,40 3.81
2012 12.14 13,14 1.00 394 12.40 3.78
2013 12.38 13.19 0.83 401 12.40 3.70
2014 12.60 13.24 0.65 407 12.40 3.85
2015 32.84 33.28 D.44 411 12.40 3.80
2018 1311 13.33 .22 413 1240 3.85
2017 13.37 13.37 0.00 414 12.40 3.48
2078 14.64 13.42 -0.22 413 12.40 3.45
2018 13.91 13.46 -0.45 411 12.40 3.40
2020 14.18 13.50 -0.67 407 12.40 3.36
2021 14.42 13.54 -0.88 403 12.40 3.31
z022 1463 13.88 -1.04 388 12.40 327
2023 14.82 13.82 -1.20 335 124G 3.23
2024 14.99 13.88 -1.34 390 12.40 3.20
2028 15.14 13.68 -1.45 385 12.40 3.18
2026 15.26 13.71 -1.54 380 12.40 3.14
2027 15.38 13.74 -1.81 375 12.40 311
2028 15.41 13.76 -1.88 371 12.40 3.00
2028 15.44 13.78 -1.85 387 12.40 3.07
2030 15.43 13.80 -1.83 383 12.4Q 3.08
2031 15,40 13.82 -1.59 360 12.40 3.056
2032 15.45 13.84 -1.62 355 12,40 3.04
2033 15.48 13.88 -1.82 381 12.40 304
2034 1547 13.87 -1.80 347 1240 3.03
2035 16.43 13.88 -1.54 344 12.40 3.03
2038 15.87 13.8¢ -1.47 34z 12.40 3.02
2037 15.30 13.80 -1.3% 340 12.40 3.02
2038 15.22 12.91 -1.30 339 12.40 3.01
2039 15.13 13.82 -1.21 338 12.40 3.01
2040 18.03 13.33 -1.11 340 12,40 3.00
2041 14.95 13.83 -1.01 341 12,40 3.00
2042 14.87 13.94 -0.93 342 12.4Q 3.00
2043 14.81 13.94 -0.86 344 12.40 3.00
2044 14.75 13.95 ~0.80 346 12,40 3.00
14.71 13.96 -0.7% 348 12.40 3.00
2046 14.67 13.96 -0.71 351 12.40 3.00
2047 14.64 13.87 -0.67 354 12,40 3.00
2048 14.63 13.98 -0.66 357 12.40 3.00
2048 14.82 13.99 -0.64 360 12.40 3.00
2050 14.83 13.88 -0.63 362 12,40 3.0C
2051 14.85 1£.00 -0.85 385 12,40 3.0C
2052 14.68 14.01 -0.67 387 12.40 3.00
2033 14.73 14.02 -0.71 363 12.40 3.00
2054 14.78 14.03 -0.78 370 12,40 3.00
2055 14.83 14.04 -0.79 371 12.40 3.00
2058 14.88 124.04 -0.84 372 12.40 3.0C
2087 14.93 1405 -0.88 373 12,40 2.00
2058 14.98 14,08 -0.82 373 12.40 3.00
2059 15.03 14.07 -0.96 373 12.4Q 3.00
2060 15.08 14.08 -1.00 373 4 3.00
2061 15.12 14,08 -1.04 373 12.40 3.00
2062 15.18 1£.08 -1.07 373 12,40 3.00
2083 15.19 14.09 -1.10 a7z 12.40 3.00
2064 18,23 14.10 -1.13 372 12.40 3.00
2065 15.28 14.10 -1.18 37t 12.40 3.00
2066 15.29 14.11 -1.19 370 12.40 3.00
2067 15.32 14.11 -1.21 369 12,40 3.00
2068 15.36 14.19 -1.24 368 12.40 3.00
2088 15.3¢ 1412 -1.27 367 12,40 300
2070 15,43 1412 -1 385 12.40 3.00
2071 15.48 14.13 -1.34 363 12.40 3.00
2072 16.50 14.13 -1.37 381 12.40Q 3.00
2073 15.54 14.13 -1.41 369 12.80 3.00
2074 15,58 14.13 -1.4% 355 12,40 3.00
Summarized
CostRt ncRt ActBai
1989 OASDY QASDE QASDE
-2073 13.78 14.02 0.24
Based on Intermediate Assumptions of the 1988 Trustees Report Qffice of the Avtuary
With Uit Reat Int Rate of 3.00 Social Security Administration

* Net of Benefit Offset/Clawback had )ncludix"\g Transfer for Corp Income Tax Aprit 16, 1998
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SOCIAL SECURITY ADMINISTRATION
January 13, 1999

Harry C. Ballantyne
Chief Actuary

MEMORANDUM
Refer To: TCC

Subject: Estimates of Long-Range OASDI Financial Effect of a Possible Modification
of The Social Security Solvency Act of 1998, Proposed by Senator Moynihan—
INFORMATION

This memorandum provides long-range estimates, based on the intermediate as-
sumptions of the 1998 Trustees Report, for a possible modification under consider-
ation for The Social Security Solvency Act of 1998 (S.1792), proposed by Senators
Moynihan and Kerrey. This analysis has been produced at the request of David
Podoff of Senator Moynihan’s staff. An earlier memorandum, dated March 4, 1998,
provides long-range estimates of S.1792, based on the intermediate assumptions of
the 1997 Trustees Report.

The possible modification of the comprehensive proposal is described in Table A,
attached. For each individual provision and for the total proposed package, Table
A provides the following estimates:

¢ The change, from present law, in the long-range OASDI actuarial balance.

¢ The change, from present law, in the OASDI annual income rate in 2070.

* The change, from present law, in the OASDI annual cost rate in 2070.

e The change, from present law, in the OASDI annual balance in 2070.

If all modifications are implemented and tax rates are changed as shown in Table
A (including the 1 percentage point reduction in COLA), the resulting long-range
actuarial balance for the 75-year period (1998-2072) is estimated to be +0.03 per-
cent of taxable payroll. The trust fund ratio (ratio of trust fund assets to annual
outgo) would increase from 171 percent as of the beginning of 1998 to 286 percent
as of the beginning of 2014. The trust fund ratio would then decrease to 130 percent
as of the beginning of 2035. For the remaining period of the long-range projection
peri)od (2036—-2072), the fund ratio would stay relatively stable (between 128 and
135).



Table A. Estimated Long-Range OASDI Financial Effect of Possible Modification to S.1792 (Moynihan/Kerrey)

Estimated Change in Annual Measures: 2070

Actuarial

Provision Balz;rel;i)(75- Income Rate Cost Rate é:lg‘:lié

1 For 1999 and later, reduce the OASDI automatic cost of living adjustment (COLA) by 1.0 percentage

POIIIE. ettt bbbt h bt h e bbbt b bbb bbb ettt eh et b ettt nene e 1.44 -0.12 -2.43 2.31
2 Subject OASDI benefits to income tax in a manner similar to that prescribed for benefits received from

private and government employee defined benefit pension plans, with all current thresholds levels for

taxing OASDI benefits eliminated. This provision is phased in over the period 2000-2004. ........... 0.40 0.22 0.00 0.22
3 Extend OASDI coverage to all State and local government employees hired after 2001. ........... 0.21 0.00 —0.02 0.02
4 Increase maximum computation period from 35 years to 38 years for retirement, survivor, and dlsablhty

(death or disability entitlement at age 62 or higher). The computation period would increase to 36 years

for those first eligible in 2002, 37 years for those first eligible in 2003, and 38 years for those first eligi-

ble after 2003. 0.25 —-0.02 -0.44 0.41
5 Retain the normal retirement age (NRA) at age 65. Multiply all benefit formula factors (90, 32, and 15)

by 0.988 for 2000-2017 and by 0.997 for 2018-2065. The resulting factors for beneficiaries age 62 in 2065

are 62.70, 22.29, and 10.45. Disability and young survivor beneficiaries maintain the current formula fac-

tors. (Details concerning the calculation of benefits for the disabled and aged widows are being devel-

oped.) 0.70 -0.12 -1.81 1.69
6 Effective 1/1/2003, eliminate the retirement earnings test for beneficiaries age 62 and older. ..... 0.01 -0.01 -0.28 0.27
7 Raise the OASDI contribution and benefit base to $87,000 in 2002, $94,000 in 2003, and $99,900 in

2004. After 2004, resume indexing the contribution and benefit base using the average wage index. ......... 0.24 -0.01 —-0.25 0.24
Total for Provisions 1 through 7 (adjusted to take account of interactions) ...........cccecevererrieneniieneneneeneneens 2.95 -0.11 —4.68 4.57
8 Change the OASI and DI payroll tax beginning in 2000 as follows (adjusted to take account of inter-

actions): 11.4% for years 2000-2001; 10.4% for years 2002-2029; 12.4% for years 2030-2034; 12.9% for

years 2035-2049; 13.3% for years 2050—-2059; 13.7% for years 2060+ ........ccceevverviierrreeiieenreniieenreeieesieesneens —-0.73 1.30 0.00 1.30
Total for Provisions 1 through 8 (adjusted to take account of interactions) .........c.cccceceeverieriieneneniencneeneennn. 2.22 1.19 —4.68 5.87

Based on the intermediate assumptions of the 1998 Trustees Report under present law, the long-range actuarial balance for the 75-year period (1998-2072) is estimated to be —2.19 per-
cent of taxable payroll. For 2070, the annual income rate, annual cost rate, and annual balance are 13.34, 19.54, and —6.20 respectively.

1The indicated effect on the Actuarial Balance is for a legislative change that would reduce the COLA by this amount. If instead, the COLA is reduced by this amount, on average, as a
result of technical changes in the CPI by the BLS, the effect on the Actuarial Balance may be smaller because of potential related changes in other economic parameters.

2This provision is assumed to achieve the same cost effect as gradually increasing the normal retirement age (NRA) to age 70 as in S.1792.

Office of the Actuary, Social Security Administration, January 13, 1999

9¢
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SOCIAL SECURITY ADMINISTRATION
June 3, 1999

Harry C. Ballantyne
Chief Actuary

MEMORANDUM
Refer To: TCC

Subject: Estimated Long-Range OASDI Financial Effects of a Bipartisan Social Se-
curity Proposal -INFORMATION

This memorandum provides estimates of the effect on the financial status of the
OASDI program of a plan developed by Senators Gregg, Breaux, Kerrey (B), and
Grassley. All estimates are based on the intermediate assumptions of the 1999
Trustees Report.

LONG-RANGE FINANCIAL EFFECTS

The plan would improve the OASDI actuarial balance by an estimated 2.35 per-
cent of taxable payroll, eliminating the actuarial deficit of 2.07 percent of taxable
payroll under present law and resulting in a positive actuarial balance of about 0.28
percent of taxable payroll. The level of OASDI trust fund assets as a percentage of
annual OASDI cost (the trust fund ratio) would be expected to decline after reaching
252 percent in 2014, to a low point of 104 percent at the beginning of 2041. The
trust fund ratio would rise after 2041, reaching a level of 505 percent at the end
of the long-range (75-year) period, at which point the trust fund ratio would be ris-
ing by about 20 percentage points each year. Table 2, attached, provides estimated
annual cost rates, annual income rates, annual balances, as well as annual trust
fund ratios.

DESCRIPTION OF PROVISIONS

As shown in the attached Table 1, the plan consists of 13 provisions.

Provision 1 would create a new PIA bend point between the current two bend
points, splitting the PIA bracket where the 32-percent PIA factor currently applies
in two. Rather than 32 percent, PIA factors of 70 and 20 would apply above and
below the new bend point within this bracket. The PIA factor of 15 percent would
be replaced with 10 percent above the top bend point. This provision would be
phased in gradually between 2006 and 2015, and is designed to have no net effect
on the long-range cost of the OASDI program.

Provision 2a would eliminate the 11-year hiatus between the increase in the nor-
mal retirement age (NRA) from 65 to 66 (2000—05) and the increase from 66 to 67
(2017-22). The NRA would thus be increased by 2 months per year beginning 2000
until the NRA of 67 is reached for individuals attaining age 62 in 2011 and later.

Provision 2b would change the early retirement factors and delayed retirement
credits in an attempt to reflect the fact that the marginal increase in the full (PIA)
benefit level for earnings after reaching retirement age is, generally, relatively
small. (Reduction and increment factors provided under current law are intended
to provide actuarially equivalent lifetime benefits payable at different starting ages
for a fixed earnings history.) This relatively small marginal increase results from
the weighted PIA benefit formula, which provides a larger marginal amount of ben-
efit per dollar of AIME for low, or early-in-career, earnings. This provision is in-
tended to eliminate the marginal disincentive to work past EEA that is provided by
the weighting in the PIA formula. Because the extent of this marginal effect de-
pends upon the level of earnings a worker has had in earlier years, no absolute ad-
justment can be provided that would be appropriate for all workers. Rough esti-
mates of adjustments to the reduction and increment factors have thus been used.

The chart below displays the proposed monthly early retirement reductions that
are applicable for retired worker beneficiaries for the first 36 months for which ben-
efits are received prior to NRA under both current law and the provision. (Different
factors apply to aged spouse beneficiaries and aged widow beneficiaries.)

Similar increases for aged spouse beneficiaries would be applied, increasing the
monthly reduction for the first 36 months of entitlement before NRA from 25/36 per-
cent under present law to 30/36 percent under the provision.
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Monthly Reduction in Benefits for Each of First 36 Months of Retirement Before NRA

Age 62 in: 2001 2002 2003 2004 2005 2006+
Present Law ........ccccoceee. 20/36% 20/36% 20/36% 20/36% 20/36% 20/36%
Proposal ... 20/36% 21/36% 22/36% 23/36% 24/36% 25/36%

The reductions that are proposed for the fourth and fifth year before NRA are 12/
24% per month (current law reductions are 10/24% per month) for both retired
worker and aged spouse beneficiaries. The reductions for the fourth and fifth year
before NRA are applicable to all new eligibles who reach age 62 after 1999.

The delayed retirement credit (DRC) under present law is scheduled to increase
to 8% per year for workers attaining age 65 after 2007. The DRC would continue
to increase at the rate of 0.5 percentage point every two years, with the first in-
crease applied to those attaining age 65 in 2010. An ultimate factor of 10 percentage
points per year is reached for workers reaching 65 after 2015. The delayed retire-
ment credit applies for months for which retired worker benefits are not received
between NRA and age 70.

The ultimate percentages of PIA payable for retired workers by age at initial ben-
efit entitlement are shown below.

Ultimate Percent of PIA Payable for Retired Worker Beneficiaries by Age at Initial Entitlement to Benefits

Age at Initial Entitlement: NRA-5 NRA—4 NRA-3 NRA-2 NRA-1 NRA
Present Law ......cccccoeeuene 70% 75% 80% 86.7% 93.3% 100%
Proposal .....ccccoveieininne. 63% 69% 75% 83.3% 91.7% 100%

The percentage of PIA payable for non-disabled aged widow beneficiaries newly
eligible at age 60 would remain at 71.5 percent. The percentages payable for those
newly eligible at ages between 60 and the NRA would scale linearly between 71.5
and 100 percent, as under present law.

Provision 3 would gradually reduce the size of all of the PIA factors in a manner
that would roughly approximate the effect of continuing the increase in the NRA
at 2 months per year to age 68, with indexing thereafter to an NRA of 70 by 2065.
Rather than modifying the NRA, the provision would reduce each of the PIA factors
(90, 32, 15 under current law, and 90, 70, 20, 10 after provision 1) by 1.2 percent
(multiply by 0.988) each year 2012-17, and by 0.03 percent (multiply by 0.997) each
year 2018 through 2065.

The PIA factors would ultimately be reduced by about 19.5 percent under this
provision, from levels of 90, 32, 15 to levels of 72.47, 25.77, 12.08, under current
law, or from 90, 70, 20, 10 to levels of 72.47, 56.36, 16.10, 8.05 after provision 1.
The modified PIA would apply to benefits payable for most retired worker, aged
spouse, and aged surviving spouse beneficiaries. The current-law, unmodified PIA
formula would apply for disabled worker beneficiaries, and to retirement benefits
payable to disabled workers converted to retirement status at NRA (and their de-
pendents).

Provision 4 would gradually increase the PIA benefit computation period for re-
tired workers from 35 to 40 years, except for the lower earner of a married couple.
The provision would also allow the inclusion of earnings of all years in the numer-
ator of the AIME, even if the number of years with earnings exceeds 40.

This provision would apply in determining benefits for retired worker and their
dependents and for survivors of deceased workers. This provision does not apply in
determining benefits for disabled workers and their dependents.

In calculating the AIME for a retired worker under present law, the highest 35
years of indexed earnings are used in determining the numerator of the AIME and
a benefit computation period of 35 years is used in determining the denominator.
Under this provision, the following changes are made in the calculation of the AIME
for someone newly eligible for retirement benefits after 2001.

¢ The number of years of earnings, used in calculating the numerator of the
AIME, is gradually increased, reaching all years of earnings in 2010.

* The benefit computation period, used in determining the denominator of the
AIME, is gradually increased, reaching 40 years (5 additional years), except for the
lower earner of a married couple. In the case of a two-earner couple, the benefit
computation period for the earner with the lower PIA is 35 years.

The chart below indicates the phase in schedule of the above changes.
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Change in Calculation of AIME for Retired Worker

(assumes the retired worker is not the lower earner of a married couple)

Newly Eligible in Years: 202~ 2oL 206 2008~ 2010+
Present Law
Years in Numerator ..........c.ccecceeeene 35 35 35 35 35
Denominator (in years ...........ccc...... 35 35 35 35 35
Proposal
Years in Numerator ... 37 39 41 43 all
Denominator (in years 36 37 38 39 40

1Years in Numerator: Refers to the number of years of earnings used in calculating the numerator of the
AIME.

2Denominator (in years): Refers to the benefit computation period (in years) used in calculating the denomi-
nator of the AIME.

Under this provision alone, the number of benefit computation years used for the
denominator of the AIME for a retired worker turning age 62 after 2009 would be
40. Under current law, the number of benefit computation years is determined by
subtracting 5 dropout years from the number of elapsed years (years age 22 through
the year prior to reaching EEA). Under this proposed provision, the increase in the
number of benefit computation years would be accomplished by reducing the num-
ber of dropout years, ultimately to zero. In addition, each year, except for 2010, that
the number of dropout years is reduced by one year, the number of years of earn-
ings, used in calculating the numerator of the AIME, is increased an additional two
years. In 2010, all years of earnings are used in calculating the numerator of the
AIME for someone newly eligible for retirement or survivor benefits.

Provision 5 would redirect to the OASDI trust funds the revenue from taxation
of OASDI benefits that is currently transferred to the Medicare HI trust fund. Rev-
enue collected by the IRS from Federal income taxes payable on OASDI benefits,
in excess of the tax on 50 percent of such benefits, would be redirected from the
Medicare HI trust fund to the OASDI trust funds. The provision would redirect 10
percent of this revenue for 2005, 20 percent for 2006, ... , and 100 percent for 2014
and later.

Provision 6 would eliminate the retirement earnings test for beneficiaries age 62
and above, effective in 2003.

Provision 7 would increase the indexing of the OASDI benefit and contribution
base (the taxable maximum) to keep the percent of OASDI covered earnings that
is taxable at 86 percent. Under current indexing, the percent taxable is projected
to fall below 85 percent for 2008 and later.

Provision 8 would reduce the OASDI cost-of-living adjustment (COLA) to the
measured increase in the CPI-W less 0.5 percentage point for December 2000 and
later. The reduced COLA would apply only to beneficiaries newly eligible for OASDI
benefits after 1999.

Provision 9 would gradually implement an option for the surviving spouse of a
married couple to receive up to 75 percent of the benefit that would be payable to
the couple if they were still both alive. The percentage of the couple benefit payable
under the option would be 51 percent for surviving spouses newly eligible in 2002
or 2003, 52 percent for those newly eligible in 2004 or 2005, ..., and 75 percent for
those newly eligible in 2050 and later. eligibility for the option occurs when the sur-
vivor and the deceased spouse, if still alive, would both be eligible for a retired
worker or aged spouse benefit. The benefit under the option would be limited to the
retired worker benefit that would be payable to the survivor if he/she had had earn-
ings at the level of the OASDI contribution and benefit base from age 22 through
61, with the retired worker benefit reduced as of the age at first actual entitlement
tﬁ either retired worker, aged spouse, or aged surviving spouse benefit (but not less
than 62).

Provision 10 would redirect 2 percentage points of the OASDI payroll tax to indi-
vidual accounts for all covered workers beginning 2000. OASDI retirement (includ-
ing converted disabled workers after reaching NRA) and aged survivor benefits pay-
?ble on the accounts of individuals with redirected taxes would be reduced in the
uture.

The benefit reduction would be based on a hypothetical accumulation of the
amount of taxes redirected to the individual account, using the yield rates on special
government bonds held by the trust funds, up to the point of entitlement to retire-
ment benefits. At that point, the ratio of the value of the hypothetical accumulated
account to the present value of all benefits expected to be paid on the worker’s ac-
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count would be calculated. Future OASDI benefits paid on the workers account
would then be reduced by this ratio.

Income tax on the amount of the reduction in OASDI benefits from this provision
would be assessed against the accumulated account of the worker. No other assess-
ment (clawback) against the individual account would be made for the benefit of the
OASDI trust funds at death.

Provision 11 provides a transfer to the OASDI trust funds from the General Fund
of the Treasury increasing from 0.6 percent of OASDI effective taxable payroll in
2000, to 0.8 percent in 2020, 1.0 percent in 2040, and 1.2 percent in 2060. This
transfer is intended to “recapture” the gains from lowering the CPI-indexing of in-
come tax brackets by 0.5 percentage point in 2000 and later.

Provision 12 would add a General Revenue contribution to the individual accounts
of workers with low earnings. However the additional contributions would not be
included in the calculation of the OASDI benefit reduction in provision 10.

Provision 13 would provide for a $1,000 contribution at birth to the individual ac-
counts of each person born in the United States in 2000 and later. An additional
$500 would be deposited into accounts at attainment of each age 1 through 5. These
amounts would be indexed by the SSA average wage indexing series after 2000.
Contributions would be made from the General Fund of the Treasury. One half of
the contributions at ages 0 through 5 would be included in the calculation of OASDI
benefit reduction in provision 10.

STEPHEN C. GOSS
Deputy Chief Actuary

ALICE H. WADE
Actuary

Attachments

Table 1. Estimated Long-Range OASDI Financial Effect of Reform Proposal

Estimated
Change in
Long-range
OASDI Actu-
arial Balance
(percent of
taxable pay-
roll)

Provision

1 | Establish a new bend point in the PIA formula equal to 197.5% of the
present law first bend point. PIA formula factors would be initially set at
0.90, 0.32, 0.32, and 0.15 (yielding the same benefit as current law). Be-
ginning with new eligibles in 2006, the second formula factor would be in-
creased each year by .038, the third formula factor would be decreased
each year by .012, and the fourth formula factor would be decreased each
year by 0.005, until reaching factors of 0.90, 0.70, 0.20, and 0.10 for
newly eligibles in 2015 and later. ........c.ccccevieriiieniieiiieeieeeeeee e 1
2a | Eliminate the NRA hiatus between 66 and 67. NRA reaches 67 for those at-
taIn B2 0N 2011, .ot 0.15
2b | Increase the size of early retirement factors between 2002 and 2006 and de-
layed retirement credits between 2010 and 2016. This provision reflects
interaction with provision 2a. ..........cccocoiviriiiiiiieiineeee e 0.33
3 | Multiply all benefit formula factors (90, 32, and 15) by 0.988 for 2012-2017
and by 0.997 for 2018-2065. The resulting factors for beneficiaries age 62
in 2065 are 72.47, 25.77, and 12.08. The present law formula factors are
maintained in determining benefits for disability beneficiaries and retired
worker beneficiaries who convert from disability. ........ccccccocceevieeriiieniieniiennnns 0.74
4 | Increase the benefit computation period by up to 5 additional years for new
eligibles (by one additional year for new eligibles in each year 2002, 04,
06, 08, 10). For two-earner couples, however, cap the benefit computation
period for the earner with the lower PIA at 35 years. In conjunction with
increasing the benefit period, phase in including earnings for all years in
calculating the AIME. ........cccooiiiiiiiiiiiiceeeese e 0.19
5 | Credit all revenue from taxation of OASDI benefits to the OASDI trust
funds by 2014 (phase revenue from HI to OASDI during the period 2005—
2014). ettt ettt ettt st seennene 0.32
6 | Effective 1/1/2003, eliminate the retirement earnings test for individuals
who are 62 or older. ........ccocoeeievienieiereeeee e




31

Table 1. Estimated Long-Range OASDI Financial Effect of Reform Proposal—Continued

Estimated
Change in
Long-range
Provision g?ﬁ%aﬁﬁge
(percent of
taxable pay-
roll)
7 | Maintain the benefit and contribution base at a level so that 86 percent of
covered earnings are taxable. ........ccccociiiiiniiiiiee e 0.18
8 | Reduce the OASDI COLA by 0.5 percent for beneficiaries newly eligible in
2000 and later. .........cccoviiiiiiiiii e 0.65
9 | Beginning with newly eligible aged surviving spouses in 2002, gradually
(over a 49-year phase in period) provide a minimum benefit equal to 75-
percent of the combined benefits payable if both were still alive. —0.10.
Total for Provisions 1 through 9 (including interactions among provisions) .. 2.18
10 | Beginning in 2000, redirect 2 percentage points of the OASDI payroll tax to
individual accounts. Reduce OASDI benefits based on the accumulation of
these accounts at the interest rate earned by the OASDI Trust Funds. No
“clawback” of account balance at death. ...........cccccceviviiiiiiniiiiiiiiins -.62
11 | Transfer from General Revenue to the OASDI Trust Fund the following
amounts, expressed as a percent of taxable payroll: 0.6% each year 2000—
2019, 0.8% each year 2020-2039, 1.0% each year 2040-2059, and 1.2%
each year after 2059. .......cccooiiieiiiiieieieseeee et 0.78
12 | Additional General Revenue contribution to the individual account of low
INCOME WOTKETS. ..iovieiieiieiieieiiieiieie et ete et ente e et e e steeeestesteessensesseensessessnensens | sveeseessessesseenns
13 | For every individual born after 1999, deposit money during the first five
years of life into individual accounts from General Revenue. The amount
of money for the year 2000 would be $1000 during the first year of life
and $500 in each of the next five years. After 2000, the dollar amounts
would be increased by the increase in wages. Half of the accumulated
value of these deposits (at the trust fund interest rate) would be used to
offset OASDI Benefits. .....ccccoiiuiriiiiiieieseeeeee et 0.01
Total for Provisions 1 through 13 (including interactions among provisions) 2.35

1 Negligible (between —0.005 and .005 percent of payroll) change in the OASDI long-range actuarial balance.

Based on the intermediate assumptions of the 1999 Trustees Report under present law, the long-range actu-
arial balance for the 75-year period (1999-2073) is —2.07 percent of taxable payroll.
June 3, 1999 Social Security Administration Office of the Chief Actuary
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Gregg/Breaux 6/3 Memo

Table 2 a Gregg Braaux, Kerrey, ley ions 1-13 IACntth 2 %, Ben Offset 100.0 %
NO Clawback With Ult Rea! TF Int Rate of 4.0
at Doath With Uit Real 1A ¥Id Rate of 3 Changa
With Annuity Net Yid Rate 3 in OASDI DASDI 1A
income Annuast TER Contiib Contrin Contrik
Year Rate"™*  Balance ety Rate fate Rate
1999 12.70 1.89 193 12.40 [
2000 11.26 0.60 216 -1.40 11.00 2.00
2001 11,28 0.40 223 11.00 2.00
2002 11.28 0.35 229 11.00 2.00
2003 11.29 011 230 11.00 2.00
2004 11.2¢ a.10 233 11.00 2.00
2005 113t 2.1 236 11.00 2.00
2006 11.34 0.12 239 11.00 2.00
2007 11.36 0.13 241 11.00 2.00
2008 11.38 0.14 244 11.00 2.00
2009 11.41 210 248 11.00 2.00
2010 1145 0.07 248 11.00 2.80
2011 11.48 0.02 250 11.00 2.00
2012 11.51 -0.08 251 11.00 2.00
2013 11,54 018 251 11.00 2.00
2014 11.57 0.24 282 11.00 2.00
2018 11.59 -0.36 251 11.00 2.00
2016 11.81 -0.47 250 11.00 2.00
2017 11,53 -0.58 248 11,00 2.00
2018 11.69 -0.69 245 11.00 2,00
2019 11.88 -0.82 241 11.00 2.00
2020 11.90 0,75 238 0.20 11.20 2.00
2023 11.83 050 231 11.20 2.00
2022 11.35 -1.02 228 11.20 2.00
2023 11.97 118 220 11.20 2.00
2024 12.00 1,27 213 11,20 2.00
2025 12.02 1.3 208 11.20 2.00
2026 12.04 1.45 199 11.20 2.00
2027 1206 -1.52 191 11.20 2.00
2028 1208 -1.57 182 11.20 2.00
2028 1210 -1.58 174 11.20 2.00
2030 12,12 -1.58 186 11.20 2.00
2031 12.14 -1.885 157 11.20 2.00
2032 12.15 -1.62 149 11.20 2.00
2033 1247 -1.47 141 11.20 2.00
2034 1218 -1.39 134 11,20 2.00
2035 12.19 -1.29 127 11.20 2.00
2036 1218 117 121 11.20 2.00
2037 12.20 -1.08 116 11.20 2.00
2038 12.21 0.81 111 11.20 2.00
2039 12.21 £.77 107 11.20 2.00
2040 1242 042 105 0.20 11.40 2.00
2041 1242 -0.27 104 11.40 2.00
2042 1242 -0.14 105 11.40 2.00
2043 12.43 -0,02 107 11.40 2.00
2044 12.43 9 110 11.40 2.00
2045 12.44 0.19 114 11.40 2.00
2048 12.44 0.29 18 1140 2.00
2047 12.45 0.38 124 11.40 2,00
2048 12.46 0.48 130 11.40 2.00
2049 12.46 0.64 137 11.40 2.00
2060 12.47 0.60 145 11.40 2.00
2081 1248 0.65 154 11.40 2.00
2082 12.48 0.8 163 11.40 2.00
2083 12.49 073 172 11.40 2.00
2064 12,50 0.75 182 11.40 2.00
20585 12.51 0.77 192 11.40 2.00
2066 1252 0.79 203 11.40 2.00
2057 1253 0.81 214 11.40 2.00
2058 12.54 0.82 226 11.40 2.00
2068 1254 .83 237 11.40 2,00
2060 12,76 1.04 249 0.20 11.60 2.00
2061 12,76 1.08 263 11.60 2.00
2062 12.77 1.09 277 11.60 2.00
2063 1277 1.12 293 11.60 2.00
2084 12,78 1.18 308 11.60 2.00
2068 12.78 119 326 11.80 2.06
2086 12.79 1.22 343 11.60 2.00
2087 12.79 1.25 361 11.60 2.00
2068 12.80 1.28 380 11.60 2,00
2068 12.80 1.31 400 11.60 2.00
2070 12.80 1.34 420 11.60 2.
2071 12.81 1.37 441 11.60 2.00
2072 1281 1.38 463 11.60 2.00
2073 12.81 1.40 485 11.60 2.00
2074 11.43 12.82 1.39 508 11.60 2.00
Summerizad
Costht neRt AgtBal Chenga in
1959 OASDI OASD} OASDI ActBal
-2073 1218 1248 0.28 2385
Based on Intermediate Assumptions of the 1999 Trustess Report Office of the Actuary
With Ult Real Int Rate of 3.00 Social Security Administration

* Net of Ranefit OffsatiClawback June 3, 1889
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SOCIAL SECURITY ADMINISTRATION
May 25, 1999

Harry C. Ballantyne, Chief Actuary
Memorandum
Refer To: TCC

Subject: Estimated Long-Range OASDI Financial Effects of the 21st Century Retire-
ment Security Act

This memorandum provides long-range estimates of the financial status of the
OASDI program of the 21st Century Retirement Security Act (H.R. 1793), proposed
by Representatives Kolbe and Stenholm. The principal staff contacts are Ed
Lorenzen and Joan Hay from Representative Stenholm’s staff. All estimates are
based on the intermediate assumptions of the 1999 Trustees Report. This memo-
randum supersedes the memorandum dated May 12, 1999, and reflects minor modi-
fications made after May 12 in the specification of provisions 7 and 9.

The provisions described in this memorandum reflect the intent of legislation as
described by Representative Stenholm’s staff. The stated intent of several provisions
differs from the legislative language in the bill. These discrepancies are indicated
in the attached table, and are described in the provision descriptions below. Discrep-
ancies are indicated for provisions 1, 2, 6, and 7a. Representative Stenholm’s staff
indicates that technical amendments to the bill to conform with the stated intent
will be forthcoming.

The comprehensive proposal detailed in the 21st Century Retirement Security Act
reduces OASDI benefits from the levels provided under present law so that the pro-
gram can be adequately financed with a combined payroll tax rate of 10.4 percent.
The other 2.0 percentage points of the 12.4 percent combined Social Security payroll
tax rate is redirected to mandatory individual accounts, collected, held and managed
by the Federal Government. Individuals will have a choice of different investment
options for their individual accounts, which includes a stock index fund, a bond
index fund, and a Treasury securities index fund. The changes to the OASDI pro-
gram are designed to achieve long-range actuarial balance, and to result in a com-
bined OASDI trust fund ratio (ratio of trust fund assets to annual outgo) that is
stable or rising at the end of the long-range 75-year period.

The proposal would improve the long-range OASDI actuarial balance by an esti-
mated 2.14 percent of taxable payroll, replacing the present-law actuarial deficit of
2.07 percent with an actuarial balance of +0.07 percent of taxable payroll. The
OASDI annual balance for the year 2070 would improve by 6.63 percent of payroll,
to a level of +0.34 percent of payroll. The trust fund ratio for the combined OASDI
program would increase to a peak of 244 percent in 2010, then decline to 8 percent
in 2044. After 2044, the trust fund ratio would begin to rise, reaching 194 percent
at the end of the long-range period, at which time the ratio would be rising by about
6 percentage points per year.

Table 1 provides a brief listing of the individual provisions of the proposal, includ-
ing the effect of each provision, separately, on the long-range OASDI actuarial bal-
ance. A more detailed description of the provisions for which these estimates have
been developed is given below.

PROVISION 1: REDUCE THE COLA BY 0.33 PERCENTAGE POINT

This provision is intended to reduce the present-law OASDI cost-of-living adjust-
ment (COLA) for monthly OASDI benefits by 0.33 percentage point from the level
currently anticipated under the assumptions of the 1999 Trustees Report. The re-
duction would start with the COLA scheduled for December 2000 and continue in-
definitely thereafter. Specifically, the provision would provide for two reductions in
the COLA. First, the COLA would be reduced by the amount of upper-level substi-
tution bias that would be alleviated by using a superlative formula, as estimated
by the Bureau of Labor Statistics (BLS). This bias is generally assumed to be an
average of 0.15 percentage point per year. Second, the COLA would be reduced by
0.33 percentage point less the sum of (a) the estimated upper-level substitution bias
described above and (b) the achieved substitution bias correction, i.e., the estimated
net effect of changes to the CPI-W instituted by the BLS after January 31, 1999.

A technical amendment to H.R. 1793 is anticipated to clarify this provision. The
definition currently in the bill for achieved substitution bias correction would in-
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clude changes instituted after December 31, 1998, thus including the geometric
means provision instituted in January 1999 to address lower-level substitution bias
in the CPI-W. Because the geometric means change was intended to be excluded
from the definition of achieved substitution bias correction, the technical amend-
ment will change the definition to include changes instituted after January 31,
1999.

PROVISION 2: INCREASE NRA AND EEA; MODIFY ACTUARIAL REDUCTION AND
INCREMENT FACTORS

Increase NRA and EEA

Increase the normal retirement age (NRA) and the earliest eligibility age (EEA)
allowed for retired worker and aged spouse benefits. NRA increases under current
law from 65 by two months a year beginning with individuals attaining age 62 in
the year 2000, until it reaches 66 for individuals attaining age 62 in the year 2005.
While current law then leaves the NRA at 66 for several years, this provision would
continue to phase the NRA upwards by two months a year until it reaches 67 for
individuals reaching age 62 in 2011. After 2011, the NRA would increase by one
month every two years. Based on current mortality projections, this scheduled in-
crease would maintain the ratio of expected retirement years at NRA to potential
work years (from age 20 to NRA) constant at the level for 2011.

This provision would also increase the earliest eligibility age (EEA) for retired
worker and aged spouse benefits after 2011 at the same rate by which the NRA is
increase after 2011. This would maintain the five-year differential between NRA
and EEA that is achieved for those eligible for benefits in 2011, when the NRA is
67 and the EEA is still 62. It should be noted that the description of the increase
in EEA currently in H.R. 1793 would not achieve the intended result described
above. A technical amendment to H.R. 1793 that will eliminate this discrepancy is
anticipated.

The NRA and EEA, for individuals turning age 62 in 2035, would be 68 and 63,
respectively.

The earliest eligibility age for receiving aged widow/widower’s benefits remains
unchanged at 60. For disabled widow/widowers, the earliest eligibility age is also re-
tained, at 50.

Each time the EEA is increased by a full year, the number of elapsed years for
retired workers is also extended one year. This would result in an increase in the
benefit computation period of one year.

Furthermore, the age up to which earnings are indexed in computing the AIME
for the PIA benefit formula would be increased by one year. Because the applicable
PIA formula is the formula in effect for the year of initial benefit eligibility, the PIA
formula would also be advanced one year.

Modify Actuarial Reduction and Increment Factors

In addition, the early retirement factors and delayed retirement credits would be
changed in an attempt to reflect the fact that the marginal increase in the full (PIA)
benefit level for earnings after reaching retirement age is, generally, relatively
small. (Reduction and increment factors provided under current law are intended
to provide actuarially equivalent lifetime benefits payable at different starting ages
for a fixed earnings history.) This relatively small marginal increase results from
the weighted PIA benefit formula, which provides a larger marginal amount of ben-
efit per dollar of AIME for low, or early-in-career, earnings. This provision is in-
tended to eliminate the marginal disincentive to work past EEA that is provided by
the weighting in the PIA formula. Because the extent of this marginal effect de-
pends upon the level of earnings a worker has had in earlier years, no absolute ad-
justment can be provided that would be appropriate for all workers. Rough esti-
mates of adjustments to the reduction and increment factors have thus been used.

The chart below displays the proposed monthly early retirement reductions that
are applicable for retired worker beneficiaries for the first 36 months for which ben-
efits are received prior to NRA under both current law and the provision. (Different
factors apply to aged spouse beneficiaries and aged widow beneficiaries.)
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Monthly Reduction in Benefits for Each of First 36 Months of Retirement Before NRA

Age 62 in: 2001 2002 2003 2004 2005 2006+
Present Law ..........cccc.... 20/36% 20/36% 20/36% 20/36% 20/36% 20/36%
Proposal .......cccccoviinns 20/36% 21/36% 22/36% 23/36% 24/36% 25/36%

Similar increases for aged spouse beneficiaries would be applied, increasing the
monthly reduction for the first 36 months of entitlement before NRA from 25/36 per-
cent under present law to 30/36 percent under the provision.

The reductions that are proposed for the fourth and fifth year before NRA are 12/
24% per month (current law reductions are 10/24% per month) for both retired
worker and aged spouse beneficiaries. The reductions for the fourth and fifth year
before NRA are applicable to all new eligibles who reach age 62 after 1999.

The delayed retirement credit (DRC) under present law is scheduled to increase
to 8% per year for workers attaining age 65 after 2007. The DRC would continue
to increase at the rate of 0.5 percentage point every two years, with the first in-
crease applied to those attaining age 65 in 2010. An ultimate factor of 10 percentage
points per year is reached for workers reaching 65 after 2015. The delayed retire-
ment credit applies for months for which retired worker benefits are not received
between NRA and age 70.

The ultimate percentages of PIA payable for retired workers by age at initial ben-
efit entitlement are shown in the table below.

Ultimate Percent of PIA Payable for Retired Worker Beneficiaries by Age at Initial Entitlement to Benefits

Age at Initial Entitlement: NRA-5 NRA-4 NRA-3 NRA-2 NRA-1 NRA
Present Law .................... 70% 75% 80% 86.7% 93.3% 100%
Proposal .....cccoceveerenennne. 63% 69% 75% 83.3% 91.7% 100%

The percentage of PIA payable for non-disabled aged widow beneficiaries newly
eligible at age 60 would remain at 71.5 percent. The percentages payable for those
newly eligible at ages between 60 and the NRA would scale linearly between 71.5
and 100 percent, as under present law.

PROVISION 3: CHANGE IN CALCULATION OF AIME

This provision would apply in determining benefits for retired worker and their
dependents and for survivors of deceased workers. This provision does not apply in
determining benefits for disabled workers and their dependents.

In calculating the AIME for a retired worker under present law, the highest 35
years of indexed earnings are used in determining the numerator of the AIME and
a benefit computation period of 35 years is used in determining the denominator.
Under this provision, the following changes are made in the calculation of the AIME
for someone newly eligible for retirement benefits after 2001.

e The number of years of earnings, used in calculating the numerator of the
AIME, is gradually increased, reaching all years of earnings in 2010.

¢ The benefit computation period, used in determining the denominator of the
AIME, is gradually increased, reaching 40 years (5 additional years), except for the
lower earner of a married couple. In the case of a two-earner couple, the benefit
computation period for the earner with the lower PIA is 35 years.

The chart below indicates the phase in schedule of the above changes.
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Change in Calculation of AIME for Retired Worker

(assumes the retired worker is not the lower earner of a married couple)

sy . 2002— 2004— 2006— 2008—
Newly Eligible in Years: 2003 2005 2007 2009 2010+

Present Law

Years in Numerator?® ...................... 35 35 35 35 35

Denominator (in years)? ................ 35 35 35 35 35
Proposal

Years in Numerator?® .................... 37 39 41 43 all

Denominator (in years)? ................ 36 37 38 39 40

1Years in Numerator: Refers to the number of years of earnings used in calculating the numerator of the
ME.

2Denominator (in years): Refers to the benefit computation period (in years) used in calculating the denomi-
nator of the AIME.

Under this provision alone, the number of benefit computation years used for the
denominator of the AIME for a retired worker turning age 62 after 2009 would be
40. Under current law, the number of benefit computation years is determined by
subtracting 5 dropout years from the number of elasped years (years age 22 through
the year prior to reaching EEA). Under this proposed provision, the increase in the
number of benefit computation years would be accomplished by reducing the num-
ber of dropout years, ultimately to zero. In addition, each year, except for 2010, that
the number of dropout years is reduced by one year, the number of years of earn-
ings, used in calculating the numerator of the AIME, is increased an additional two
years. In 2010, all years of earnings are used in calculating the numerator of the
AIME for someone newly eligible for retirement or survivor benefits.

PROVISION 4: ELIMINATE THE EARNINGS TEST AT THE NORMAL RETIREMENT AGE
(NRA

Effective 1/1/2000, this provision would eliminate the earnings test at NRA, which
requires a reduction in the monthly benefit payable to individuals at or above NRA
by $1 for every $3 that their earnings exceed a specified exempt amount. The long-
range cost of this provision is negligible because months for which benefits are with-
held result in later recomputation of the percent of PIA payable. Thus, the earnings
test does not reduce expected lifetime benefits, but defers benefits until substantial
earnings have ceased.

PROVISION 5: CREDIT ALL REVENUE FROM TAXATION OF OASDI BENEFITS TO OASDI
BY 2019

This provision redirects revenue collected by the IRS from Federal income taxes
payable on OASDI benefits, in excess of the tax on 50 percent of such benefits, from
the Medicare HI trust fund to the OASDI trust funds. The provision would redirect
10 percent of this revenue for 2010, 20 percent for 2011, ... , and 100 percent for
2019 and later.

PROVISION 6: ESTABLISH A MINIMUM PIA LEVEL

For beneficiaries newly eligible in 2010 and later, establish a minimum PIA
amount as described below:

For Retired Workers:

The minimum PIA would apply to retired workers with at least 80 quarters of
coverage. It would equal 60% of the Monthly Applicable Poverty Level (see below
for definition) for individuals with 80 quarters of coverage and 100% of the Monthly
Applicable Poverty Level for individuals with at least 160 quarters of coverage. The
percentage of the Monthly Applicable Poverty Level defining the minimum PIA for
an individual with more than 80 quarters and less than 160 quarters of coverage
would be prorated between 60% and 100%, based on their number of quarters of
coverage.

For Disabled Workers:

A minimum PIA for disability beneficiaries would be similar, equaling 60% of the
Monthly Applicable Poverty Level for individuals whose quarters of coverage equal
to twice the number of their elasped years (years between attaining age 22 dis-
ability benefit entitlement) and 100% of the Monthly Applicable Poverty Level for
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individuals whose quarters of coverage equal four times their number of elasped
years.

The minimum PIA is phased in during the years 2006 through 2009. For new eli-
gibles in 2006, the percentage of the Monthly Applicable Poverty Level is one-fifth
of the fully phased in percentage in 2010. This fraction increases by one-fifth for
each year during the phase in period, reaching four-fifths for 2009.

The Annual Applicable Poverty Level for 1998 is $7,818 (Monthly Applicable Pov-
erty Level would equal Y12 of this amount). It should be noted that the current bill
language of H.R. 1793 would establish this level as $7,992 for 1996. A technical
amendment to H.R. 1793 that will eliminate this discrepancy is anticipated. The An-
nual Applicable Poverty Level that applies to an individual in their year of initial
eligibility is determined by increasing the 1998 level by:

1. the COLA for 1998 through the earlier of (1) the year prior to the year of initial
benefit eligibility and (2) 2009; and

2. increases in the average wage index between 2008 and the second year prior
to initial benefit eligibility.

Minimum PIA levels would increase by the COLA after benefit eligibility in all
cases.

PROVISION 7: MODIFICATION OF PIA FORMULA

Provision 7a reduces the primary insurance amount (PIA) of those who become
eligible for benefits after 2011 by multiplying the PIA successively by a factor of
0.995. The number of times the PIA is multiplied by the factor of 0.995 is equal
to the number of years beginning with 2012 through the earlier of the year in which
the beneficiary reaches initial benefit eligibility (or death) and 2044. A technical
amendment to H.R. 1793 is anticipated to clarify that 2044 is the last year for
which the factor of 0.995 would apply to the PIA (the current bill indicates that
2045 is the last year). The ultimate reduction in the PIA level for beneficiaries
newly eligible in 2044 and later would be 15.2 percent.

Provision 7b reduces the upper two factors of the PIA benefit formula (32 and 15)
by 1.5 percent per year (multiply by 0.985) for 2006 through 2010 and by 2 percent
per year (multiply by 0.98) for 2011 through 2030. The upper two PIA benefit fac-
tors applicable for beneficiaries newly eligible in 2030 and later would be 19.8 and
9.3 percent, respectively.

PROVISION 8: REDIRECT 2 PERCENTAGE POINTS OF PAYROLL TAX

This provision would redirect 2 percentage points of the employee’s share of the
FICA payroll tax for the funding of an individual savings account, for OASDI tax-
able earnings after 1999 of workers who were under age 55 at the beginning of the
year 2000. A similar redirection would occur for taxable self-employment earnings,
with 2 percentage points of taxable self-employment income redirected to individual
accounts. All earnings would be collected by the Federal Government in the same
manner that payroll taxes are collected currently. Accounts would be managed and
invested, under the direction of the worker, centrally, as suggested by the Advisory
Council Individual Account proposal.

PROVISION 9: TRANSFER MONEY FROM GENERAL REVENUE TO THE OASI TRUST FUND

This provision provides a transfer to the OASI Trust Fund from the General Fund
of the Treasury. The amounts to be transferred are specified as an increasing per-
centage of OASDI taxable payroll and are as follows:

Cza%i[;gar Peme[lljta;)rt; (;Il‘flxable ngl{ir;(rlar Percer}l)ta(;f; (’)l;iaxable Calendar Year Perceli)ta(})lg (:Ii?xable
2000 0.03 2005 0.24 2010-2015 0.47
2001 0.07 2006 0.28 2016-2039 0.55
2002 0.13 2007 0.32 2040-2059 0.66
2003 0.15 2008 .035 2060+ 0.80
2004 0.20 2009 .038

STEPHEN C. GOSs
Deputy Chief Actuary

ALICE H. WADE
Actuary
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Attachment
Table 1. Estimated Long-Range OASDI Financial Effect of the 21st Century Retirement Security Act (Kolbe/
Stenholm)
Estimated
Change in
Long-range
Provision OASDI Actu-

arial Balance
(percent of
taxable pay-
roll)

Ta

7b

Reduce the COLA for OASDI benefits by 0.33 percentage point beginning
Dec. 2000. ...oomiiiiiiieiieee et
Eliminate the hiatus in the currently scheduled increase in NRA and in-
crease the NRA beyond 67 by indexing to maintain the ratio of expected
retirement years to expected work years constant (one month increase
every two years under current mortality assumptions). In addition, in-
crease the EEA to maintain a five-year differential between NRA and
EEA. Increase early retirement factors and delayed retirement credits (to
reflect marginal gain in benefit for work after retirement age). ..................
Increase the benefit computation period by up to 5 additional years for new
eligibles (by one additional year for new eligibles in each year 2002, 2004,
2006, 2008, 2010). For two-earner couples, however, cap the benefit com-
putation period for the earner with the lower PIA at 35 years. In conjunc-
tion with increasing the benefit period, phase in including earnings for all
years in calculating the AIME. This provision does not apply to disabled
WOrKer beneficiaries. .......ccccoeiieieriiieniinieieeee e
Effective 1/1/2000, eliminate the retirement earnings test for individuals
who are at or past NRA. ..ottt s
Credit all revenue from taxation of OASDI benefits to the OASDI trust
funds by 2019 (phase revenue from HI to OASDI during the period 2010—
20T19). ettt sttt st eae
Beginning in 2006, establish a minimum PIA level for newly eligible bene-
ficiaries with quarters of coverage equal to twice their number of elasped
years. The minimum PIA level will be fully phased in 2010, equaling
100% of the applicable poverty level for newly eligible beneficiaries with
quarters of coverage equal to four times their number of elasped years
(60% of the applicable poverty level for beneficiaries with quarters of cov-
erage equal to twice elapsed Years). .......ccccocieiieeiiierieniiienieeie e
Reduce PIA levels by 0.5 percent (multiply by 0.995) for each year 2012—
2044.
Reduce the 32 and 15 PIA-formula factors by 1.5 percent for each year
2006-2010 and by 2 percent for each year 2011-2030. Factors for 2030
are 19.8 and 9.3, respectively (not interacted with 7a). ......
For workers under age 55 in 2000, redirect 2 percentage points of the
OASDI payroll tax to individual accounts. ........c.ccocceveeveereniienienenieienceeee
Transfer amounts (specified as percentages of taxable payroll) to the OASI
Trust Fund from the General Fund of the Treasury. .........cccccocevervenenennne

Total for Provisions 1 through 9 (including interaction among provisions) ....

0.50

0.80

0.19

0.30

—0.15

0.83

1.66

-1.90

0.50

2.14

1 Negligible (between —0.005 and .005 percent of payroll) change in the OASDI long-range actuarial balance.
2Technical amendments to H.R. 1793 that reflect this description are to follow, see text for details.

Based on the intermediate assumptions of the 1999 Trustees Report under present law, the long-range actu-
arial balance for the 75-year period (1999-2073) is —2.07 percent of taxable payroll.
May 25, 1999 Office of the Chief Actuary Social Security Administration
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SOCIAL SECURITY ADMINISTRATION
June 8, 1999

Harry C. Ballantyne, Chief Actuary
Memorandum
Refer To: TCC

Subject: Estimates of Long-Range OASDI Financial Effect of Proposal for Represent-
ative Peter DeFazio—INFORMATION

This memorandum provides long-range estimates of the effect on the financial sta-
tus of the OASDI program of a proposed plan to change several provisions of the
program. This analysis has been produced at the request of Aaron Deas of Rep-
resentative DeFazio’s staff. All estimates are based on the intermediate assumptions
of the 1999 Trustees Report.

The comprehensive proposal is described in Table A, attached. Table Aprovides es-
timates of the change in the long-range OASDI actuarial balance that would result
from the enactment of the total proposed package, as well as from each individual
provision of the proposed package.

If all modifications are implemented, the resulting long-range actuarial balance
for the 75-year period (1999-2073) is estimated to be +0.07 percent of taxable pay-
roll. This is a change of +2.14 from the long-range actuarial balance under present
law of —2.07 percent of taxable payroll. The combined OASDI Trust Fund would
rise to a peak of 579 percent of annual cost for 2021, declining thereafter, and reach-
ing a level of 217 percent of annual cost at the end of the long-range period.

STEPHEN C. GOss
Deputy Chief Actuary

ALICE H. WADE
Actuary

Table A. Estimated Long-Range OASDI Financial Effect of Reform Proposal (Rep. DeFazio)

Estimated
Change in
Long-range
OASDI Actu-
arial Balance
(percent of
taxable pay-
roll

Provision

1 | Invest a portion of the OASDI Trust Funds in stocks beginning in 2000,
reaching 40 percent of assets in stocks for 2014 and later. .
2 | For earnings in years after 1999, change the OASDI contribution and ben-
efit base to be a benefit base only. Subject all covered earnings to OASDI
payroll taxes, but use the base to establish the maximum annual amount
of earnings that is credited for the purpose of benefit computation. ........... 2.02
3 | Beginning in 2000, establish an exempt amount for a worker’s annual tax-
able earnings. The exempt amount would be set at $4,000 in 2000, and
would serve to exempt the first $4,000 of each worker’s annual taxable
earnings from the 6.2 percent employee’s tax. For self-employed individ-
uals, the provision would exempt the first $4,000 of self-employment in-
come from one half of the 12.4 percent self-employed tax rate. The $4,000
would be included in determining benefit amounts. For years after 2000,
the exempt amount would be indexed by growth in the SSA average wage
TIUAEX. ettt ettt et b et b et beeaeens -1.03
4 | In 2020, increase the level of benefits for all beneficiaries who are age 85 or
older by 5 percent. This increase is phased in beginning in 2001. Benefit
payments for beneficiaries meeting this age requirement would increase
by 0.25 percent for 2001, 0.5 percent for 2002, etc., reaching 0.5 percent
for 2020 and 1ater. ........ccooiiiiiiiie e -0.05
5a | Increase the benefit computation period by up to 5 additional years for new
eligibles (by one additional year for new eligibles in each year 2005, 2007,
2009, 2011, 2013). c.eeieeirieieieienieiee ettt ettt 0.35

1.01
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Table A. Estimated Long-Range OASDI Financial Effect of Reform Proposal (Rep. DeFazio)—Continued

Estimated
Change in
Long-range
OASDI Actu-
arial Balance
(percent of
taxable pay-
roll

Provision

5b | Provide up to 5 child-care drop-out years. These years will be granted to a
parent who has $0 earnings during the year and is providing care to his/
her child under the age of 12 or to his/her disabled child. Drop-out years
are phased in by one additional year for new eligibles in each year 2005,
2007, 2009, 2011, 2013. (This provision reflects interaction with provision
BAL) ettt ettt ettt h et b ettt h ettt e h e st eb ettt b et be ettt -0.15

Total for Provisions 1 through 5 (including interaction among provisions) .... 2.14

Based on the intermediate assumptions of the 1999 Trustees Report under present law, the long-range actu-
arial balance for the 75-year period (1999-2073) is —2.07 percent of taxable payroll.
June 8, 1999 Social Security Administration Office of the Chief Actuary

SOCIAL SECURITY ADMINISTRATION
June 3, 1999

Harry C. Ballantyne, Chief Actuary
Memorandum
Refer To: TCC

Subject: Long-Range OASDI Financial Effects of a Proposal for Representative Nad-
ler—INFORMATION

This memorandum updates estimates provided for this proposal on February 25,
1999, based on the intermediate assumptions of the 1998 Trustees Report and the
ultimate yield on stock assumed for the President’s plan under 1998 Trustees as-
sumptions. Updated estimates reflect the intermediate assumptions of the 1999
Trustees Report and the ultimate real yield on stock assumed by the 1994-96 Advi-
sory Council on Social security.

This proposal would eliminate the long-range OASDI actuarial deficit estimated
under the intermediate assumptions of the 1999 Trustees Report by enacting two

rovisions. First, the OASDI benefit and contribution base would be increased to
§99,600 for the year 2000, $117,900 for 2001, with increases thereafter sufficient to
have 90 percent of estimated OASDI covered earnings subject to the payroll tax.
This provision alone would reduce the long-range OASDI actuarial deficit by an esti-
mated 0.61 percent of taxable payroll.

The second provision would call for transfers to be made from the General Fund
of the Treasury of the United States to the Old-Age, Survivors, and Disability Insur-
ance (OASDI) trust funds for each year 2000 through 2014. The amount of transfer
for each year would be specified in law as a percentage of the OASDI effective tax-
able payroll. In each year 2000 through 2014, 40 percent of the transfer would be
used to purchase stock and 60 percent would be used to purchase special interest-
bearing obligations of the Treasury. All dividends would be reinvested in stock until
the market value of all stock held by the OASDI trust funds reached 30 percent of
total OASDI trust fund assets. Thereafter, the percentage of total trust fund assets
that is held in stocks would be maintained at 30 percent. This provision would re-
duce the OASDI actuarial deficit by an additional 1.94 percent of payroll.

Enactment of these two provisions would result in benefits being payable through-
out the long-range period under the intermediate assumptions of the 1999 Trustees
Report. Trust fund assets as a percentage of OASDI outgo (the trust fund ratio)
would rise, reaching a peak of 923 percent for the year 2017. The trust fund ratio
would generally decline thereafter, reaching 793 percent at the end of the long-
range period (at the end of 2073), at which point the trust fund ratio would be esti-
mated to be declining at about 7 percentage points per year. These provisions would
improve the long-range OASDI actuarial balance by an estimated 2.55 percent of
payroll, replacing the actuarial deficit of 2.07 percent under present law with an es-
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timated positive actuarial balance of 0.48 percent of payroll. These estimates are
based on the intermediate assumptions of the 1999 Trustees Report and other as-
sumptions described below.

Transfers from the General Fund of the Treasury would be made each year 2000
through 2014 in amounts equal to the then-current estimates of OASDI effective
taxable payroll, multiplied by the percentages in the table below. Revisions in
amounts transferred each year would be made as estimates of taxable payroll for
the year are finalized.

Amount To Be Transferred to the OASDI Trust Funds: Specified Percentage of OASDI Effective Taxable Payroll

2000 2.20% 2005 2.55% 2010 4.32%
2001 1.75% 2006 3.07% 2011 4.49%
2002 2.20% 2007 3.43% 2012 4.58%
2003 2.08% 2008 3.79% 2013 4.61%
2004 2.41% 2009 4.12% 2014 4.51%

The percentages of payroll to be transferred are consistent with the amounts that
would have been transferred under the President’s plan (announced in the January
19, 1999 State of the Union speech) using the intermediate estimates of the 1998
Trustees Report, as shown in our memorandum dated February 12, 1999.

Actual transfers for each year would be specified as the product of (a) the specified
percentage of OASDI effective taxable payroll (indicated above, consistent with the
President’s plan), and (b) the then-current estimated taxable payroll at the begin-
ning of each year of transfer. As estimates of taxable payroll for each year are re-
vised with increasingly complete data, adjustments to transfers for the year would
be made.

Table 1, attached, provides annual estimates of the OASDI income rate, cost rate,
annual balance and trust fund ratio.

OASDI TRUST FUND ASSETS IN STOCK

Estimates for this proposal are based on an assumption that the average ultimate
total annual real yield on stock will average 7 percent in the future, consistent with
the assumption used for the 1994-6 Advisory Council on Social Security. The four-
percentage-point difference between this assumed ultimate real stock yield and the
Trustees’ 3-percent assumed ultimate real yield on government bonds held by the
trust funds is assumed to be maintained throughout the 75-year projection period.

The percentage of the OASDI combined trust funds that is held in stock is esti-
mated to reach 30 percent in the year 2021. If the average yield on stocks is greater
or less than assumed over the period 2000-21, the year in which the specified level
of 30 percent of assets in stock is reached would be sooner or later than 2021.

The portion of the total value of publicly-traded stock in the United States that
is held by the OASDI trust funds will depend not only on the yield achieved in the
market, but also on the rate of growth in the total market value of all stock. The
total value of stock represented in the Wilshire 5000 index (a fair representation
of all publicly-traded stock for corporations based in the United States) was $9.3
trillion at the beginning of 1998. Assuming that the total market value of publicly-
traded stock will rise generally by the rate of growth in GDP after 1998, the trust
funds would hold about 12.5 percent of the total market value, on average, over the
next 50 years.

Average Percentage of Total Stock Market Value Held by OASDI

2001-14 3.9%

2001-20 6.4%

2001-30 9.6%

200140 11.4%

2001-50 12.5%

STEPHEN C. GOss
Deputy Chief Actuary

AvICE H. WADE
Actuary

Attachment
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Table 1. Rep Nadler Proposal: OASDI Annual Rates and Trust Fund Ratios

Calendar Incoma Cost Annual
Yaar Hate_ Rate 8alance TER
1999 12.70 10.80 1.80 194
2000 1484 10.40 444 217
2001 14.41 10.29 412z 263
2002 14.86 10.35 451 306
2003 14.75 10,41 4.34 352
2004 15.08 10.47 4.61 395
2008 15.23 1055 458 240
2006 15.76 10.64 5.12 485
2007 16.13 10.74 5.38 533
2008 16.50 10.86 564 583
2009 16.84 11.03 833
2010 17.05 11.21 885
2011 17.23 11.42 736
2012 17.33 11.66 785
2013 17.37 11.93 833
2014 17.29 12.22 878
2015 12.79 12.52 919
2016 12.81 12.85 822
2m7 12.83 13.18 922
2018 12.85 1353 922
2019 12.87 13.89 918
2020 12.89 14.24 915
2021 1291 14.59 912
2022 12.93 14.20 208
2023 12.94 15.22 804
2024 12.96 1552 200
2025 12.98 15.81 895
2026 13.00 16.08 891
2027 13.01 1633 886
2028 13.03 16.55 882
2029 13.05 16.74 877
2030 13.06 16.91 874
2031 13.07 17.06 870
2032 13.08 17.19 367
2033 13.10 17.30 864
2034 13.11 17.38 862
2035 13.11 17.42 862
2036 13.12 17.45 862
2037 13.13 17.47 862
2038 1313 17.47 883
2039 13.14 17.47 865
2040 13.14 17.46 867
2041 13.15 17.46 869
2042 13.15 17.48 871
2043 13.16 17.47 874
2044 13.16 17.48 876
2045 13.16 17.49 878
2048 13.17 17.51 880
2047 1317 17.54 881
2048 13.18 17.57 883
2049 13.18 17.61 884
2050 13.19 17.66 834
2051 13.20 17.72 885
2052 13.20 17.79 884
2083 13.21 17.87 833
2054 13.22 17.95 881
2085 13,22 18.04 879
2088 13.23 18.13 876
2087 13.24 18.21 873
2058 13.25 18.29 870
2059 12.25 1837 867
2060 13.26 18.45 863
2081 13.27 18.52 880
2062 13.27 1859 856
2063 13.28 18.85 852
2084 13.28 18.71 848
2065 13.29 18.76 843
2068 13.28 18.82 839
2067 13.30 18.87 834
2088 13.30 18.82 829
2089 13.31 18.97 824
2070 13.31 18.02 818
2071 13.92 19.07 813
2072 12.82 19.42 806
2073 13.32 19.18 800
2074 13.33 19.23 . 793
2075 13.33 19.28 5.95 786

Based on the intermediate assumptions of the 1998 Trustees Report and 7% real stack yield.
Office of the Chief Actuary
Social Security Administratian 3-Jun-99
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SOCIAL SECURITY ADMINISTRATION
June 8, 1999

Harry C. Ballantyne, Chief Actuary
Memorandum
Refer To: TCC

Subject: Estimated Long-Range OASDI Financial Effect of Proposal by Representa-
tive Mark Sanford—INFORMATION

This memorandum provides the estimated effect on long-range OASDI financial
status of a proposal developed for Representative Mark Sanford. Specifications for
this proposal have been provided by Joel Mowbray and Scott English of Representa-
tive Sanford’s staff.

This proposal would:

(1) modify OASDI benefits,

(2) provide transfers from the Treasury to the DI trust fund, to maintain benefit
payments,

(3) make contributions from the U.S. Treasury (from the OASI trust fund in part
after 2043) equal to the amount of any excess of OASI income over cost, each year
(up to 5 percent of taxable earnings), to workers for investment in Individual Ac-
counts (IAs), and

(4) reduce each worker’s OASI benefits, by an amount equal to the value of IA
contributions accumulated at the yield on OASI trust fund assets. Include all pro-
ceeds of the IAs with OASDI benefits for income taxation, with the revenue trans-
ferred to the OASI and HI trust funds as under present law.

The balance of this memorandum provides a description of the proposal and esti-
mates of the long-range financial effects of the proposal on the OASDI program. All
estimates are based on the intermediate assumptions of the 1999 Trustees Report.

SUMMARY OF PROPOSAL PROVISIONS

(1a) Raise the normal retirement age (NRA) at the rate of

2 months per year beginning in the year 2000, until reaching an NRA of 67 for
persons attaining age 62 in 2011 (eliminate the hiatus in current law).

(1b) Change the early retirement factors and delayed retirement credits in an at-
tempt to reflect the fact that the marginal increase in the full (PIA) benefit level
for earnings after reaching retirement age is, generally, relatively small. (Reduction
and increment factors provided under current law are intended to provide actuari-
ally equivalent lifetime benefits payable at different starting ages for a fixed earn-
ings history.) This relatively small marginal increase results from the weighted PIA
benefit formula, which provides a larger marginal amount of benefit per dollar of
AIME for low, or early-in-career, earnings. This provision is intended to eliminate
the marginal disincentive to work past EEA that is provided by the weighting in
the PIA formula. Because the extent of this marginal effect depends upon the level
of earnings a worker has had in earlier years, no absolute adjustment can be pro-
vided that would be appropriate for all workers. Rough estimates of adjustments to
the reduction and increment factors have thus been used.

The chart below displays the proposed monthly early retirement reductions that
are applicable for retired worker beneficiaries for the first 36 months for which ben-
efits are received prior to NRA under both current law and the provision. (Different
factors apply to aged spouse beneficiaries and aged widow beneficiaries.)

Monthly Reduction in Benefits for Each of First 36 Months of Retirement Before NRA

Age 62 in: 2009 2010 2011 2012 2013 2014+
Present Law ..................... 20/36% 20/36% 20/36% 20/36% 20/36% 20/36%
Proposal ......ccccoceeirinnanen. 20/36% 21/36% 22/36% 23/36% 24/36% 25/36%

Similar increases for aged spouse beneficiaries would be applied, increasing the
monthly reduction for the first 36 months of entitlement before NRA from 25/36 per-
cent under present law to 30/36 percent under the provision.

The reductions that are proposed for the fourth and fifth year before NRA are 12/
24% per month (current law reductions are 10/24% per month) for both retired
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worker and aged spouse beneficiaries. The reductions for the fourth and fifth year
before NRA are applicable to all new eligibles who reach age 62 after 1999.

The ultimate percentages of PIA payable for retired workers by age at initial ben-
efit entitlement are shown in the table below.

Ultimate Percent of PIA Payable for Retired Worker Beneficiaries by Age at Initial Entitlement to Benefits

Age at Initial Entitlement: NRA-5 NRA-4 NRA-3 NRA-2 NRA-1 NRA
Present Law ......cccccoeeene 70% 75% 80% 86.7% 93.3% 100%
Proposal .......cccoovevienennens 63% 69% 75% 83.3% 91.7% 100%

The delayed retirement credit (DRC) under present law is scheduled to increase
to 8% per year for workers attaining age 65 after 2007. The DRC would continue
to increase at the rate of 0.5 percentage point every two years, with the first in-
crease applied to those attaining age 65 in 2010. An ultimate factor of 10 percentage
points per year is reached for workers reaching 65 after 2015. The delayed retire-
ment credit applies for months for which retired worker benefits are not received
between NRA and age 70.

The percentage of PIA payable for non-disabled aged widow beneficiaries newly
eligible at age 60 would remain at 71.5 percent. The percentages payable for those
newly eligible at ages between 60 and the NRA would scale linearly between 71.5
and 100 percent, as under present law.

(1c) For years 2009 through 2028, reduce the 15-percent PIA factor by 2 percent
per year (multiply by 0.98 each year). For years 2028 and later, the factor would
be 10 percent.

(1d) Effective 2001, eliminate the retirement earnings test applicable to earnings
of beneficiaries who have reached the normal retirement age (NRA).

(2) Transfer from the General Fund of the Treasury to the Disability Insurance
(DI) trust fund, each year, any amount needed to permit full payment of DI benefits.

(3) Make contributions from the General Fund of the Treasury each year starting
with 2001, to individual accounts of workers with OASDI taxable earnings in the
prior year. Total IA contributions are equal to the net income for OASI for the prior
year (i.e., the increase in the OASI Trust Fund assets from the beginning to the
end of the prior year). However, aggregate contributions would be limited to 5 per-
cent of the OASDI taxable payroll.

Aggregate contributions would be divided by the OASDI taxable payroll for the
prior year, and this percentage of prior year taxable earnings will be credited to
each worker’s account. If OASDI net income for the prior year is zero or negative,
no IA contributions will be credited.

Beginning in 2044 (or whenever, after 2040, the OASI annual balance becomes
positive), redirect any excess of OASI tax income over OASI cost to finance a portion
of the IA contributions. The balance of specified IA contributions will continue to
be provided from the General Fund of the Treasury.

Accumulations in the IAs would be required to be distributed as a CPI-indexed
annuity at initial entitlement to OASI retirement, aged spouse, or aged surviving
spouse benefit.

(4) For workers who have had contributions to an IA during their working life-
time, expected lifetime OASI retirement and aged survivor benefits would be re-
duced by the amount of their IA contributions, accumulated at the rate provided by
long-term U.S. Bonds held by the trust funds.

The percentage reduction for benefits paid based on a worker’s earnings would be
determined at the time of initial entitlement for retired worker or aged surviving
spouse benefits based on the worker’s earnings. All OASI benefits paid based on the
worker’s earnings after this point would be reduced by the ratio of the hypothetical
accumulation of PRSA contributions to the present value of expected future benefits
at the time of initial entitlement (discounted for present value at the yield for spe-
cial bonds held by the OASDI trust funds).

This IA provision is intended to provide a financial advantage to workers who will
have the opportunity to invest the IA in equities and corporate bonds, as well as
Government bonds, thus having the possibility of achieving a higher average inter-
est rate than realized by the OASI and DI Trust Funds. Whether workers realize
an advantage from the PRSA accounts will depend upon whether they achieve yields
on their PRSAs, both before and after retirement, that are at least the level speci-
fied for the benefit reduction provision, i.e., the yield on special-issue United Stated
bonds held by the trust funds.
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Include the entire proceeds of the annuitization of the IA (required as a CPl-in-
dexed annuity at initial entitlement to OASI retirement, aged spouse, or aged sur-
viving spouse benefit) in the amount subject to personal income tax as OASDI bene-
fits. Revenue from personal income tax on the distributions would be transferred to
the OASDI and HI trust funds in the same manner as for revenue from taxes on
OASDI benefits under current law.

For workers with AIME below $1,150 (this is a 1998 level and would be indexed
by the SSA average wage indexing series, AWI, from 1998 to year of initial benefit
eligibility) the benefit offset is reduced depending on AIME level. No offset would
apply to those with AIME of $650 (1998 level) or less (indexed by AWI). The cost
of reducing or eliminating the benefit offset for lower-earning workers would be born
by the General fund of the Treasury.

LONG-RANGE OASDI FINANCIAL EFFECTS

The combined effect of enacting the basic provisions to modify OASDI benefits,
provisions la through 1d, would increase (improve) the long-range OASDI actuarial
balance by an estimated 0.61 percent of OASDI effective taxable payroll. The com-
plete proposal, including provisions 2 through 4, along with provisions la through
1d, would be expected to improve the OASDI actuarial balance by 2.72 percent of
taxable payroll. The resulting OASDI actuarial balance would be estimated at 0.65
percent of payroll, and the level of OASDI trust fund assets would generally rise
as a percentage of annual cost, reaching an expected 900 percent of annual cost by
around 2072. See table 1 details.

The additional revenue required to assure full payment of DI program benefits
would increase from 0.22 percent of OASDI taxable payroll for 2014 to 0.63 percent
for 2015, and then generally increase to 0.73 percent by around 2072. Amounts
equal to these percentages of OASDI taxable payroll would be transferred from the
General Fund of the Treasury to the DI program. See table 1.

The total contribution to the IAs would start at about 3 percent of OASDI taxable
earnings in 2001, reflecting the excess of total OASI income (including interest) over
cost for the prior year. The total contribution would be adjusted as the relationship
between OASI income and cost changes over time, reaching a low point of 2.01 per-
cent for 2034. After 2034, the total contribution is expected to rise, reaching

the maximum level of 5 percent by about 2058. The portion of the total IA con-
tribution that would be financed by redirecting a part of the OASI payroll tax rate
of 10.6 percent would be expected to start at 0.06 percent for 2044, and would be
expected to be increased gradually, reaching 1.53 percent by 2073.

It should be noted that the column in table 1 labeled “Total OASDI Contrib Rate”
includes the value of General fund transfers to the DI program and excludes the
part of the payroll tax that would be redirected to the IAs. The actual OASDI pay-
roll tax rate realized by workers would continue to 12.40 percent (6.20 percent for
employees and employers, each).

STEPHEN C. GOss
Deputy Chief Actuary

AvrICE H. WADE
Actuary

Attachment
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With Uit Real TF Int Rate of 3.0
With Ult Real IA Yid Rate of 3
With Annuity Net Yid Rate 3

Cost
Year Rate*
1999 10.79
2000 10,78
2001 10.95
2002 11.02
2003 11.07
2004 11.14
2005 11.20
2008 11.27
2007 11.34
2008 11.42
2009 11.63
2010 11.64
2011 11.78
2012 11.89
203 12.04
2014 12.21
2015 12.38
2016 12,57
2017 12.77
2018 12.88
2019 13.21
2020 13.44
2021 13.69
2022 13.92
2023 14.15
2024 14.37
2026 14.57
2026 14.74
2027 14.89
2028 15.00
2029 15.08
2030 15,13
2031 16.16
2032 16.17
2033 15.15
2034 15.09
2036 15.01
2036 14.91
2037 14.79
2038 14.65
2038 14.561
2040 14.36
2041 14.20
2042 14.05
2043 13.91
2044 13.78
2046 13.68
2048 13.53
2047 13.42
2048 13.32
2049 13.23
2050 13.16
2051 13.09
2052 13.04
2053 13,00
2054 12.87
2055 12.95
2056 12.93
2057 12.92
2058 12.91
2059 12.90
2080 12.80
2081 12.89
2062 12.88
2083 12.86
20864 12.85
2065 12.84
20866 12.82
2067 12.80
2068 12.79
2069 12.77
2070 12.74
2071 12.72
2072 12.70
2073 12.67
2074 12.65
Summarized
CostRt
1999 QASDI
-2073 13.04

Income

12.86

IncRt
QASDI
13.68

Annual TFR

939

ActBal Change in
OASDI ActBal
0.65 2.72

Based on Intermediate Assumptions of the 1999 Trustees Report
3.00

With Uit Real Int Rate of

* Net of Benefit Offset/Clawback

IA Cntrb

Change
in OASDI
Contrib
Rate

4 %,

QASI
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10
1A

Ben Offset

Total
QASDI
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100.0 %
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Office of the Actuary
Social Security Administration
June 8, 1998
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SOCIAL SECURITY ADMINISTRATION
June 5, 1999

Harry C. Ballantyne, Chief Actuary
Memorandum
Refer To: TCC

Subject: Estimated Long-Range OASDI Financial Effect of Proposal by Representa-
tive Nick Smith—INFORMATION

This memorandum provides the estimated effect on long-range OASDI financial
status of an update of the “Social Security Solvency Act of 1995.” Specifications for
the update have been provided by Kurt Schmautz of Representative Smith’s staff.

This proposal would (1) modify OASDI benefits, (2) distribute any excess of
OASDI income over cost, each year, to workers for investment in Personal Retire-
ment Savings Accounts (PRSAs), (3) transfer specified amounts from the Treasury
to OASDI for years 2001-2009, and (4) reduce each worker’s OASI benefits, by an
amount equal to the value of PRSA contributions accumulated at a specified interest
rate.

The balance of this memorandum provides a description of the proposals and esti-
mates of the long-range financial effects of the proposal on the OASDI program. All
estimates are based on the intermediate assumptions of the 1999 Trustees Report.

SUMMARY OF PROPOSAL PROVISIONS

(201) Raise the normal retirement age (NRA) at the rate of 2 months per year
beginning in the year 2000, until reaching an NRA of 67 for persons attaining age
62 in 2011 (eliminate the hiatus in current law). After 2011, index the NRA to
maintain the ratio of expected retirement years (life expectancy at NRA) to potential
work years (NRA minus 20) at the level for 2011.

(202) Modify the PIA benefit formula by adding a new, third bend point in 2000
equal to $3,720. Set the PIA factor to be applied above the new third bend point
at 15 percent for 2000, 13 percent for 2001, 11 percent for 2002, 9 percent for 2003,
7 percent for 2004, and 5 percent for 2005. Index the second and third bend points
by the increase in the CPI after 2000 (rather than by the increase in the average
wage). Gradually reduce the 32 percent PIA factor by 2 percent per year (multiply
by 0.98 each year) after 2000, the 15 percent factor by 2.5 percent per year (multiply
by 0.975 each year) after 2000, and the 5 percent factor by 2.5 percent per year
(multiply by 0.975 each year) after 2005.

The combined effect of the declining PIA factors and the reduced indexing of the
upper two bend points, would be to gradually move toward a PIA formula that
would ultimately, in 1999 dollars, pay 90 percent of AIME up to $505 and nothing
above that AIME level. This would ultimately be very nearly a flat benefit formula,
providing a PIA of about $454 per month, in 1999 dollars, for the large majority
of beneficiaries.

(203) Send annual statements to each worker and beneficiary over age 18 indi-
cating the total amount of employee and employer contributions made to date, with
interest, and the total amount of benefits received to date, with interest.

(205) Cover all State and local government employees (except full-time students)
newly hired in 2001 or later.

(206) Increase the level of benefit paid to all aged surviving spouses by 10 percent
beginning in 2001. This provision would for the purpose of retired worker or aged
surviving spouse benefits payable to the surviving spouse of a married couple, in-
crease the PIA upon which the benefit is paid by 10 percent. This increase would
apply to all qualifying widow(er)s receiving benefits in 2001 and later.

(207) Require the Social Security Administration to study the feasibility of making
participation optional.

(101) Starting in 2001, provide for contributions to Personal Retirement Savings
Accounts (PRSAs) for each OASDI covered worker who is under age 65 on January
1, 2001. Access to the accumulations in the PRSA would not be allowed until the
worker, or surviving spouse reaches retirement age and begins receiving retired
worker of aged surviving spouse benefits.

(102) Contributions to PRSAs would be made by redirecting a portion of the
OASDI payroll tax from the trust funds to the PRSAs. For years 2001-36, 2.6 per-
cent of each workers taxable earnings would be redirected. After 2036 the portion
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of total payroll tax contributions to be redirected would be set annually based on
the amount of OASDI total income that would not be needed in order to maintain
solvency of the OASDI program on a pay-as-you-go basis with a trust fund ratio of
about 50 percent of annual cost.

Transfers from the General Fund of the U.S. Treasury would be required for years
2001 through 2009, with the amounts specified in law as $11 billion for 2001, $59
billion for 2002, $51 billion for 2003, $68 billion for 2004, $79 billion for 2005, $116
billion for 2006, $134 billion for 2007, $146 billion for 2008, and $165 billion for
2009. These amounts are based on current estimates by the Congressional Budget
Office of the amount of on-budget surplus for these years.

(103) For workers who have had contributions to a PRSA during their working
lifetime, expected lifetime OASI retirement and aged survivor benefits would be re-
duced by the amount of their PRSA contributions, accumulated at a specified rate.
Benefits for disabled workers would not be reduced prior to retirement age because
access to the PRSA would not be allowed until retirement age. This hypothetical ac-
cumulation would reflect amounts contributed to the PRSA, plus interest as if the
PRSA had been invested at the specified interest rate. The specified interest rate
would be the rate provided by long-term U.S. Bonds held by the trust funds plus
0.7 percentage point.

The percentage reduction for benefits paid based on a worker’s earnings would be
determined at the time of initial entitlement for retired worker or aged surviving
spouse benefits based on the worker’s earnings. All OASI benefits paid based on the
worker’s earnings after this point would be reduced by the ratio of the hypothetical
accumulation of PRSA contributions to the present value of expected future benefits
at the time of initial entitlement (discounted for present value at the yield for spe-
cial bonds held by the OASDI trust funds plus 0.7 percentage point).

This PRSA provision is intended to provide a financial advantage to workers who
will have the opportunity to invest the PRSA in equities and corporate bonds, as
well as Government bonds, thus having the possibility of achieving a higher average
interest rate than realized by the OASI and DI Trust Funds. Whether workers real-
ize an advantage from the PRSA accounts will depend upon whether they achieve
yields on their PRSAs, both before and after retirement, that are at least the level
specified for the benefit reduction provision, i.e., the yield on special-issue United
Stated bonds held by the trust funds plus 0.7 percentage point.

All distributions from PRSAs would be taxed like current OASDI benefits. Rev-
enue from personal income tax on the distributions would be transferred to the
OASDI and HI trust funds in the same manner as for revenue from taxes on OASDI
benefits under current law.

LoONG-RANGE OASDI FINANCIAL EFFECTS

The combined effect of enacting the basic provisions to modify OASDI benefits and
coverage, sections 201 through 207, would increase (improve) the long-range OASDI
actuarial balance by an estimated 3.21 percent of OASDI effective taxable payroll.
The complete proposal, including sections 101 through 103, along with sections 201
through 207, would, by design, bring down and then limit the size of the OASI and
DI combined Trust Funds to the level of a very minimal contingency reserve (about
50 percent of annual cost), thus reducing the actuarial balance to about zero. See
tables 1 and 2 for details.

The portion of the total OASDI payroll tax rate of 12.4 percent that is redirected
from the trust funds each year to the Personal Retirement Savings Accounts
(PRSAs) of current workers is determined so that the OASDI combined Trust Funds
would be expected to decline as a percent of annual program cost through 2036, and
would be maintained at a minimal contingency reserve level after 2036. PRSA con-
tributions for each year result in subsequent benefit reductions for those who were
working in the current year. These reductions decrease the cost of the program
below the level indicated for provisions 201 through 207 alone, thus permitting in-
creasing PRSA contributions for workers in later years.

By 2073, payments of benefits from the OASI fund would be largely eliminated
through the PRSA offset, because the career PRSA contributions, accumulated at
the long-term U.S. bond rate plus 0.7 percentage point, would exceed the present
value of expected benefits (discounted at the same rate) for most retirees and sur-
vivors. It should be noted that benefits to disabled workers would be reduced by the
modified benefit formula, but would not be offset because the PRSA account would
not available until retirement age is achieved.

STEPHEN C. GOss
Deputy Chief Actuary
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Attachments
Nsmith 6/5 Memo
Table 1 a Rep. Nick Smith: PRSA Contribution 2.6% to 2036; GF Trans 2001-9 1A Cntrb 2.6 %, Ben Offset 100.0 %
With Uit Real TF Int Rate of 3.0
With Ult Real 1A Y1d Rate of 3.7 Change
With Annuity Net Yid Rate 3.7 in OASDI OASDI 1A
Cost Income Annual TFR Contrib Contrib Contrib
Year Rate* Rate** t-1-yr Rate Rate Rate
1899 10.79 12.70 194 12.40 o]
2000 10.79 12.65 217 12.40 o]
2001 11.12 10.36 231 0.28 10.08 - 2.60
2002 11.18 11.52 227 1.16 11.24 2.60
2003 11.20 11.28 233 -0.25 10.99 2.60
2004 11.23 11.61 236 0.33 11.32 2.60
2005 11.24 11.79 241 0.17 11.48 2.60
2006 11.25 12.47 247 0.67 12.18 2.60
2007 11.26 12.71 258 0.24 12.40 2.60
2008 11.27 12.82 274 0.10 12.50 2.60
2009 11.28 13.03 289 0.21 12,70 2.60
2010 11.30 1013 307 -2.90 9.80 2.60
2011 11.32 10.14 299 9.80 2.60
2012 11.36 10.15 292 9.80 2.60
2013 11.41 10.15 284 9.80 2.60
2014 11.46 10.16 276 9.80 2.60
2015 11.63 10.17 267 9.80 2.60
2016 11.58 10.18 259 9.80 2.60
207 11.64 10.18 250 9.80 2.60
2018 11.71 10.20 240 9.80 2.60
2019 11.78 10.21 230 9.80 2.60
2020 11.86 10.22 220 9.80 2.60
2021 11.95 10.24 209 9.80 2.60
2022 12.03 10.25 197 9.80 2.80
2023 12,11 10.26 185 9.80 2.60
2024 12,17 10.27 172 9.80 2.60
2025 12,22 10.29 159 9.80 2.60
2028 12.22 10,30 147 9.80 2.60
2027 12.21 10,31 134 9.80 2.860
2028 1217 10.32 122 9.80 2.60
2029 12.09 10.32 109 9.80 2.60
2030 11.98 10.33 88 9.80 2.60
2031 11.85 10.34 87 9.80 2.60
2032 11.70 10.34 77 9.80 2.80
2033 11.52 10.35 68 9.80 2,60
2034 11.32 10.35 60 9.80 2.60
2035 11,10 10.36 54 92.80 2.60
2036 10.87 10.36 49 9.80 2.60
2037 10.63 10.38 46 9.82 2.58
2038 10.38 10.14 46 9.57 2.83
2039 10.12 9.88 46 9.32 3.08
2040 9.85 9.62 45 9.08 3.34
2041 9.58 9.35 45 8.79 3.61
2042 9.31 98.09 45 8.53 3.87
2043 9.04 8.83 45 8.27 4,13
2044 8.78 8.58 45 8.01 4,39
2045 8.62 8.32 45 7.76 4,65
2046 8.26 8.07 a4 7.50 4,90
2047 8.00 7.82 44 7.24 5.16
2048 7.785 7.57 44 7.00 5.40
2049 7.50 7.33 45 6.75 5.65
2050 7.26 7.10 45 6,52 5.88
2051 7.03 6.87 45 6.29 6.11
2052 6.81 6.66 45 6.06 6.34
2063 6.60 6.45 45 5.85 6.55
2054 6.39 6.24 45 5.64 6.76
2055 6.18 6.03 45 5.43 6.97
2056 5.97 5.83 45 5.22 7.18
2057 5.76 5.63 45 5.01 7.39
2058 5.65 5,42 45 4.80 7.60
2059 5.35 5.22 46 4.59 7.81
2060 5.14 5.02 46 4.38 8.02
20861 4,93 4.81 46 4.16 8,24
2062 4.73 4.61 47 3.96 8.44
2063 4,52 4.4 48 3.75 8.65
2064 4,32 4.22 48 3.55 8.85
2065 4.13 4,02 49 3.35 8.05
2066 3.94 3.84 50 3.15 9.28
2067 3.76 3.66 51 2.96 9.44
2068 3.68 3.48 51 2.78 9.62
2069 3.42 3.33 52 2.60 9.80
2070 3.18 3.09 54 2.36 10.04
2071 2.93 2.85 57 21 10.29
2072 2,69 2.80 80 1.86 10.54
2073 2.43 2.35 B5 1.60 10.80
2074 2.23 2.15 68 1.40 11.00
Summarized
CostRt IncRt ActBal Change in
1999 QASDI OASDI QASDI ActBal
-2073 9.88 9.97 0.00 2.06
Based on Intermediate Assumptions of the 1999 Trustees Report Office of the Actuary
With Uit Rea! Int Rate of 3.00 Social Security Administration

* Net of Benefit Offset/Clawback June 4, 1999
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Table 2. Estimated Long-Range OASDI Financial Effect of Proposal of Representative Nick Smith

Estimated
Change in
Long-Range
Section O‘grsi],gllés;lt_u'
ance ! (per-
cent of pay-
roll)
201. | Raise the NRA by 2 months per year for those age 62 in 2000 to 2011,
then index to maintain a constant ratio of expected retirement years to
potential WOrK JEarS. ....cccccceeviieiiiiiiieniieeieesie ettt 0.50
202. | Provide a third PIA bend point in 2000 with a 5 percent factor; index the
second and third bend points by the CPI and gradually phase down the
32, 15 and 5 percent factors after 2000. .............c.......... 2.89
203. | Annual statements for workers and beneficiaries. ........... 2)
205. | Cover under OASDI all State and local government employees hired after
2000, it 0.21
206. | Increase benefit payable to all surviving spouses by 10 percent beginning
2001, o —0.30
207. | SSA study the feasibility of optional participation. ......... (©)]
Subtotal for sections 201,202,203,205,206,207. ................ 3.21
101. | Set up PRSA accounts starting 2001..
102. | Redirect 2.6 percentage points of OASDI payroll tax to PRSAs for 2001—
2036. After 2036, redirect to PRSAs any OASDI income in excess of the
amount needed to cover annual program costs and maintain a minimal
contingency reserve trust fund. Transfer specified amounts from the
Treasury to OASDI for years 2001-9 (based on current CBO surplus
est)..
103. | Reduce OASI benefit levels by the amount of lifetime PRSA contribu-
tions, accumulated at the yield on trust fund assets plus 0.7 percent. ... -1.15
Total for proposal. .......ccccceevierieeiiienieeieereeieesee s 2.06

1Estimates for individual provisions exclude interaction.
2Negligible, i.e., less than 0.005 percent of payroll. Based on the intermediate assumptions of the 1999 An-
nual Trustees Report.

June 5, 1999 Office of the Chief Actuary Social Security Administration

—

Chairman ARCHER. Our first witness is a Member of the Com-
mittee, the gentleman from California, Mr. Stark. And we are
happy to hear from you as to your plan. And under the 10-minute
rule that I have just stated, you are recognized, and we are pleased
to have you out there in the witness stand.

STATEMENT OF HON. FORTNEY PETE STARK, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF CALIFORNIA

Mr. STARK. Well, thank you, Mr. Chairman. I was wondering if
we could make a deal about questions, anticipating that you and
I will be reversing seats here later on in this hearing, and I do ap-
preciate your calling the hearing. And I certainly appreciate your
generosity in the time limit.

I have, as usual, my concise 2-minute statement, which will take
me at least 10 minutes to deliver. And so your forbearance is ap-
preciated.

I introduced what should become the baseline of these hearings—
legislation to preserve and protect the Social Security system for
current and future generations. Today’s young people want to be
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able to rely on Social Security the way their parents and grand-
parents have. My plan would accomplish this goal without reducing
Social Security benefits, without increasing taxes, and it has been
scored by the actuaries as achieving the 75-year, long-range sol-
vency.

It would fully protect the Social Security cost of living adjust-
ment, guarantee full benefits for current and future retirees and
for women and children and people with disabilities. It is a very
simple plan. It would transfer an amount equal to 2.07 percent of
the taxable payroll, the size of the current shortfall in Social Secu-
rity, from the general revenues into the Social Security Trust
Fund. It is actually identical to the Archer-Shaw plan, except that
it strips away the veneer: it gets rid of the quasi-individual ac-
counts created and instead gets right to the basics. It drops the
provisions creating nearly 150 million individual accounts to invest
in the stock market. It does away with that ruse, there is no pre-
tense of private accounts for people. It does not mislead the public
into thinking they own a new private account. It does not create
individual accounts, which would later have to be confiscated at re-
tirement in order to fund a benefit no larger than the Social Secu-
rity benefit the individual would have received under the current
program.

Further, this plan does not tell the American worker they own
their own account, but then mandate that 60 percent of this virtual
account be invested in stocks.

Why bother with creating virtual individual accounts? Why set
up a Federal bureaucracy to create more than 150 million ac-
counts? Why run the money through Wall Street so brokers can si-
phon off their share? Why reduce the accounts by excessive admin-
istrative costs?

My plan does not dig the Social Security financing hole deeper
by adding extra benefits for the highest income people. Most peo-
ple, under the Archer-Shaw plan, would receive benefits only as
much as under current law. A few high-income people could benefit
lg{reatly from the private accounts if they got very lucky in the mar-

et.

My plan makes the point that designing a Social Security plan
to achieve 75-year solvency is easy. One can reach the 75-year sol-
vency by simply transferring enough funds from general revenue to
meet the shortfall in Social Security. That is all there is to it. It
achieves the solvency and has a much smaller general fund trans-
fer than one of the Senate plans, for example. Mr. Gramm’s plan
demonstrates that if you want more funding for Social Security, all
you have to do is transfer money.

Unfortunately, our current budget surpluses may not last for-
ever. After the surpluses disappear, it is not clear from whence the
money will come. Will there be an increase in taxes? Will there be
cuts in Medicare? Will there be increased borrowing from the pub-
lic?

This bill strips away that complexity, and it is very simple. It is
a straightforward way of achieving the 75-year solvency for the So-
cial Security Program. I am looking for cosponsors, and, as I say,
it is a bedrock plan. You could amend it. You could cut benefits,
and then not have to take so much money out of general revenues.



52

You could, rather than invest in the stock market, lift the taxable
payroll cap, and it would give you an alternative. If we wanted to
match this, all we would have to do is increase the interest that
we set on the borrowing so the Social Security Trust Fund from 6.5
percent to 11 percent. That money, of course, would come out of
general revenues, as it does now. But there just is not any other
way. It is a teeter-totter. You can put this end in the air, and that
one comes down, or vice versa.

But this plan, to repeat, solves the problems we are talking
about without reducing benefits or increasing taxes, and a 75-year
solvency. It takes 2.07 percent of the taxable payroll, transferred
from general revenues into the Social Security Trust Fund. Now,
you can do that any kind of which way you want. You could cut
benefits, of course. I am not so sure that I would want to vote for
that, but it is a possibility. But there are not any other ways, Mr.
Chairman. And I just thought that we ought to set the standard
of what we are talking about and the dollars we are concerned
about—we have charts that show each year’s contribution and
some cost a little more in some years, and some cost a little less,
but basically, this is what we are talking about in most every plan,
and those that cut the benefits would not transfer quite so much
money. That is a choice that we have and I suspect we could vote
on later.

And I appreciate the opportunity to testify with you this morn-
ing. Thank you.

[The prepared statement follows:]

Statement of Hon. Fortney Pete Stark, a Representative in Congress from
the State of California

This week I introduced legislation, H.R. 2039, to preserve and protect the Social
Security system for current and future generations. The Social Security system has
been the bedrock of retirement income for millions of Americans. Today’s young peo-
ple want to be able to rely on Social Security the way that their parents and grand-
parents have.

My plan would accomplish this goal without reducing Social Security benefits or
increasing taxes. It has been scored by the actuaries as achieving 75-year long range
solvency. It would fully protect the Social Security cost-of-living adjustment and
guarantee full benefits for current and future retirees—and for women, children and
people with disabilities.

It is a simple plan. It would transfer an amount equal to 2.07% of taxable pay-
roll—the size of the current shortfall in Social Security—from the general revenues
into the Social Security Trust Fund.

My plan is identical to the Archer-Shaw plan, except that it strips away the ve-
neer. It gets rid of the phony individual accounts created by that plan and instead
gets down to the basics.

e It drops the provisions creating nearly 150 million accounts to invest in the
stock market.

e It strips away the ruse of individual accounts. There is no pretense of private
accounts for people. My plan does not mislead people into thinking that they own
new private accounts. My plan does not create individual accounts only to confiscate
them at retirement in order to fund a benefit no larger than the Social Security ben-
efit the individual would have received under the current Social Security program.
Furthermore, my plan does not tell the American worker they own their own ac-
count, but then mandate that 60% of this “virtual” account be invested in stocks.

e Why bother with creating “virtual” individual accounts? Why set up a federal
bureaucracy to create more than 150 million accounts? Why run the money through
Wall Street so that brokers can siphon off their share? Why reduce the accounts by
excessive administrative costs?

¢ My plan doesn’t dig the Social Security financing hole deeper by adding benefits
for high-income people. Although most people, under the Archer-Shaw plan would
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receive benefits only as much as under current law, some high income people could
benefit greatly from the private accounts.

My plan makes the point that designing a Social Security plan to achieve 75-year
solvency is easy. One can reach 75-year solvency for Social Security by simply trans-
ferring enough funds from the general revenue to meet the shortfall in the Social
Security program.

My plan achieves 75-year solvency and has much smaller general fund transfers
than the Gramm plan, for example. As the Gramm plan demonstrates if you want
more funding for Social Security, all you have to do is transfer money.

Unfortunately, our current budget surpluses don’t last forever. After the surpluses
have disappeared, it is not clear from where the money will come. Will there be an
increase in taxes? Will there be cuts in Medicare? Will there be increased borrowing
from the public?

My bill strips away the pretense, complexity and deception in other plans. My
plan is a simple, straightforward way of achieving 75-year solvency for the Social
Security program.

Chairman ARCHER. I thank the gentleman for his testimony, and
it certainly is a very straightforward approach to a solution of the
Social Security problem. And it certainly is not overly complex, I
do not think. I think the way you presented it, it is easy to under-
stand.

I have one question and then I am going to, of course, recognize
other Members. Do you have a projection as to what this does to
the unified budget surplus over the 75-year period?

Mr. STARK. [—Mr. Chairman, I would presume it would do the
same thing as your plan or any others. It takes about the same
amount of money out of general revenues, and it would not make
much difference one way or the other.

Chairman ARCHER. I would think it would be significantly dif-
ferent than the Archer-Shaw plan because it takes enough out of
general revenue in order to finance the Social Security fund for the
next 75 years, but it does not buildup any surpluses in the fund,
as ours does, which would permit a reduction in the payroll tax of
over 4 percent over the long term. And I would guess from the way
you have described it that it—that it has a negative impact of some
significant consequences on the unified budget surplus. Whereas
ours increases the unified budget surplus by over $120 trillion over
75 years; and that is a rather significant difference. But if you do
not have that from either CBO or SSA, we can, of course, gain that
later and make the comparisons.

Mr. STARK. Mr. Chairman, I am going to keep this as simple as
I can. In the transfers from general revenues, this takes a little
less money than your bill. It does not have the 25 basis points a
year for administration that your bill would require. The idea that
you might gain a lot of benefits through a higher return is one of
faith, but I have, and I would submit for the record, the list. In the
early years, yours starts with 157, and then runs 82, 85, 100. This
one runs 78, 80, 89, 100, 106. Some years it is a little higher. Some
years, it is a little lower, but what I am about to suggest to you
is that the transfers are very, very close in all years, and if you
want to transfer money from the general revenues into the stock
market and back into the trust fund, you could do it. But I do not
know what you achieve.
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Chairman ARCHER. Well, I would say to the gentleman, and I am
just told by staff that the actuaries at Social Security have been
so swamped trying to meet the demands that they did not have
time to compute the impact on the unified budget surplus on your
plan, but that it will be available to us shortly. And then we have
got to go by whatever the official estimates are, not simply by our
desires, and we will be able to make that comparison. Thank you.

Any other Member wish to inquire?

Mr. RANGEL. Yes, I would like to——

Chairman ARCHER. Mr. Rangel.

Mr. RANGEL. You know, Mr. Stark, you passed over the innova-
tive part of the Archer-Shaw plan by not giving the beneficiary the
opportunity to participate in individual investment accounts. This
is important——

Chairman ARCHER. Will the gentleman suspend for just a
minute? If we could, because I will be out there tomorrow and will
be happy to respond to any detailed comments relative to the Ar-
cher-Shaw plan, if we could concentrate today on trying to develop
information on the plans of the Members who are presenting their
plans, I think it would expedite our hearings. Would that be ac-
ceptable to the gentleman? The gentleman will be able to quiz me
tomorrow to the fullest extent.

Mr. RANGEL. Well, there must have been some reason why he
would have omitted this, Mr. Chairman, and I respect his opinion,
because he has tracked your plan except that he has left out the
key, challenging, important part, and that is the high-yield invest-
ments. Knowing that Peter studied your plan, I wondered whether
or not he could share with us why he omitted that?

Mr. STARK. Well, Mr. Rangel, there are no assumptions in this
bill in terms of earnings or dollar amounts. The Social Security ac-
tuaries indicated that the Archer-Shaw bill if it only earned a real
rate of 4.35 percent, it would fail to close the long-range gap. The
5.35 percent figure, assuming that future stocks will earn a rate of
return around 7 percent, Mr. Gramm, like the Federal Reserve
Board Governor, and the source of the original individual account
plan during the 1994-96 Advisory Council, said that that was way
too high. So, we did not want you to get into the stock market. We
get into guessing which way the wind is going to blow a week from
Sunday. And those are projections that I am not sure that your and
my and the Chairman’s grandchildren want to rely on.

Mr. RANGEL. But still, Archer-Shaw, if there are not these high
returns in the stock market, they go back to general revenue,
which takes us back to your bill.

Mr. STARK. Precisely. Precisely.

Mr. RANGEL. Thank you, Mr. Chairman.

Chairman ARCHER. The Chair would like to alert the Members
that the Chair intends to continue the hearing through the votes,
and Members should take advantage of a time to go vote, and then
come back. But we want to proceed on a seamless basis.

Mr. Thomas.

Mr. THOMAS. Pete, what I am trying to do in a rough comparison,
notwithstanding the various pieces that folk present, is to look at
the Social Security actuaries’ 75-year program. Part of my concern
is that all of us are familiar with the House’s 5-year and the Sen-
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ate’s 10-year budget window, in which we look at 5 or 10 years and
then what happens after that is off the chart. In part, I think in
some of these plans we are dealing with the 75-year window, and
what happens after that is off the chart.

Now, as you and I know in trying to deal with Medicare, 75
years out is an interesting game to play, anyway. But what con-
cerns me—and I need some response so that you could help me un-
derstand—what concerns me about the actuaries’ 75-year outlook
on your plan in terms of annual balance is that, more so than any
other, except I guess the Nadler plan, you start out in 1999 with
a 3.98 percent positive, and then it goes to 3.94, 3.82, and it basi-
cally is a direct reduction until in the year 2020, you are at 0.04
deficit. But then in 2021, you are 0.37 deficit, 0.67, 0.98, 1.26 def-
icit. Through the decade of the 2030s, you’re in the twos, then
you’re in the threes, and when you get to the 2060s and into the
2070s—for example, 2070, it is 4.21, 4.26, minus 4.31, minus 4.36,
minus 4.0. The assumption is that if you got into the 76th, 77th,
80th year, you continue to go downhill in a minus at fairly signifi-
cant amounts—$41 trillion in the last year alone.

How do you propose to make up that kind of a profile of a roller
coaster going downhill? At the 75-year date that we cut it off, my
assumption is that roller coaster is going to go right below zero and
keep on going.

Mr. STARK. Well, if I had the foggiest idea of what was going to
happen in 2075, I would be concerned. But I would hate to deny
our grandchildren, who might run for these positions and be here
50 years from now, the chance to solve that problem all by them-
selves.

I share with you and with Mr. Rangel the idea that projecting
75 years into the future is an interesting exercise, and certainly an
art, not a science. But I merely chose to show that through the
2075s, we could meet that goal. If we changed the goal, we would
change the numbers. So if you want to keep it through 2175, we
would have to go back and calculate another number. But I submit
that that is not the issue. A new number could change.

Mr. THOMAS. Well, I understand the 75-year window, but partly
our job might be, I would think, to take a look at what occurs dur-
ing that period. Granted, it may be an art and not a science, but
if we are comparing, as the actuary does, the different plans, a pro-
posal that runs a kind of a flat line or a very modest downhill slope
would produce a decision far easier for our children or grand-
children to make when they sit in these seats at the time they need
to make the decision.

A significantly declining slope produces a far more difficult deci-
sion. If we are at the point of attempting to create a structure that
does get us there over 75 years, I am wondering why, just at the
outset, we would not chose a plan that shows us, as best projec-
tions do, a flat outcome after 2075, or only a slight decline versus
one that would be a pretty thrilling roller coaster ride if it were,
in fe(lict, a roller coaster ride rather than the Social Security Trust
Fund.

Mr. STARK. Well, the basic difference is that thinking in an an-
nual percentage gives you a definitive and predictable amount, and
basically I suspect that that is what the Chairman’s does. It just
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interjects the stock market activity in between, because if the stock
does not do well enough, the funds will still come out of general
revenues, the extra amount, to meet the benefit. So really the same
thing could happen to the Chairman’s plan or it could be worse if
we happen to hit several major downturns in the market between
now and then.

Somehow, it seems to me, that dealing with a certainty in this
is a better program, or as much certainty as we can. It still seems
to me that it is beyond actuarial science to talk about employment,
rates of wages, rates of productivity, birth rates—issues that are
nﬁt r:fcessarily actuarial decisions when we are projecting that far
ahead.

Mr. TauoMmas. Well, I appreciate the gentlemen’s comments, but
when we look at charts that compare, it is going to be difficult for
us to pick these significant down sides in a clear direction. It may
not be accurate, but I think the direction is the one that I would
be concerned about, and I thank the gentleman for his plans.

Chairman ARCHER. Mr. Matsui.

Mr. MaTtsul. Thank you, Mr. Chairman. We only have 7 minutes
left, and I do not know if I will be able to really develop my point
in this time, but I will try.

Chairman ARCHER. The gentleman has 5 minutes.

Mr. MaTsul Right. Two minutes left, though, if I get to the floor.

First of all, your proposal does not cut benefits nor does it in-
crease payroll taxes?

Mr. STARK. Not at all.

Mr. MaTsul. And Mr. Thomas raised the issue about long-term
stability, and he compared it, to some extent, and perhaps you did
too with the Archer-Shaw legislation. And yours does take money
from the general fund for that entire 70-year period.

Mr. STARK. That is correct.

Mr. MATSUI. And it is my understanding that it would come to
somewhere in the range of $43 trillion.

Mr. STARK. That is correct.

Mr. MATsuUL. And I want to make a comparison here, because
that is what the discussion is all about between your plan and Ar-
cher-Shaw. The problem I think with what Mr. Thomas was sug-
gesting, and I know he has left, so I am little reluctant to mention
his name, but is the fact that Archer-Shaw does not really achieve,
assuming everything goes right, long-term stability until 2050, an-
other 51 years from now. And, as you suggest, anything can hap-
pen in the interim period. So comparing the two, maybe yours does
not achieve stability until 2075, if at all. But theirs has that same
problem, at least two-thirds of the way into it. Is that my under-
standing? Can you elaborate on that?

Mr. STARK. That would be my understanding is that we are deal-
ing in my bill with a fixed amount, and a fixed rate that could be
changed or adjusted.

Mr. MaTsul. Right. And the reason the Archer-Shaw plan begins
to achieve some stability in 2050 and beyond is because essentially
what you do is you either eliminate the individual’s Social Security
benefits, because they have the individual accounts, up to the
amount of the individual accounts, or one could argue the other
way that it basically confiscates the amount of money in the indi-
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vidual account up to the point where it matches the current level
of benefits, is that correct?

Mr. STARK. That is correct, and a few people might get a bonus.
But it would be presumed that a lot would get the Social Security
benefit, because their investment account would not equal the ben-
efits.

Mr. MATSUL. And so what you are suggesting is maybe a more
direct way of dealing with this issue?

Mr. STARK. It is just——

Mr. MATsUI. Everybody uses general revenues.

Mr. STARK [continuing]. It is just trying to simplify the amounts
that are going in and not complicate or obfuscate this whole idea
of somehow thinking that there’s a private account that somebody
owns when they do not.

Mr. MATSUIL Right.

Mr. STARK. And it creates a lot of illusions about investing in pri-
vate securities—in private accounts—but they do not really exist.

Mr. MATsUI Right. Thank you very much.

Mr. STARK. Thank you.

Mr. WELLER [presiding]. The Chair recognizes Mr. McCrery.

Mr. McCRERY. Thank you. Just for a quick followup. Mr. Matsui
is leaving. But the point Mr. Thomas was making was precisely the
opposite of the point that Mr. Matsui attempted to make. There is
no stability in your plan in the out years. That’s the point Mr.
Thomas was trying to make.

While you solve by simply infusing the trust fund with general
funds to the tune of 2.07 percent per year, starting next year, at
the end of the 75-year period, according to the actuary at the Social
Security Administration, you will be—the combined Trust Fund
will be declining at a rate of 20 percent per year compared to the
costs of the program. So Mr. Thomas was trying to illustrate that
under your plan, with no further changes, there is actually a pretty
big cliff at the end of the 75-year period which necessitates fairly
drastic actions

Mr. STARK. Sort of like cutting gains tax.

Mr. McCRERY. And increase taxes. No, it is not like that at all.
So, I just wanted to clear that up, lest anyone mistake the Stark
plan for being one that establishes stability. It does not do any-
thing of the sort.

Mr. STARK. It just. If the gentleman would yield.

Mr. McCRrERY. Of course.

Mr. STARK. It just does exactly what the Archer-Shaw plan does.
It only does not presume any returns from gambling in the market.
It just sets a rate that is a reliable rate, and because we state it,
it has to be paid. You could argue—you could change the time-
frame. That is all right with me. Then you just have to make it 100
years, and then the 2.07 would change to some amount, as would
the contribution under the Archer-Shaw plan. So, I mean, it is

Mr McCRERY. Yes, but therein lies the difference. In order to as-
sure stability, as Mr. Matsui used the term, and under your plan
you would have to, in fact, infuse a much higher percentage of gen-
eral revenues into this Trust Fund; whereas, the Archer-Shaw plan
does not do that. In fact, we are able to reduce payroll tax rates
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under the Archer-Shaw plan in the out years, because we do
achieve stability on that plan.

Mr. STARK. Only on the assumption that the market will go up.

Mr. McCRreRY. That is correct. The gentleman makes a legiti-
mate point. However, if history is any guide, we do not have to
worry about the market in this country.

Mr. STARK. But if the market goes down.

Mr. McCRERY. Achieving less than what is being predicted by
the actuaries. So, if you have faith in the market in this country,
and I do and I think most of us do, then I think we can safely as-
sume that, over time, it will produce a higher rate of return than
government bonds of Treasuries.

Mr. STARK. I do not intend to gamble with my grandchildren’s re-
tirement in the stock market.

Mr. McCRERY. Well, we are—I mean, life is gambling, Mr. Stark.
But I think if we are, in fact, dedicated to a free market economy,
as I think we are, we—if the stock market goes south, we all go
south. But, again, if history is any guide, the stock market is not
going south. We are going to continue to be a vibrant economy over
time, and it will produce the higher rate of return.

So, you know, you make a legitimate point, but I do not think
that it is a compelling one.

Mr. STARK. It would be a historical first, and I have

Mr. McCRERY. It would be, yes. I thank the gentleman.

Mr. WELLER. OK, Mr. Collins.

Mr. CoLLINS. Mr. Stark, I was delayed upon arriving here for the
beginning of this hearing. Can you just kind of walk through again
your presentation proposal for the benefit of this one straggling
Member?

Mr. STARK. Very simple. It just takes 2.07 percent of the payroll;
it transfers it from general revenues into the Social Security Trust
Fund. That holds the Social Security Trust Fund solvent for 75
years; does not reduce benefits; and does not increase taxes. Just
that.

Mr. CoOLLINS. Are you talking about an additional add-on two
point, or are you talking about a carve out?

Mr. STARK. I'm not. No more tax. I am just talking about taking
from general revenues, as the Archer-Shaw plan does, only I put
it right in the Social Security Trust Fund—2.07 percent of the pay-
roll, gross payroll.

Mr. CoLLINS. But I am confused here, which is not out of the or-
dinary. You are talking about 2 percent add-on, or 2 percent of the
existing FICA tax, or Social Security tax?

Mr. STARK. I am not talking about FICA tax at all. I am talking
about taking 2.07 percent of the taxable payroll, the same payroll
that we now take about 12 percent and change, take that amount
from general revenues, from the Treasury, put it into the Social Se-
curity Trust Fund.

Mr. CoLLINS. OK, you are talking about an add-on then?

Mr. STARK. Add on to what?

Mr. CoLLINS. That is an add-on. Yes. An add-on to the existing
FICA tax?

Mr. STARK. No.

Mr. CoLLINS. It is not an add-on?
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Mr. STARK. No. No. The government——
Mr. CoLLINS. Well, I am not
Mr. STARK. It is transferred by the Treasury.

Mr. CoLLINS. You are not adding on to the tax, but you are tak-
ing general revenues and adding to them——

Mr. STARK. No, I am not adding it to the tax. The tax, the FICA
tax, will remain the same.

Mr. COLLINS. Yes.

Mr. STARK. The Treasury will transfer the money in one lump
sum from the general revenues to the trust fund.

Mr. CoLLINS. OK. So, you are just putting money into the Social
Insurance Fund?

Mr. STARK. Just adding money into the trust fund, right. Just
like Archer-Shaw does.

Mr. CoLLINS. I am sorry.

Mr. STARK. Just like Archer-Shaw does. It just goes through sev-
eral hoops. They give it to you for a while. They pretend you hold
it, then they take it away from you when you retire and dump it
back in the trust fund, so mine just gets there more directly with-
out confusing our beneficiaries.

Mr. CoLLINS. Then, basically, what you are doing is you are
transferring from other taxpayers, through general fund contribu-
tion, to payments to the Social Security Insurance Fund?

Mr. STARK. Precisely.

Mr. CoLLINS. Well, in effect, though, is that not 2 percent of cur-
rent taxation that people are paying it, and no way in—will they
ever get relief from? It is like adding 2 more percent to the tax?

Mr. STARK. Not to the payroll tax. It is adding 2 percent—it is
taking 2 percent from general revenues. If there is a surplus, it
does not add anything. If there is not a surplus, you would either
increase the deficit or have to raise income taxes.

Mr. CoLLINS. But general revenues are taxes. Those are tax dol-
lars.

Mr. STARK. Right. They are the benefit tax

Mr. CoLLINS. So if you take and you freeze 2 percent of those tax
dollars, then that is 2 percent that are frozen from now on

Mr. STARK. Precisely.

Mr. CoLLINS. That no one would ever have an opportunity for re-
lief from.

Mr. STARK. That is right. There is a guarantee, just like we guar-
antee paying interest on the Federal debt. And we are guaran-
teeing it in this case to the seniors and future generations; that we
are saying we guarantee, as the other plans do. Chairman Archer,
Mr. Shaw guarantee they are going to spend the money. They
would just route it differently. All the other plans suggest they will
use money if need be. So, I am just trying to say this is what it
will be without all the bells and whistles, which may make the
other plans better for some people, but I am just saying this shows
exactly what it is.

Mr. CoLLINS. Or supposing the individual did not have a tax li-
ability?

Mr. STARK. No, no.

Mr. CoLLINS. This takes that 2 percent——
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Mr. STARK. This takes the entire—of the entire amount, Mr. Col-
lins. It does not deal with the individuals at all. It takes a lump
sum in the entirety to keep the trust fund solvent.

Mr. COLLINS. So you are not setting up the individual accounts?

Mr. STARK. No, absolutely not.

Mr. CoLLINS. You are just continuing this current pace with
those same——

Mr. STARK. Continuing the same Social Security Program we
have today, and funding it, funding the solvency of the trust fund
by making this transfer.

Mr. CoLLINS. You are just a—a dollar—money infusion into it?

Mr. STARK. That is correct.

Mr. CoLLINS. Putting it on a money IV?

Mr. STARK. That is right, and it is why I say it is the base bill.
You could then change it if you chose. You could create anything,
but it shows you what we are going to do—how much we are going
to spend. You want to cut benefits? We will take a little less
money. You want to take a little more money and increase the ben-
efits? if you think that the earnings of the stock market will be
higher, we would spend less.

Chairman ARCHER [presiding]. The gentleman’s time has expired.

Mr. STARK. But that is—OK.

Mr. CoLLINS. OK. Thank you. Thank you, Mr. Stark.

Mr. STARK. Thank you.

Chairman ARCHER. The gentleman’s time has expired.

Mr. Hulshof.

Mr. HULSHOF. Thank you, Mr. Chairman. Mr. Stark, in your oral
testimony, you cited one of the other plans and the individual ac-
counts created in that plan, and I think the word you used was a
quasi-individual account.

In your written testimony, which was part of the record, you use
another word to describe those individual accounts. Do you wish to
amend your written testimony, or do you stand by it?

Mr. STARK. Let us see if I can—can you tell me the precise word-
ing? I am happy:

Mr. HULSHOF. In the fourth paragraph, you indicate—you de-
scribe the individual accounts——

Mr. STARK. Phoney.

Mr. HULSHOF. As phoney.

Mr. STARK. No, I say they are phoney.

Mr. HULSHOF. Would you use that same terminology, for in-
stance, to describe the Universal Savings Account plan as proposed
by the President of the United States? Would that, in your esti-
mation, be phoney?

Mr. STARK. No, the Universal Savings Account is something that
you would keep. These accounts, you would not keep, and they are
interesting, but they are not yours. They are virtual accounts, but
they would not insure the benefits of the individuals. They would
be donated back to the Treasury, and then they would get the So-
cial Security benefits.

Mr. HuLsHOF. Well, let me follow up on that point, because I
think you concede, do you not, at the bottom of your first page that
there are American taxpayers and workers who would receive more
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benefits under the Archer-Shaw plan than they would under the
present system, is that true?

Mr. STARK. There are a few, possibly but not conceivably, that
would.

Mr. HULSHOF. And would you also concede the point that under
the Archer-Shaw quasi-individual accounts that workers would
have at least some ability to direct how those accounts would be
invested?

Mr. STARK. I don’t think so.

Mr. HuLsHOF. Would you

Mr. STARK [continuing]. I think under the—but I would let the
author correct me—I believe those are managed by the govern-
ment, and that is what raises the cost and it costs 25 basis points
a year to do it. So——

Mr. HuLsHOF. Would you concede the point that the quasi, or, in
your words, the phoney individual accounts created by Archer-
Shaw, would allow workers who die before retirement to pass those
personal savings on to their heirs? Do you acknowledge that point?

Mr. STARK. Yes, but they would not get any more benefit. 1
mean, again, if that did not equal the Social Security benefit, or
could not pay it, it would, again, revert to the Treasury.

Mr. HULSHOF. Does your plan have any of those options or fea-
tures that I have just described? That is, add retirement benefit,
higher benefit, than the current system

Mr. STARK. It has exactly, Mr. Hulshof, the benefits that exist
today, indexed for inflation. It provides for the COLAs. It provides
for disability. Everything—all this plan does is show you that it
takes 2.07 percent each year to make the current plan, with the
current benefits, solvent for 75 years. There is no hidden agenda
in it. There is nothing fancy—I mean, that is all it does, and I can
understand that people might like to add on to it or subtract from
it, to make less money come out of the Treasury, or to give bigger
benefits perhaps. I just tried to attempt to keep the current plan.
How much would it cost, out of general revenues. That is it.

Mr. HULSHOF. Thank you, Mr. Stark.

Mr. STARK. Thank you, sir.

Mr. HuLsHOF. Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Ramstad.

Mr. RAMSTAD. Thank you, Mr. Chairman.

Mr. Stark, let me ask you this: In transferring, as I understand
that 2.07 percent of taxable payroll from general revenues into the
Social Security Trust Fund—that is what you are doing—you are
investing all those dollars in government bonds, which have about
a 3 percent return rate, is that correct?

Mr. STARK. Well, I guess I am. But, I do not want to mix apples
and oranges. They have about a 6 or 6.5-percent rate. The real
rate, depending on inflation, may be 3. I do not care which—you
use whichever number you want. But, I mean——

Mr. RAMSTAD. But the point is that all of those dollars go into
government bonds, as opposed to private investments?

Mr. STARK. Under the current system, that is correct, yes, sir.

Mr. RAMSTAD. Most of the other proposals that I have seen look
at investing funds in ways that have better rates of return, and I
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am curious as to why you chose to keep the funds in the option
with the lowest rate of return?

Mr. STARK. I think there are a large number of Americans who
have a concern. Rightly or wrongly, they were gambling with their
money. You have heard the same concern in your town meetings
that we are spending the trust fund that is not there. The govern-
ment bonds—and so I am just suggesting that this is the way to
determine the exact amount that we will have to anticipate coming
out of general revenues to meet the 75-year target, maintaining
current benefits as we know them today.

Now, you could pay a higher interest rate by law. We could—we
would have to kick it up to 11 percent, and then we would not have
to take anything out of general revenues directly. We would just
have to take it out to pay the interest on the bonds.

Mr. RAMSTAD. Well, I understand that, but it just seems to me
when, over the last decade, or the last 12 years, the average rate
of return for investments in private stocks has been in double dig-
its, and we are getting 2 to 3 percent from government bonds. That
is a huge amount of money, a huge discrepancy, and a lot of-

Mr. STARK. I hear that from Merrill Lynch and Dean Witter
every day, Mr. Ramstad. They may be right.

Mr. RAMSTAD. It sounds like, Mr. Stark, as a good friend and col-
league, for this the first time, you have probably been criticized for
being too conservative.

Mr. STARK. Thank you. Yes.

Mr. RAMSTAD. One general theme I hear at hometown meetings
that I have had on this important topic—and I think this theme
pervades the body politic—is that most people do not want their
Social Security taxes raised or benefits cut. I certainly support that
line of thought, share that goal.

Now, your bill would transfer what amounts to 2.07 percent of
taxable payroll from general revenues into the trust fund each
year, annually, right?

Mr. STARK. That is correct.

Mr. RAMSTAD. Does that actually mean you are raising taxes on
Social Security, from 12.4 percent to about 14.5 percent?

Mr. STARK. No, no. It just means that it is a commitment to pay
from the Treasury directly to the Social Security Trust Fund. It
does not run through the payroll tax system at all. And it is just
a commitment to transfer revenues

Mr. RAMSTAD. But is that not, in essence, a tax increase?

Mr. STARK. It depends on whether or not we are running a sur-
plus or not. It could necessitate a tax increase to keep a balanced
budget, if for some other reason—we had a war or something. So,
there is no question that it puts a strain on the budget, but all the
other bills do as well. They just take money out of the general rev-
enue and give it to individuals or give it to the stock market plans.
And I am just circumventing some of those in between steps.

Mr. SHAW. Would the gentleman yield on that? I have just one
quick question.

Mr. RAMSTAD. I certainly will.

Mr. SHAW. Would this be subject to annual appropriations?

Mr. STARK. No.

Mr. SHAW. How would it be done?
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Mr. STARK. It would just be transferred from the Treasury—the
same way, for example, under the same rules that we transfer now
some of the—I think it is Medicare tax.

Mr. SHAW. With a refundable tax credit, that goes on forever, but
I think perhaps we had better check that and see if that would be
subject to annual appropriations, which would be a concern——

Mr. STARK. I doubt it very much.

Mr. SHAW [continuing]. I think to all of us.

Mr. RAMSTAD. Reclaiming my time

Mr. SHAW. Thank you.

Mr. RaMSTAD. Before the light goes out, let me just ask one final
question. What happens in those years when there are not sur-
pluses in the general revenues?

Mr. STARK. That depends on Congress. It would either increase
the deficit, if they chose not to raise tax revenues to cover the def-
i(iit. The same thing that happens if we fight a war or do anything
else.

Mr. RAMSTAD. Thank you, Mr. Stark; Mr. Chairman.

Chairman ARCHER. Mr. Doggett.

Mr. DOGGETT. Thank you, Mr. Chairman.

You indicate that your plan will provide for solvency for 75 years.
I am wondering why you did not do it for 175 years, and why the
75-year bar is the appropriate one to set here.

Mr. STARK. Well, I think, Mr. Doggett, that this plan is a lot bet-
ter than the Chairman’s, but I am not prepared to battle the Chair-
man with both arms tied behind my back. If he only has to do his
for 75 years, I am not so confident that I can win what I want to
do for 150 years, thank you very much. Fair is fair.

Mr. DOGGETT. Well, is it correct that the further you get out,
whether it is to 74 years or 174 years, the more speculative it be-
comes?

Mr. STARK. The more speculative all plans become, basically.

Mr. DOGGETT. Right.

Mr. STARK. Not so much in terms of whether it is the stock mar-
ket versus fixed income, but the demographics of the world are de-
batable and not all that predictable.

Mr. DOGGETT. Right.

Mr. STARK. And by that, I mean the wage rates, the number of
people working—those issues become pretty fuzzy when you put
out that far.

Mr. DOGGETT. I understand you want your plan judged by the
same standard as all other plans that are being submitted, but
what is your personal view of the wisdom of picking 75 years as
the standard by which all plans should be considered?

Mr. STARK. Well, personally, I would not be inclined to go out
that far, but it does not—if that is what we are judging all plans
by, it is all right. My sense is that somebody will be back here in
the next 25 or 30 years making some adjustment, which is the
glory I think of the Social Security system and Medicare; is that
we do not make it a static system. We do not bury our head in the
sand once we have declared solvency. We adjust to the changes in
the world, and to the changes in the economy, and to the changes
in demographics, and try to provide for our seniors a stable retire-
ment safety net that they can depend upon.
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And I think that the Congress is to be credited for having done
that reliably since 1935. And I would like to think that, even with-
out you and me, Mr. Doggett, the Congress will be able to go on
ahead and provide a security for the elderly in this country for a
long time to come.

Mr. DOGGETT. Thank you.

Chairman ARCHER. Mr. Weller.

Mr. WELLER. Thank you, Mr. Chairman, and still good morning,
Mr. Stark. You know, this House has made some decisions so far
this year, and, you know, the President, when he did his State of
the Union speech, he proposed setting aside 62 percent of the So-
cial Security surplus for Social Security and spending the rest on
other things. And this House has made a decision. In fact, there
was a bipartisan vote this past week to lock away 100 percent—
Social Security surplus—for Social Security and Medicare, and I
think that is the right step. And you are referring to town meet-
ings, what we are hearing back home. And I know that has been
applauded by the folks back home.

But when the President, in his proposal, talked about 62 percent
of Social Security for Social Security, and he also said we should
take one-fourth of that surplus and invest it—by the—have the
government invest it in the stock market.

Would your plan allow for government-controlled investment in
the stock market?

Mr. STARK. It does not provide for that, no.

Mr. WELLER. Is that an approach that you support?

Mr. STARK. I do not support having the basic Social Security plan
invested in the stock market. I have no problem if we decide we
have the funds to create on top of Social Security additional IRAs
or Savings Plans, and I would be particularly happy to see low-in-
come people get some assistance in doing that. But I just feel that
the base plan should be—let us call it a fixed-income plan and a
fixed-benefit plan, as it is now. My own philosophy is that we
should guarantee that.

Then, if you chose to find other ways to help people save, I would
be willing to participate in that.

Mr. WELLER. I am confused a little bit. In the statements that
you made so far, it appears that you have been opposed to the idea
of personal accounts. And you have just stated that

Mr. STARK. Yes, ——

Mr. WELLER. It is an account——

Mr. STARK. For the base Social Security——

Mr. WELLER. Yes.

Mr. STARK. For the base Social Security system, I do not think
you should. If you want to create additional TRAs or Keoghs or
those sorts of things, you know, on top that is OK.

Mr. WELLER. Now, as I understand the Archer-Shaw proposal,
and, of course, the Chairman is going to present that tomorrow.
But as I understand that, that is exactly what his plan does. Is it
takes traditional accounts

Mr. STARK. Well, with some exceptions. You do not own the ac-
count.

Mr. WELLER [continuing]. On top of existing Social Security.
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Mr. STARK. No, it is a kind of almost account. It is yours if it
beats Social Security, but it ain’t yours if it does not. Then you get
the Social Security. I mean, there is a lot of convolution to get to
the basic Social Security benefit for those—for whom their indi-
vidual account does not provide enough resources to give them
their retirement income at the same level it would be under Social
Security.

Mr. WELLER. Well, is not that where there is a lot of similarity
between the Archer-Shaw plan and the President’s USA plan, be-
cause they are both additional, essentially, personal accounts in ad-
dition to Social Security? Are not they fairly similar in that ap-
proach?

Mr. STARK. You know, Mr. Weller, that may be, but I am not
here pushing the President’s plan. That may surprise you. But I
am just trying to present a plan that I think is fairly simple and
does the job that we would all like to tell our seniors we have done.
And that is protect their benefits and guarantee them—for 75
years, because that has been raised as the mark. And that is what
this bill does. It is different. It does not cut benefits, and it does
not invest in the stock market. It does not do a lot of things, but
it is a—it is kind of what I like to call the baseline bill, and you
can then judge what rates of return you would have to get other-
wise to match it. You can adjust it any way you want.

Mr. WELLER. Well, focusing specifically on your proposal, and I
know my friend, Mr. Collins and Mr. Ramstad, have both raised
this issue here. You propose adding additional funds out of the sur-
plus, essentially 2.07-percent increase above the current 12.4 per-
cent that currently goes in there. How much is that in dollar fig-
ures?

Mr. STARK. It is approximately the same that the Chairman’s—
I am going to guess $80 billion running up to $100 billion per year.

Mr. WELLER. A hundred billion a year, so over——

Mr. STARK. Well, not right now, it is $70 billion, $80 billion.

Mr. WELLER. Now, the projected Social Security surplus over the
next 10 years is $1.8 trillion.

Mr. STARK. Just a minute. It runs $78 billion, $81 billion, $85
billion, $89 billion, $92 billion, for the next 5 years.

Mr. WELLER. Thanks. So if the surplus runs out, does that mean
we will have to have a tax increase to continue that or have to re-
duce benefits? What do you—what will occur?

Mr. STARK. We would either have to have a tax increase or run
a deficit, which is not unknown. Certainly, we did that under
Reagan and Bush for years.

Mr. WELLER. Under Clinton and Carter. But, of course, this Con-
gress has put a stop to that. We want a balanced budget. So, if we
want to continue with a balanced budget, what do you believe
would have to occur when the surplus runs out?

Mr. STARK. Might probably cut defense. That would be my vote.
Cut defense.

Mr. WELLER. All righty. I see my time has expired. Thank you,
Mr. Chairman.

Chairman ARCHER. Mr. Shaw.
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Mr. SHAW. I will be brief, Mr. Chairman, because I know we
have a lot of people that want to testify and we want to give them
our time.

Mr. Stark, I compliment you as well as the other people coming
forth with a plan, and even if we do not like it, at least it gives
us a source of comparison. And so I think all these plans should
be thought through and considered by the Committee.

The big problem that I have with your plan is that by the end
of the 75-year period, the funding shortfall in the plan is 4.4 per-
cent of the taxable payroll, which amounts to approximately $41
trillion in 2074. The cumulative cash shortfall between 2020 and
2074 is $72 trillion. And I am looking at the actuary tables, which
I assume the Members on both sides of the aisle have. And when
you start comparing that plan with all the other plans—I see Sen-
ator Breaux out there and Senator Gramm and others; our other
colleagues who will be coming in this afternoon—the ones that go
into the private sector run positive at a certain point, by
frontloading them now in preparing for the future; where yours,
continuing on with the present investment plan, it starts off with
a just a huge shortfall, and we are simply just passing this off to
the next generation.

And when you start talking about the shortfall that is in this
plan, that is going to have to be made up with tax dollars. Where
these other plans, according to the actuaries, not according to us,
but according to the actuaries, by getting into the private sector,
whether you do it through direct government investing or whether
you do it through individual retirement accounts, it goes positive
after a while, and then I think you can say that you are saving So-
cial Security for all time. And you are building up surpluses rather
than dragging them down. Would you like to comment on that?

Mr. STARK. Yes. Because the plan you are talking about, your
plan, Mr. Shaw, assumes that in the future the stocks are going
to earn an average real rate of return of 7 percent, and that is a
rosy assumption. That is not an actuarial decision. The actuaries
base their

Mr. SHAW. I do not.

Mr. STARK [continuing]. Base their decision on this 5.35 assump-
tion on earnings, which would take about 7 percent. And I hope
that happens. That would be wonderful. But it is not certain. In
my bill, it is certain, that is all.

Mr. SHAW. But in the plan that we have before us, that you have
presented to us, there is no assumption. We know that this thing
is going to go negative. So that is the problem that we have. We
rely as far as the actuaries, they rely upon historical data, and
carry that forward into the future, and quite frankly, I think that
their figures are very conservative.

Mr. STARK. Yes. I do not, Mr. Shaw, and I am not willing to gam-
ble with the future of Social Security on the basis that we are going
to pretend the stock market will go up for all time. It never has,
and I am just one who thinks that history might repeat itself.

Mr. SHAW. But, Pete, you have to assume, even though we see
that your plan does definitely go negative, we have to assume cer-
tain interest rates. And perhaps, you know, you can make that
same argument that you have to make certain assumption that
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these rates are going to be there, too. So, all we can do is rely upon
exact figures——

Mr. STARK. We set the interest rates, Clay, in law. We do not set
the stock market returns, and I just tried to present a plan which
is certain. It may not do everything that people want in the out
years, but it is certain.

Now, when you introduce an element of chance into the plan, it
is there. I mean, that may be a reasonable, prudent risk. But it is
a risk. It is not a certainty, and I just tried to establish this plan
to do what I think all agree we want to do: maintain the benefits;
keep the plan solvent. And, say, if you are going to do that, this
is the base cost. Your plan would require this much money if the
market did not hit your projections.

Now, if it hit more, maybe it would require less money. I will
spot that. But this plan merely says, here is what it is—bottom
line, no ifs or buts. And that is the difference.

Mr. SHAW. And the shortfall is certain?

Mr. STARK. The shortfall is certain, as is the requirement to keep
it solvent for 75 years.

Mr. SHAW. And the shortfall in many of these other plans, and
I am just not touting the Archer-Shaw plan, there are other plans
that are out there. But those do not have the certainty of a short-
fall, as yours does.

Mr. STARK. My only feeling is that the rules were set down that
we make it work for 75 years. If we would change that to 100
years, that is OK with me—or a 150 years, as Mr. Doggett sug-
gested. Let us do that, and then we will have different rates and
different actuarial projections. But 75 years seems an adequate
time line to me.

Chairman ARCHER. The gentleman’s time has expired. Mr. Stark,
gh%nk you for your presentation and for your contribution to this

ebate.

Mr. STARK. Thank you, Mr. Chairman.

Mr. HERGER. Mr. Chairman.

Chairman ARCHER. Oh, Mr. Herger.

Mr. HERGER. Just to make a point that there has been a lot
made about the 75 years. And just looking in the 1999 annual re-
port that was brought out by the Board of trustees for the Social
Security. On page 9, it indicates their reason for using 75 years.
In summary, at the end of the paragraph, thus a 75-year projection
period will include the entire working or retired lifespan of the
great majority of workers now contributing to the program, as well
as those now receiving the benefits. So I think there is a reason
why the Board of trustees used 75 years. This is not something
that we have just pulled out of the air. It is something that they
decided to use. Thank you, Mr. Chairman.

Chairman ARCHER. I thank the gentleman for his comments,
and, of course, that is true. And for those of us who have been
around for a number of years, we know that the actuaries have al-
ways been charged with the responsibility of projecting for 75 years
to determine if the fund is viable, stable, and sound. It might be
that number should be increased now that longevity has increased.
Perhaps it should go to 80 or 85. But there is a very, very cogent
reason for the use of 75, if not more.
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The Chair would also observe that this is virtually a zero sum
game that we are in. And you can get something apparently and
be giving up something that is not apparent. And it is very, very
important that all of these plans ultimately, side by side, also have
the standard of judgement as to what the impact is on the unified
budget surplus. And, unfortunately, we do not have that now for
all of the plans from Social Security actuaries. But before too long,
we will, and they will need to be put side by side.

Now, let me also say that as a basis for our consideration, all of
us may disagree with what the actuaries project. I have done plen-
ty of that myself in the past. We may disagree with what the esti-
mators project when we get into tax relief. I have done plenty of
that myself. But in the end, there has to be a “supreme court” by
which all of us live and by which our plans are compared. And that
“supreme court,” in this instance, is the actuaries’ projections
which they make and which they have the expertise to make. And
each plan needs to be compared, side by side, with that.

Now, Senator Gramm, thank you for your patience in waiting
through all of the questioning. I know you have done a awful lot
of work on Social Security. You are not new to this game, and we
are pleased to have you before us. And we are pleased to hear your
presentation about your plan.

STATEMENT OF HON. PHIL GRAMM, A U.S. SENATOR FROM
THE STATE OF TEXAS

Senator GRAMM. Well——

Chairman ARCHER. Welcome.

Senator GRAMM. Thank you, Mr. Chairman. I want to say that
there is no more important subject that anybody in America could
talk about, if you are talking about the future of our country, than
Social Security. So it was well worth the wait, and I want to thank
you for inviting me.

I also want to congratulate you and Mr. Shaw for courageously
coming forward with a program. I think when history writes its im-
portant chapter on this subject, it is going to deal very kindly with
you. It is going to deal very unkindly with President Clinton, in my
opinion.

Let me just read from the actuary about the plan I want to talk
about, and then I will try to go through some important points on
it.

The actuary in scoring the plan that I want to talk about today,
says the plan would eliminate the long-range OASDI actuarial def-
icit. The OASDI Trust Fund would be substantial and rising at the
end of the long-term, 75-year period. In other words, the plan I am
talking about today solves the problem forever, not just 75 years.

In addition, the trust fund rises every year during this—while
this plan is in implementation.

Now, let me first try to just show you a couple of things. I want
everybody to look at this chart. The idea of this chart is that we
can forget all this silly business about raising taxes and cutting
spending to deal with these problems. Now, this first chart deals
with Medicare and Social Security. We face both of them. They are
the greatest single perils that face the American economy, and the
only two really dark clouds on the horizon. But they are really dark
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and they are really big. And I presented them as a sort of a gap
and a bridge that we have got to fill at two dates: 2020 and 2040.

First of all, if we cut—eliminated defense in 2020, and this is
projecting defense as the same share of GDP, we could not fill the
gap created by these two entitlement programs. If we eliminated
all domestic programs, we could not fill this gap.

By 2040, if you double income taxes, you could not fill this gap.
So the idea that there is some little gimmick of transferring reve-
nues from general revenue to a payroll tax trust fund is going to
solve that kind of problem is laughable.

Now, what is the solution to the problem? Well, the solution to
the problem is very simple. It is powerful, but it is simple. And
Einstein said it, the most powerful force in the universe, according
to Albert Einstein, is not gravity; is not atomic energy. It is the
power of compound interest. It is interesting that Einstein would
recognize the power of compound interest as being the most power-
fulcgorce in the universe for a man who invented the formula E =
McCz,

Now, what I want to show is the simple point, and it is impor-
tant to Chairman Archer and Mr. Shaw’s plan. It is important to
my plan. First of all, get it out of your head that somehow that
there is a rate of return on the Social Security Trust Fund as it
now exists. There is no Trust Fund, and there is no rate of return.
And think about it this way: when you borrow from yourself is
there a rate of return on that loan? No. When the Social Security
Administration lends to the Treasury does the Federal Government
get a rate of return on that loan? No. There is no rate of return
on the Social Security Trust Fund, because there is not real invest-
ment made. The power of the Archer-Shaw plan, the power of the
plan I am talking about, is it makes a real investment.

Now, if you today take a worker making $30,000 a year paying
into the current Social Security system, we are going to be about
30 percent short of paying promised benefits, and they would get
$9,061 a year at the end of a working life under the current sys-
tem.

If you simply took the same money they are going to pay into So-
cial Security, and you invested it conservatively—60 percent in
stocks, 40 percent in bonds—at the rate of return we have achieved
over the last 75 years, including two World Wars and a Great De-
pression, you could get an annual payment of $64,060. Now that
is the power of compound interest.

It is the only force that gives us any opportunity to deal with this
problem. You do not take advantage of that, and you are going to
be committed to constantly pitting our children against our par-
ents. If you cut benefits, you hurt the retirement security of your
parents. If you raise taxes, whether it is income taxes or payroll
taxes, you are diminishing the future of your children. And every
year, as this thing goes on, you are going to be forced into this ex-
cruciatingly painful choice where America is the loser.

Now, what is the alternative? The alternative is to take advan-
tage of this godsent surplus we have now. If we do not do some-
thing about it, we are not going to have it when you need it to pay
for these Social Security deficits. But we have it right now. So what
can you do with it?
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Well, Chairman Archer and Mr. Shaw invest 2 percent of it, and
they achieve something extraordinary, and that is, they make the
system permanently solvent. But that means that during this in-
terim, we are going to have to redeem the existing Trust Fund.
And what does that mean?

That means we are going to have to come up with about $2.5 tril-
lion to pay back the Social Security Trust Fund for all the money
we borrowed before the system begins to pay for itself.

Now, if we did this, it would go down as one of the greatest legis-
lative successes in American history, and people would sing songs
about this Congress. But please remember that, even if you adopt
this plan that we are talking about, we've still got to pay back all
this money borrowed from Social Security. It is at least $2.5 tril-
lion.

Now, to get to the point that I want to make, and there is noth-
ing magic about my plan. But it proves something. First of all,
what I do is claim the Social Security surplus belongs to Social Se-
curity. How dare the CBO say if you take the Social Security sur-
plus and use it for Social Security, then you are changing current
services, and you are hurting the general budget. Well, it never
was the general budget’s money to begin with. It is Social Secu-
rity’s money. So what I say is this: as long as you have got a sur-
plus, whatever amount of it belongs to Social Security, use it for
Social Security. And, when your surplus is not as big as Social Se-
curity surplus, take the whole surplus for Social Security. It is a
simple formula.

Now, here is what you can do doing that. You can let every work-
ing American chose, through a professional money manager that
would be regulated by a new Social Security Investment Board, to
invest 3 percent of their current payroll. So I go 1 percent point
higher, and in doing so, I take more of the Social Security surplus.

In addition, in working with the actuaries at Social Security, I
determined that 3 percent does not use up the whole Social Secu-
rity surplus. So, in working with Steve Goss, he kind of came up
with the idea what about taking people in the age group 35 to 55,
and for those people in that age group do an additional 2 percent
that would be dedicated solely to funding their benefits. Doing that,
you use up the entire Social Security surplus, which we have and
which we are in the process of stealing and squandering every sin-
gle day. We stole $21 billion of it last year. We have already stolen
for next year $7 billion in the emergency supplemental. It will soon
be gone if we do not use it.

The point is by doing that, you can achieve the following things.
One, you can make Social Security solvent forever.

Number two, you do not have to pay the trust fund back so that
you do not have a hidden $2.5 trillion cost in here that kicks in in
2013, and does not go away until about 2060. By making the in-
vestments we are talking about, you make the system totally self-
financing by 2039.

Now, what I am proposing is an investment-based system that
combines the best of both worlds. From private investment, you get
things similar to IRAs and 401(k)s that people know. You get the
power of compound interest. You get professional money managers.
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You get strict financial standards, and you get worker ownership
and private property.

From the government system that we know and also love, we get
government backing. We get inflation protection. We get guaran-
teed lifetime benefits. We get family and survivor benefits. And we
get progressive benefits.

Final point, and I will quit. There is on my side of the Capitol
a sort of a macho that you have got to cut Social Security benefits.
Now, I can support cutting them. I can support not cutting them.
But the point is the cuts, relative to the power of compound inter-
est, are insignificant. Once you get into the investment system, and
the sooner you get into it, and the heavier you get into it, the bet-
ter it works. Cuts and tax increases become irrelevant. So, my view
is we can do it by whacking the cost of living increase. We can do
it by means testing. We can do it—you know, any of these cuts you
want to do, but do not deceive yourself into thinking that they real-
ly solve the problem. They make you feel good—no pain, no gain
kind of business. But the point is if you take the resources we
have, you have them invested, you solve the problem.

[The prepared statement follows:]

Supplemental Material to Accompany the Statement of Hon. Phil Gramm,
a U.S. Senator from the State of Texas

The attached summary provides a section-by-section analysis of the Social Secu-
rity Preservation Act, an Investment-based Social Security reform plan authored by
Senator Phil Gramm. According to estimates prepared by the Social Security Ad-
ministration, “the plan would eliminate the long-range OASDI actuarial deficit, esti-
mated at 2.07 percent of taxable payroll under present law. The OASDI trust fund
would be substantial and rising at the end of the long-range 75-year period.” In ad-
dition to providing permanent solvency, the plan guarantees each worker 100 per-
cent of the benefits promised by the current system, plus a bonus equal to 20 per-
cent of the benefits funded by their investments.

The Social Security Preservation Act allows each worker to set aside 3 percent
of their 12.4 percent Social Security payroll tax, which will be owned by the worker
and invested in stocks and bonds by a professional money manager in a “Social Se-
curity Savings Account for Employees” or “SAFE Account.” The worker can choose
from any privately-managed SAFE Account fund certified for safety and soundness
by a federal board.

Upon retirement, any worker can opt out of the investment-based system and re-
ceive 100 percent of the Social Security benefits guaranteed to them under current
law. However, it is expected that most workers will choose to remain in investment-
based Social Security and will use the funds in their SAFE Account to purchase a
“Savings Annuity For Eligible Retirees” or “SAFER Annuity.” The SAFER Annuity
will be guaranteed for life and supplemented by the Social Security system if it does
not produce a retirement benefit at least equal to 100 percent of the benefits prom-
ised under the current system, plus a bonus equal to 20 percent of the payments
funded by the SAFER Annuity.

Private companies offering SAFE Accounts and SAFER Annuities will charge all
participants a single uniform investment fee, not to exceed 0.3 percent of assets.
SAFER Annuities will provide workers of the same age the same monthly benefit
relative to the size of their SAFE Account, regardless of sex, race, health status, etc.

Over the next ten years, the Congressional Budget Office projects a Social Secu-
rity surplus of about $1.78 trillion, while SAFE Accounts funded at 3 percent of
OASDI wages would cost about $1.35 trillion, leaving $430 billion in Social Security
surpluses. The Social Security Preservation Act uses these remaining surpluses to
target additional investment for those age 35-55 in the year 2000, allowing these
workers to invest an extra 2 percent of their wages. These extra investments will
begin to fund Social Security benefits at the height of the baby boom retirement,
providing additional resources in the critical years of the transition. The extra 2 per-
cent will not be counted in calculating the worker’s 20 percent bonus, but will be
used entirely to fund the benefits they receive from the existing Social Security sys-
tem.
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THE SOCIAL SECURITY PRESERVATION ACT
Section by Section Analysis

SEC. 1—SHORT TITLE anp TABLE OF CONTENTS
SEC. 2—FINDINGS

SEC. 3—ESTABLISHMENT OF INVESTMENT-BASED OPTION FOR SOCIAL
SECURITY BENEFITS

Amends the Social Security Act to preserve all existing Social Security provisions
(OASDI) in a new Part A and creates a new Part B providing an Investment-Based
Social Security option for those workers who voluntarily choose to participate in the
investment-based alternative.

Sec. 250 GUARANTEE OF PROMISED BENEFITS

Those opting into the Investment-Based system are guaranteed never to have a
benefit less than that promised under the current system, plus a bonus of 20 per-
cent of the benefits paid by their Part B investments.

Sec. 251 DEFINITIONS

Sec. 252 SOCIAL SECURITY SAVINGS ACCOUNTS FOR EMPLOYEES (SAFE
ACCOUNTS)

Each current worker may choose to establish a Social Security Savings Account
for Employees or SAFE Account. All individuals who will join the workforce in 2000
or later will enter the investment-based system. The worker shall choose the invest-
ment fund to professionally manage his SAFE Account from among those invest-
ment funds qualified by high standards of safety and soundness, and may change
funds once every year. The Account will be the property of the investing worker.

Sec. 2563 SAFE INVESTMENT FUNDS

SAFE Accounts will be managed by qualified SAFE Investment Funds, which will
be certified and regulated for safety and soundness by the new Social Security In-
vestment Board. Under the parameters set by the Board, the Funds will invest the
assets of the SAFE Accounts in stocks, bonds, bank deposits, insurance instruments,
annuities and other earnings assets. The Funds will provide an annual report to
each participant showing the dollar value of investments over the last quarter, the
last year and the life of the SAFE Account. The report shall also project how much
each worker will have at retirement if contributions and earnings continue at the
same rate during the remainder of his or her working life. Each Fund shall accept
all eligible workers requesting to join such Fund. The Fund shall charge all partici-
pants a single uniform investment fee as a percent of the investment, not to exceed
0.3% of assets.

Sec. 2564 SOCIAL SECURITY INVESTMENT BOARD

Establishes a Social Security Investment Board which will set the general safety
and soundness parameters of investments held as part of SAFE Accounts but will
be prohibited from requiring or denying the purchase of any specific stock, or in any
way dictating which individual investments are made. The Board will protect the
safety and soundness of SAFE Investment Funds with the power to order compli-
ance and, where appropriate, decertify and shut down any Fund found to be in vio-
lation of Board standards. The Board shall annually provide information on all
qualified Funds to workers. The annual report shall include data on the rate of re-
turn achieved by each SAFE Investment Fund.

The Board will be comprised of the Secretary of the Treasury, the Chairman of
the Federal Reserve Board, the Chairman of the Securities and Exchange Commis-
sion and two outside experts with substantial experience in financial matters, who
will be appointed by the President and confirmed by the Senate. One of the outside
Members will be nominated and confirmed as Chairman.

Sec. 255 SAFE ACCOUNT CONTRIBUTIONS

Workers participating in the investment-based system will initially invest 3 per-
cent of their wages into their individual SAFE Account. The remaining 9.4 percent
of the current 12.4 percent paid in Social Security taxes would continue to be used
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to pay benefits under the current Social Security system. The 3 percent investment
rate will automatically increase in the future as Investment-based Social Security
becomes self-financing. In addition, workers age 35-55 in the year 2000 will invest
an extra 2 percent of their wages to provide additional resources in the critical years
of the transition. The extra 2 percent will not be counted in calculating the worker’s
20 percent bonus, but will be used entirely to fund the benefits they receive from
the existing Social Security system.

An entry on participating workers’ paycheck stubs will show exactly how much
money was invested in their SAFE Accounts for that pay period. The payment into
the workers’ designated account will be made directly from the Social Security Ad-
ministration at least once a quarter. The Board is empowered to require that invest-
]rone?ts zﬁe made on a more timely basis if more frequent investment is deemed to

e feasible.

Sec. 256 SOCIAL SECURITY SAVINGS ANNUITIES FOR ELIGIBLE RETIREES
(SAFER ANNUITIES)

Upon retirement, a worker participating in investment-based Social Security will
use the funds in his SAFE Account to purchase a Savings Annuity For Eligible Re-
tirees or SAFER Annuity. Under the investment-based system, the SAFER Annuity
will be guaranteed for life and supplemented by the Social Security system if it does
not produce a retirement benefit at least equal to a) 100 percent of the benefits
promised under the current system plus b) a bonus equal to 20 percent of the pay-
ments from the SAFER Annuity. This benefit will be fully protected against infla-
tion. Each SAFER Annuity Fund must accept all eligible retirees requesting to join
such Fund. SAFER Annuity Funds shall charge all participants a single uniform in-
vestment fee, not to exceed 0.3 percent, and shall provide each worker of a par-
ticular age the same monthly benefit relative to the size of their SAFE Account, re-
gardless of sex, race, health status, etc.

Early Retirement Option.—Workers can retire at any age and draw their Invest-
ment-Based Social Security benefits once they have built up a SAFE Account large
enough to fund a SAFER Annuity equal to at least 120 percent of the Social Secu-
rity benefit promised at the early retirement age and fund any survivor, spousal or
other benefits that might be triggered by their retirement.

Unrestricted Right to Use Remaining SAFE Account Assets.—Workers who have
built up enough funds in their SAFE Account to finance more than 120 percent of
the benefits promised under Social Security and fund any other benefits their family
might receive under the current Social Security system may use any remaining
SAFE Account funds as they see fit.

Bequests.—If a worker dies prior to retirement, the worker’s SAFE Account,
minus the present value of benefits promised to the surviving family members
under the current Social Security system, will become part of the worker’s estate.

Sec. 257 MONEY BACK GUARANTEE

Upon retirement, any worker may choose to opt out of the Investment-Based sys-
tem and instead receive 100 percent of the benefits he would have received had he
stayed in the current Social Security system. Those opting for this money back guar-
antee will receive monthly benefit checks directly from Social Security. Workers who
opt upon retirement to return to the existing Social Security system will forfeit all
their SAFE Account assets directly to the Social Security Administration to be de-
posited into the Social Security Trust Fund.

Sec. 2568 GUARANTEE OF PROMISED BENEFITS

A worker whose SAFE Account is not sufficient to purchase a SAFER Annuity
which will pay a monthly benefit equal to that promised under the current system
plus a bonus of 20 percent of any payments from their SAFER Annuity will receive
a supplemental payment from the Social Security Administration. Because this
guarantee is based on the inflation-adjusted benefit a worker is promised under the
current system, the guarantee fully covers the effects of inflation.

Sec. 2569 INVESTMENT RATE INCREASES

Social Security Surplus Investment.—In any year the Social Security Investment
Board certifies that the annual Social Security surplus is greater than the amount
needed to finance the 3 percent investment rate (and the temporary 2 percent addi-
tional investment to help cover the transition), the Board shall automatically in-
crease the investment rate in increments of %10 of 1 percent, up to a maximum of
8 percent. If, in any year, the annual Social Security surplus is less than the
amount needed to fund the 3 percent investment rate, the Social Security Commis-
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sioner shall redeem assets of the Trust Fund to ensure that benefits are fully paid
and that the investment rate shall never drop below 3 percent.

Social Security Reserve.—The Social Security Investment Board shall ensure that
a suitable reserve is maintained in the OASDI Trust Funds.

Sec. 260 TAX TREATMENT OF INVESTMENT BASED SOCIAL SECURITY

SAFE Accounts and SAFER Annuities will build up tax-free until withdrawal. At
retirement, payments from a SAFER Annuity up to 120 percent of benefits promised
by the current system will be taxed in the same manner as Social Security benefits.
Any additional payment, or any lump sum withdrawal, would be taxed as any annu-
ity payment would be taxed under the Internal Revenue Code. The amount of SAFE
Account contributions must be shown on a worker's W-2 as well as the worker’s
payroll receipt.

SEC. 4—PAYROLL TAX REDUCTION RESULTING FROM INVESTMENT-BASED
SOCIAL SECURITY

After the investment rate has risen to 8 percent and the necessary portion of the
remaining payroll tax is dedicated to fully fund disability insurance, the payroll tax
rate shall drop from 12.4 percent to 8 percent plus the rate required to fund dis-
ability insurance.

SEC. 5—FINANCING OF INVESTMENT-BASED SOCIAL SECURITY

Recapture of Federal Corporate Income Taxes Arising from SAFE Account and
SAFER Annuity Investments.—The Secretary of Treasury, in consultation with the
Social Security Investment Board, will annually estimate the amount of corporate
income tax revenues that can be attributed to the contributions and accumulated
capital buildup in the SAFE Accounts and SAFER Annuities. Within 3 months after
the end of each fiscal year, the Secretary of Treasury shall transfer to the OASDI
Trust Funds the amount of federal corporate income taxes attributable to the assets
held in SAFE Accounts or SAFER Annuities.

In calculating the recapture rate during 2000 and 2001, the Secretary of Treasury
shall assume that 80 percent of the total SAFE Account and SAFER Annuity assets
are net additions to national investment, that 10 percent of that amount will be in-
vested abroad and not subject to federal taxes, and that 5 percent will be invested
domestically but outside the corporate sector. Thus 68.4% of the profits from SAFE
Account and SAFER Annuity assets shall be assumed to be net additions to taxable
corporate income, resulting in an effective tax rate of 23.9% which will be credited
to Social Security.

Dedication of Part B Savings to Social Security Trust Fund.—Any other savings
resulting from Investment-Based Social Security that flow to the federal govern-
ment, including increased revenues resulting from federal taxation of SAFER Annu-
ity bonuses and excess SAFE Account distributions, shall be credited to the OASDI
Trust Funds.

Dedication of Budget Surplus to Saving Social Security.—Each quarter beginning
in the year 2000, the Secretary of Treasury shall reimburse the OASDI Trust Funds
from the unified budget surplus an amount equal to the actual investments made
in SAFE Accounts in that quarter. This reimbursement will be permanently reduced
in any year that a reduction can be made without creating a future cash shortfall
in OASDI, until the reimbursement is eventually eliminated. To ensure that these
budget surpluses materialize, the discretionary spending caps in place under current
law are extended through 2009.
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- Investment-Based Social Security

Combining the Best of Both Worlds

Private Investment & Social Security

The Gaps in
Social Security &
Medicare can't be
bridged with even
the most exireme

options.
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Compound interest
is the most powerful force in Universe
-- Albert Einstein

Expected annual Social Security benefits Tor an average income worker who is
0-years old in 2000 as compared to annual payments from conservatively investing
the same Social Security taxes in a 6040 mix of stocks and bonds yielding & 5.5% real
rate of return, a8 expressed inreal 1998 dollars.

$64,006

+796%

Chairman ARCHER. Thank you, Senator.

Mr. Shaw.

Mr. SHAW. Senator Gramm, thank you for a very fine presen-
tation and a plan that I think is definitely worthy of this Commit-
tee’s consideration. Interestingly enough, it was only about an hour
and a half ago that I asked Kim, our Staff Director on the Social
Security Subcommittee, to look into the possibility of what effect it
would be of putting different percentages into different age groups
in order to try to eliminate or certainly lessen the tax burden
which I think all of these plans are going to call for in about the
year 2015 to about 2030. And I think you could almost all but
eliminate it, and it would certainly increase the amount of the So-
cial Security surplus that we would be using for exactly what it
should be used for and that is investment into the Social Security
accounts that would be individually held by the American workers.

I also want to compliment you for very much for—and I believe
your plan, similar to the Archer-Shaw plan, also has an inheritable
feature

Senator GRAMM. Yes, it does.

Mr. SHAW [continuing]. For workers that don’t retire, and I think
that is one of the great things about your plan, our plan, and sev-
eral of the other plans that use the individual retirement accounts.
So many of the American workers today—particularly minorities
who go into the work force earlier, die younger, and so many of
them really never get to enjoy the moneys that have been put aside
for them—can’t leave it to their family, and they simply lose it.
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When Social Security was first put into law some 60 plus years
ago, the average age span, I think, was 62 years, and retirement
was at 65, and you had so many workers for each retiree, far ex-
ceeding what it is today, so the plan worked very well as a pyramid
scheme, but that pyramid has certainly narrowed now, and I don’t
think that anybody would come up with the blueprint we have
today for what we have as to workers per retiree. We are enjoying
longer life, and we have got to have greater return on our invest-
ment and continue to receive the benefits.

I also think that it is never going to happen that this Congress
is going to decrease the benefits. I certainly wouldn’t support that,
and I think particularly when you have a plan, such as yours and
such as ours, that doesn’t do that. Why do that? I can remember
back in the years when I was mayor of Ft. Lauderdale. You sum-
marily think, “Well, we are going to have to just raise our water
bill a lot.” But when you have people coming in and talking about
“That is a loaf of bread for me,” at that time you really think,
“Geez, there are really people out there that they have got every
dime of this spent,” and the idea of saying that we are going to
take away from our mothers and fathers, even a dime, that is a
very significant cut to a great deal of our population. And when we
can come up with a plan, too, that will give the disadvantaged in
our country an opportunity to accumulate some wealth; that they
can look at something that is theirs; that they can participate in
ownership and the great capitalistic system that we have today, it
would be a shame to walk away from that opportunity.

Senator GRAMM. Well, Mr. Shaw, let me say this: that Social Se-
curity is probably the only program in America that redistributes
wealth from minorities to whites, and it does it really for two rea-
sons. Number one, minorities tend to start working sooner and
since, under our system, nothing you pay into the system until you
are 30 years old counts toward your benefit, all of that early work
is for all practical purposes lost for them. Whereas, under your
plan with the Chairman, under my plan, and under every other in-
vestment plan, early work pays big dividends, because you get the
compound interest. The second thing is, is the expected lifespan,
and by having a death benefit, under my plan and under yours, if
you die before you draw out your account, it goes to your survivor,
so it becomes a wealth source.

The final point I would like to make is we currently are pro-
jecting a $1.78 billion surplus in Social Security. The only way you
can convert that money we have now into money we will need later
to pay Social Security benefits is to invest it. Now, having one part
of government lend it to another part of government in no way
makes it available when we need it, because the part of govern-
ment that borrows it has got to raise taxes or cut spending to pay
it back, and so you are just as well off without it than you are with
it, but if you can make a real investment, that is how working peo-
ple every day, through IRAs and 401(k)s, solve this problem. They
have got income when they are working; they are not going to have
as much income when they retire, so they put money into IRAs,
they put money into 401(k)s, and they convert current income into
wealth which pays them in retirement—same principle.

Chairman ARCHER. The gentleman’s time has expired.
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Mr. Matsui.

Mr. MAaTsul. Thank you, Mr. Chairman.

Thank you very much, Senator. I appreciate the fact that you
have waited about an hour and a half; I know your time is valu-
able, as well.

You ultimately divert about 5 percent of the payroll taxes to the
safe accounts, the individual accounts. Is that my understanding?
Once you get beyond 2000——

Senator GRAMM. Well, what we do is the following thing: we take
the surplus that belongs to Social Security, and we give it to Social
Security, and we allow individuals to make the decision as to which
money manager to go with and to make the money. So, what we
do, everybody gets the chance to do 3 percent. Anybody can stay
in the current system; nobody is forced——

Mr. MATSUL I understand that, but you are diverting the money
to individual accounts or safe accounts.

Senator GRAMM. Yes.

Mr. MATSUI. And knowing that there is an unfunded part of the
Social Security system given the 12.4 percent, 14.4 percent dif-
ferential, you make up the unfunded part of this over the 75 years
by putting more general revenues into the fund in order to make
up for the loss of revenues because of the 5 percent.

Senator GRAMM. We have a simple formula and it is the Social
Security surplus belongs to Social Security. If there is not a general
surplus—in other words, if our actual budget surplus is less than
the Social Security surplus, then all of the budget surplus belongs
to Social Security. But using our current projections under that for-
mula, we can fund the plan because it becomes self-sustaining by
2039, and in fact when the first baby boomer retires, the invest-
ments they will have made fund 10 percent of their Social Security
benefits. The last baby boomer, when he retires 20 years later, it
funds 50 percent of his benefits.

Mr. MATSsUL You will recall in 1981 when we had Dave Stock-
man testify before this Committee—you were on the Budget Com-
mittee at that time in the House—he talked about a rosy scenario,
and it is my understanding that you do make a projection of in-
creased revenues into the Treasury based upon the fact that this
system will generate additional revenues. In other words, it kind
of generates on its own. Is that correct?

Senator GRAMM. No, that is not right.

Mr. MATSUI Because that is the understanding I have. Now, we
will have to look at the actuarial report——

Senator GRAMM. All of this has been scored by the actuaries as
working, and let me explain what we do. Currently, the

Mr. MaTtsul. What happens when the surplus is dissipated, the
general fund surplus? Because, obviously, you are going into the
general fund surplus in order to deal with the unfunded part of
this program, particularly if you take the 5 percent and put it in
individual investments. I am not suggesting it is being squandered;
it is just going someplace else. How do you make up that additional
unfunded part of the system?

Senator GRAMM. Well, there isn’t an additional unfunded part of
the system. If you take the entire $1.780 billion that currently is
being projected in our budget and you make these investments so
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that by the end of that period 10 percent of all Social Security ben-
efits for people retiring in that year are being funded by the invest-
ments they made and 20 years later that is grown to 50 percent.
What we are currently showing is this huge deficit in Social Secu-
rity we are able over time to turn around, and I think the point
I am making, which is a fairly substantial point, and that is if you
are willing to take now the surplus that belongs to Social Security
and invest it in Social Security, we can make the system perma-
nently solvent.

Mr. MATSUL. Well, I still don’t follow. We were told by Secretary
Rubin a few months ago that there is an $8.5 trillion unfunded
part of the Social Security system, because it is a PAY-GO system
rather than a funded

Senator GRAMM. I think that is about a correct estimate.

Mr. MATSUL 1 believe that, as well. Now, obviously, you don’t
take the entire $8.5 trillion; it is 5 percent of 12.4 percent. Now,
how do you make that up? It is about $3 trillion.

Senator GRAMM. Let me explain. Here is exactly how we make
it up. When I make investments during this transition period,
those investments belong to me, but in making up for what I would
have gotten had I stayed in the old system, in essence, about 80
percent of the benefits of private investment during the transition
period go not to the investor but go to fill up the hole in the current
system. That is where the money comes from.

So, what are the benefits? The benefit is to my children. They
don’t cut their papa’s Social Security. Two, we don’t raise their pay-
roll tax. They are 20 percent better off than they would have been
instead of 7 times better off than they would have been, but their
grandchildren—my grandchildren, their children, will get the full
benefit of the investment system.

Mr. MATSUL. Well, I will have to do a little more review of this,
because I still haven’t been able to follow how you make this sys-
tem work.

Senator GRAMM. Well, the way we—Ilet me try it one more time,
because it is a very important question. What we do, every dollar
that I pay for my Social Security benefits out of my investments,
the Social Security system saves 80 cents.

Mr. MATSUIL. Well, I am not too sure. Let me look at it. I am
sorry, my time has run out. I really want to——

Chairman ARCHER. I am too. The gentleman’s probe is a very
constructive one, and the Chair, if you can complete it in another
minute or two——

Mr. MATsUL I appreciate that. I think we have probably reached
a point where we might not be able to, and I will, perhaps, talk
to the Senator. I appreciate this, Mr. Chairman; you were kind to
offer me that time.

Chairman ARCHER. OK, Mrs. Johnson.

Mrs. JOHNSON of Connecticut. My questions go to the same issue.

Right now, more money is coming into Social Security than it
costs to support current retirees. So, every year, we have a surplus
in our FICA tax fund. Now, discounting past surpluses, which are
already invested in Treasury bonds, and, as you say, there is sort
of nothing there. I mean, if we pay back those bonds, it is from cur-
rent spending or new tax revenues or surplus revenues. But, each
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year, there is this new money that comes in, and so what I hear
you saying is that the surplus income the first year of this plan
would be part of what would help substitute for the 2 percent that
people are diverting.

Senator GRAMM. Yes, what I am saying is, next year, the Social
Security surplus is going to be $138 billion. We are projecting

Mrs. JOHNSON of Connecticut. Now, is that over and above
the——

Senator GRAMM. That is over and above the cost of paying bene-
fits.

Mrs. JOHNSON of Connecticut. OK.

Senator GRAMM. Now, a 2 percent investment would cost in that
first year—remember, we are on a calendar year and not a fiscal
year, so it is only 9 months the first year—would cost $57 billion;
a 3 percent investment would cost $85 billion, and if you did the
2 percent kicker for this age between 35 and 55, these are the peo-
ple that are going to retire right in the middle of the baby boom
generation

Mrs. JOHNSON of Connecticut. So, basically, in the early years,
the surplus funds are able to pay for the diversion.

Senator GRAMM. That is right.

Mrs. JOHNSON of Connecticut. Now, at what point are the sur-
plus funds no longer able to pay for the diversion? At what point
does the retired population grow to such a point that we can’t fund
that?

Senator GRAMM. Well, it depends on your level of investment.
What I think is interesting about the proposal that I am talking
about here today—and I have got it all written out, and you can
look at it—but what is interesting about it is by doing the 3 per-
cent for everybody and the 2 percent as long as the money is avail-
able with the surplus for these people that are between 35 and 55,
we change Social Security so much by the investments paying ben-
efits that Social Security never goes broke.

Mrs. JOHNSON of Connecticut. So, in other words, the amount of
money being drawn out for future retirees declines because of the
benefits from the investments.

Senator GRAMM. Exactly. And the numbers I used were the first
baby boomer—if we could implement the plan I am talking about—
the first baby boomer that retired in 2013 would get 10 percent of
their benefits from the investments they made—and that is perma-
nent funding—so the government would only have to pay 90 per-
cent of it, but by the time the last baby boomer retires 20 years
later, that baby boomer would be getting 50 percent, on average,
of their benefits from their investments, so we would only have to
be paying half of it out of Social Security. Hence, this projected def-
icit in Social Security goes away.

Mrs. JOHNSON of Connecticut. That is very helpful. Now, just two
questions. Is this voluntary?

Senator GRAMM. Yes. Under this plan, you would have an oppor-
tunity to join the new system or not join the new system.

Mrs. JOHNSON of Connecticut. OK. Now, second

Senator GRAMM. Now, the truth is everybody would join the new
system.
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Mrs. JOHNSON of Connecticut. Now, do people over 55 have the
same options?

Senator GRAMM. Yes. The people over 65 don’t.

Mrs. JOHNSON of Connecticut. Don’t. And if you join this and
your fund creates—I mean, there will come a time when the com-
bination of the old Social Security system and these new funds will
create actually a higher benefit.

Senator GRAMM. That is right.

Mrs. JOHNSON of Connecticut. Now, I assume that your plan does
not speak to whether that would go to lower taxes or higher bene-
fits, but at some point in the future, we would make that decision
or does your plan make that decision?

Senator GRAMM. No, it is made—basically, a 22-year old could
expect upon retirement, based on the historic rates of return we
have had, about 22 percent more than they would get under the
current system, but they are guaranteed never to get less than
they get under the current system.

Mrs. JOHNSON of Connecticut. So, under your plan, any increase
in benefits provided by the dual system would automatically go to
the recipient and the expectation is that the benefits would be
higher.

Senator GRAMM. That is right.

Mrs. JOHNSON of Connecticut. Thank you.

Senator GRAMM. But they always have the guarantee of the cur-
rent system.

Mrs. JOHNSON of Connecticut. So, it is voluntary. They have the
guarantee of the current system, but they have the possibility of
really higher returns, and we have the possibility of eliminating an
extraordinary unfunded liability through something we are capable
of currently funding. Thank you very much.

Senator GRAMM. Well, we have the ability to take this $1.78 tril-
lion that we have now—no one disputes that it exists—and turn it
into an investment that can solve the Social Security problem. That
is a lot of money; it is a tremendous investment, but I think it—
the money belongs to Social Security and when you look at the al-
ternatives, it is obviously the thing we should do.

Mrs. JOHNSON of Connecticut. Impressive. Thank you very much,
Senator.

Chairman ARCHER. Mr. Coyne.

Mr. CoyYNE. Thank you, Mr. Chairman.

Senator, many other countries that have gone to individual ac-
counts have had trouble with fraud and very, very high administra-
tive costs with individual accounts. Do you have any advice of how
we could avoid that, if you go to individual accounts to avoid the
fraud and the administrative costs?

Senator GRAMM. Yes, it is something that we have looked at very
closely, and let me just make two points. First of all, none of the
countries that have gone to an investment system, even the ones
that I believe have made a mistake by allowing direct selling and
other things, would choose to go back. In other words, even with
what are being called excessively high loads, as an investment
broker would call it, but fees, as we call it, it still turns out to be
a remarkable improvement over the current system.
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Now, here is how we deal with it. We don’t want people going
door-to-door or using the telephone trying to sell, so we set a cap
on the fee at 30 basis points, so no one can charge higher than
that, and we have looked at this; we have talked to TIAA-CREF;
we have looked at Thrift Savings Plans—TIAA-CREF is a college
teacher retirement. We have looked at a lot of plans, and, basically,
what that will do is produce intensive competition, but, basically,
competition where during this once a year when you have the
chance to change plans, that you will get in the mail your options.
Nobody for that fee would be able to hire somebody to come knock
on your door. And in Britain, basically what happened is by not
setting a cap on the fee, they created the incentive for people to
churn people, to get them to move from one plan to another, and
I think it was wasteful, and it was unnecessary, and I think we
have learned from it, but it is important to remember even with
the churning that the average worker in Great Britain is better off,
but they could have been much better off had they set a cap on it
to try to eliminate direct selling, which is basically what we have
done.

Mr. CoYNE. Thank you.

Chairman ARCHER. Mr. McCrery.

Mr. McCRrERY. Thank you, Mr. Chairman.

Senator Gramm, I want to commend you for coming up with
what appears to be a very solid plan for saving and improving So-
cial Security.

I have read the letter from the chief actuary, and I don’t find in
his letter—perhaps, you can tell me—what rate of participation in
the voluntary plan does he assume in making his projection?

Senator GRAMM. He assumes 100 percent. Now, in the early
years, it would actually be easier if fewer people participated, but
you have got to remember, we guarantee that you can never be
worse off than you were under the old plan. We don’t take any ben-
efit away, and so it is all upside, no downside. So, the assumption
is that within 2 years, that for all practical purposes, everybody
will opt-in to the new system.

Now, what will happen is that you don’t go into the new system
unless you choose a money manager to manage your funds from
those that are licensed based on meeting the highest standards. So,
what will happen is you will get one person who doesn’t know how
to choose; they will go home to visit their mamma; their brother
is there who is a know-it-all, and he will say, “Well, how are you
doing on your investments?” And he will get his thing from Pru-
dential and show how he is doing, and you will say “Well, I haven’t
decided who I am going to go with yet,” and you won’t say so at
the time, but you will go back home and sign up with Prudential.
But over a 2-year period, it is our assumption that everybody will
opt-in to the new system.

Mr. McCRERY. Well, I think that is a flaw in your plan, frankly.
I think that is a very optimistic assumption, but——

Senator GRAMM. Well, they don’t stand to lose anything. They
have got the same government guaranteeing the benefit, so we as-
sume over time that they will make that option. If they don’t, it
is much cheaper on the front end; it doesn’t save quite as much on
the back end.
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Mr. McCRERY. I know it is not a direct analogy but a 401(k) plan
is very attractive too, and we have a miserably low rate of partici-
pation in 401(k) plans. It is a lot better now than it was 5 years
ago, but it is taking a long time for it to sink in to many, many
workers in this country that it is to their advantage to invest in
a 401(k). Even with their employer matching, we still have a low
rate of participation.

Senator GRAMM. Well, but, remember, imagine if you had a man-
datory government 401(k) where the government invested it in gov-
ernment bonds and you had the option to opt-out of it. That is the
comparable comparison.

Mr. McCRERY. If everyone were educated in the facts sur-
rounding that, I agree with you, but that is not the case in our soci-
ety today, and I just think that is an overly optimistic assumption.
So, I would like to see, Mr. Chairman, the actuaries give us some
projections based on lower rates of participation, so we could
get

Senator GRAMM. They could certainly do that.

Mr. McCRERY. Yes. Your proposal includes a recapture of cor-
porate tax, and I have to admit I have not read your plan, and so
I don’t understand that. Can you explain that?

Senator GRAMM. OK, let me explain it. For the last 75 years in
America, the rate of return on 60 percent stocks and 40 percent
bonds has been 8.5 percent, but no investor ever saw that rate of
return, because the Federal Government took 2 percentage points
off the top in corporate income taxes; State and local government
took 1 percentage point in State corporate income taxes and State
and local property taxes. So, that the rate of return we are using
here is an after tax rate return of 5.5 percent, and then we take
off the load reducing that down—that is the management fee—re-
ducing that down further. All we are doing here is simply setting
up a procedure whereby at the end of the tax year when all cor-
porate incomes taxes have been collected, that we have the Treas-
ury remit to the Social Security system the amount of taxes they
have collected on the investments that have been made in Social
Security investments. So, this is not a new tax; it is simply reve-
nues that the government is getting because of these investments
being made. No one could ever earn 5.5 percent if 8.5 percent
weren’t being paid pretaxes. So, it is confusing, but that is where
it comes from.

Mr. McCRERY. Well, is that then deposited into the Social Secu-
rity Trust Fund?

Senator GRAMM. That goes to the Social Security system to help
pay for benefits.

Mr. McCRERY. Yes, which is then used to either pay benefits or
finance the accounts.

Senator GRAMM. Well, no, it doesn’t go—it goes to pay benefits.
It goes to pay—we raise the minimum benefit in the plan, and it
is one of the things that funds it. We would like to make these in-
vestments tax-free, because there is no reason that we should be
taxing Social Security investments, but we don’t know how to do
that, so the best we could come up with that would end up being
scored is to try to recapture it based on an estimate when you have
already collected the taxes; you know what the total level of invest-
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ment in the economy was; you know how much Social Security is
invested, and you just use a simple formula assuming a certain
amount of leakage and a certain amount being invested abroad,
and that has to rise over time, because if you actually make these
investments for the first 30 years, they don’t make that much dif-
ference, but after that, they get big enough that they start meaning
that either the rate of return is going to decline or you are going
to invest more abroad or both, and we assume both those things.

Mr. McCRERY. Have you, yet, had your plan scored with respect
to the unified—the effect on the unified budget surplus?

Senator GRAMM. The effect on what?

Mr. McCRERY. The unified budget surplus.

Senator GRAMM. Yes, it has been scored based on the unified
budget surplus, yes.

Mr. McCRERY. No, I mean, do you have a table showing us the
outyear effects on the unified budget surplus?

Senator GRAMM. The actuaries at Social Security have shown the
Social Security surplus, the non-Social Security surplus, so you can
calculate the two. I can get that to you.

Mr. McCRrERY. OK, thank you.

Chairman ARCHER. Mr. Doggett.

Mr. DOGGETT. Thank you. I wanted to focus in on the disability
aspect of your plan. I noticed that you have people going into a new
cooperative disability insurance system. How will that work?

Senator GRAMM. Well, I don’t do it in the first bill, Lloyd. What
I do is simply set aside 2 percentage points for disability. So, we
would continue to fund the current system under the bill that I
have introduced. What I would like to do over time is to set up a
self-contained disability program that would be funded the way we
would fund Social Security, and it would basically be you would set
up a board that would have the Secretary of Labor, the Secretary
of the Treasury; you would have three outside members, one of
whom would be chairman, and you have them enter into contracts
with private companies to do it. You wouldn’t have to do it; it is
not essential to plan, but part of our problem in disability, which
is an excruciating painful problem, is that while mortality and mor-
bidity rates have fallen, while on-the-job injuries have fallen, dis-
ability rates have skyrocketed.

Mr. DOGGETT. So, your goal is to have a disability insurance plan
that is basically managed by private companies on contract?

Senator GRAMM. Well, it would be managed by the government,
but we would, in essence, buy private insurance that the govern-
ment would guarantee. In the long run, I would like to do that, and
the reason is to get the definition of disability out of the hands of
politicians, because what we have done on a bipartisan basis, I
might add, for the last 30 years, is we have constantly lowered the
threshold for disability, and so while all outward measures of dis-
ability in the economy have gone down, our number of people who
are, quote, “disabled” has gone through the ceiling, and in Europe,
60 percent of people over 60 are disabled.

Mr. DOGGETT. So, the goal would be to let the private companies
define disability

Senator GRAMM. Well, the goal would be to define it once and to
quit changing it, so people would know what they are buying into.
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It is not essential to the plan. The way the plan is written you still
have got 2 percentage points going to pay for disability. You could
fund the current disability program.

Mr. DOGGETT. As you are well aware, I think you got some atten-
tion in today’s National Journal of Congress Daily on it. There is
a plan up this year to try to reduce those Social Security disability
roles by encouraging people to return to work so they can maintain
their health insurance, and you are credited with stopping that
plan in the Senate. As I understand, you support the plan; it is the
way it is funded that you question?

Senator GRAMM. Yes, basically, we have a proposal in the Senate
that would allow people to go back to work and keep Medicare and
Medicaid. I think it is a well-drafted proposal. We have made a lot
of changes in it. The problem is rather than coming up with a sav-
ings to pay for it, we have, in essence, raised taxes to pay for it,
and I am afraid in the midst of busting the budget caps on discre-
tionary spending, if we set the precedent for raising taxes to ex-
pand a benefit, any benefit, create a new entitlement program, any
entitlement program, that we are just opening the flood gates. So,
what we are trying to do in the Finance Committee is to come up
with a savings to pay for it, and I think we will do it. I think it
will become law.

Mr. DOGGETT. I hope you are able to accomplish that. Thank you.

Senator GRAMM. Thank you, Lloyd.

Chairman ARCHER. Senator, we do have a couple of other ques-
tioners, but I want to alert the Members of the Committee that it
is the Chair’s intention to not break for lunch, and any Members
who wish to go out and grab a sandwich on their own should do
so and then return as quickly as they want to participate in the
hearings.

Mr. Herger.

Mr. HERGER. Thank you, Mr. Chairman.

Senator, I want to thank you. This is very exciting. We have, for
so many years and certainly months, recently, all we hear about is
how Social Security is going bankrupt; how we are not going to
have enough money; how we are basically mortgaging the lives of
our children and grandchildren. So, to hear something exciting,
particularly this concept of compound interest and, as you men-
tioned, Einstein saying the most powerful concept in your graph,
is really very intriguing.

I would like to understand a bit, if I could, maybe talk a little
bit about the individual accounts and how they relate with some
of the other plans, and I would like to, if I could, maybe ask several
questions. I think you have already mentioned this, but with com-
parison with others, is your account voluntary or mandatory? I be-
lieve you mentioned it is voluntary.

Senator GRAMM. Yes. Let me just do the accounts, and then—I
will forget them by the time you get to the bottom of your list.

Mr. HERGER. Well, I will ask them one at a time.

Senator GRAMM. How basically it works is, is that we allow peo-
ple to opt-in to the system. Companies that want to manage funds
submit their credentials to a new Social Security Investment Board
that would be made up of the Chairman of the Federal Reserve
Bank, the Secretary of the Treasury, the head of the SEC, and two
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outside members that are financial experts, one of whom would be
chairman. They would be appointed—the outside members would
be appointed by the President and confirmed by the Senate. They
will look at all these groups that want to manage Social Security
money, and based on the highest standards of safety and sound-
ness, they will certify or qualify plans. Then any worker can choose
from among the qualified plans to manage their money. Once they
have chosen a plan, they don’t exercise any decisionmaking over
the investment, itself. By choosing the plan, they, in essence,
choose the investment strategy.

Now, we also set, by law, for safety and soundness, for the first
3 years, no more than 60 percent in stock; no more than 3 percent
in any one stock, but this would be chosen by the money manager.
After 3 years, we let the Board, subject to safety and soundness,
set these parameters for workers. That is basically how it would
work.

The second question was what? I knew I would forget, and I did.

Mr. HERGER. Well, how would these accounts be used to support
Social Security benefits and retirement?

Senator GRAMM. OK, how they would be used is, when you retire,
you take your safe accounts, as we call them, and you convert those
into a variable annuity, and the variable annuity pays you an
amount per month, and then if that is less than you would have
gotten under Social Security, the Social Security Administration
makes up the difference. If it is more than you would have gotten
under Social Security, it all belongs to you, and during the transi-
tion, it will be less, and we structure it so during the transition you
will always get to keep 20 percent of the investment value above
the amount that Social Security would have replaced. So, during
the transition, you always are at least 20 percent better off based
on the investment you made. Once we are fully into the system, the
investments belong to you.

Mr. HERGER. They belong to you. Would there be something you
1coul;l leave to your heirs, say, if you died somewhere along the
ine?

Senator GRAMM. Yes, if you die before you convert to the variable
annuity—because, remember, an annuity is a combination of insur-
ance and investment, and part of what the company is betting on—
you are betting you are going to live; they are betting you are not
going to live, in essence, and some people are going to live longer
than they expect; some, a shorter period of time—but before you re-
tire, if you die, your entire investment goes to your family.

Mr. HERGER. Somewhat of a built-in life insurance policy, if you
will. And did you also mention that—let us say we do have a down-
turn in the economy, which we have had; you have mentioned we
have went through a depression even though we have averaged 8.5
percent, there are those downtimes—you mentioned that there
would be minimum amount that would be guaranteed to these peo-
ple—

Senator GRAMM. We guarantee the amount that Social Security
would have paid anyway. Let me give you a numerical example. I
think that we are assuming by 2020 that we would have $7 trillion
invested in these accounts. But let us say that we had the equiva-
lent of the Great Depression, and we had only $5 trillion in these
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accounts. Are we better off with $5 trillion or zero? Under the cur-
rent system, we got nothing. Under this system, you would have
$5 trillion under the worst of circumstances; $7 trillion under what
we expect to be the norm; maybe $9 trillion under the best of cir-
cumstances, but the point is you would have had nothing under the
old system, and you still got $5 trillion, so the government would
have to make up the difference, but they would have had to pay
the entire benefit under the old system.

Mr. HERGER. But, again—I understand, but, again, just to make
it clearer, those who are retiring are, at minimum, guaranteed
what they would have been receiving anyway under Social Secu-
rity. Is that not

Senator GRAMM. Yes, no one would ever get less under this plan
than they would have gotten under the old system.

Mr. HERGER. So, it would almost seem—anyway, it sounds very
positive. I thank you very much, Senator.

Senator GRAMM. Thank you.

Chairman ARCHER. Mr. Foley.

Mr. FoLEY. Thank you very much, and, Senator, thank you for
joining us today and for any Member willing to talk about Social
Security, I applaud them.

The concern I get, though, when we talk about these plans, there
is a lot of conversation about guarantees. We will guarantee you at
least current recipients will have the same as they would have had
they stayed in the system. There doesn’t seem to be an investment
on Earth, though, that I can find that makes that promise, because
everything has speculative risk. If you bought Amazon.com at $3,
today, you are thrilled. If you bought it at $247, you may not be
as happy today, and you are going to have those ups and downs.
What is the mechanism by which we ensure these accounts in the
event you have a hedge fund that collapses where you had signifi-
cant investment? I know of stories of friends who had all their eggs
in one basket, ESOP plans where they bought the company stock
as their collateral or their equity, and the company went out of
business and left them stranded. How do we, as a U.S. Govern-
ment, ensure these projections go forward; that we have the kind
of returns you anticipate, but also backdrop that with this ironclad
guarantee that you will never get less than what you were prom-
ised today? It seems to be——

Senator GRAMM. Let me explain how it can work. First of all, you
are guaranteed today based on no assets whatsoever. You have got
an ironclad guarantee that we are going to pay benefits in the fu-
ture, and we have no investments; we are getting no rate of return;
we are just simply committing that some future generation is going
to pay that money. So, to the extent that we substitute real
wealth—we really have a system today based on debt, the debt of
future taxpayers. We are beginning the process here in a 39-year
transition to substitute for that a system of wealth. But we main-
tain the guarantee which is that if something does go wrong you
are no worse off than you would have been under the old system.
The government is no worse off financially than it would have been
under the old system. In fact, it is always better off, because you
have got some investments.
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Also, the examples you used were examples where people con-
centrate their investment. We are not going to let people invest
this money with their brother-in-law, because we are guaranteeing
the result. We are going to have an investment board that is going
to set parameters, and it is going to oversee just as the SEC does
the regular market, but with much higher standards, the invest-
ments that are made, and if a company begins to perform poorly,
the board has the ability to force them to change policies or to come
in and shut them down—they never take ownership of the stocks
and bonds—and transfer those accounts to another firm. In fact, in
Australia and in Chile, that has happened on several occasions,
and nobody lost any money in the process.

But the reason you can guarantee it is that we are guaranteeing
it now with no assets with an ironclad guarantee to the extent that
government guarantees are ironclad. We are going to be
supplementing, over time, more and more wealth to take the place
of debt, so it is much easier for us to guarantee what I am guaran-
teeing in this plan as compared to what we are guaranteeing under
current law. That is the point.

Mr. FOLEY. At what age does this plan actually take effect for a
recipient? Is there a guarantee today, currently, that they all stay
in the system?

Senator GRAMM. Yes, you would begin to exercise the choice on
January 1, 2000, and it is a good point I think to end on. Every
day we wait, we are guaranteeing that we are going to cut benefits
and we are going to raise taxes. If we don’t get into this—no matter
whether you choose Chairman Archer’s plan or my plan or
whoever’s plan, time is critical for this money to grow, and if we
don’t get into it in the next couple of years, there is no way that
we can deal with this problem that will not entail tax increases
and benefit cuts. So, timing is critically important, and when the
President, in essence, did this cop-out with the plan he came for-
ward with after having spent 2 years first saying save Social Secu-
rity now or first and then save Social Security now, it really was
a major step toward tax increases and benefit cuts. You can’t wait
4 or 5 years and make this work, anybody’s plan work. Now, you
will be better off doing it 5 years from now than never doing it or
better off doing it 5 rather than 10, but if you want to avoid cutting
benefits or raising taxes, you have got to do it next year.

Mr. FOLEY. Thank you, Senator.

Chairman ARCHER. Senator, thank you for a very cogent presen-
tation. We appreciate your coming and appearing before us.

Senator Moynihan, my apologies for keeping you waiting, and
thank you for your patience and your perseverance, and I would
like to add an even additional amount to that in saying that you
have been a great public servant over the years; made an enormous
contribution to your country. You have asserted an independence
in your beliefs which I think is an enormous credit, and I person-
ally am pleased to count you as a friend, and I have enjoyed work-
ing with you over the years, and I welcome you to the Ways and
Means Committee.

The rule that we are operating under is that we are asking each
witness to limit their testimony to 10 minutes, and the entire writ-
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ten testimony, without objection, will be inserted in the record, and
welcome to the Committee. You may proceed.

STATEMENT OF HON. DANIEL PATRICK MOYNIHAN, A U.S.
SENATOR FROM THE STATE OF NEW YORK

Senator MOYNIHAN. Thank you, Mr. Chairman. I could not be
more grateful for your gracious remarks. I hope you understand
how much I reciprocate them. We have been at this together a long
while and have seen some successes, and I think we may yet, too.

A number of my colleagues on the Senate side will be speaking
later, as has my friend, Senator Gramm, about a larger use of So-
cial Security bringing into the idea of accumulating wealth, a mat-
ter that Senator Kerrey very much feels strongly about, about pro-
viding annuities or providing an estate for people who work all
their lives; profoundly important ideas, new and appropriate I
think to the new century. I am going to speak to a more traditional
Social Security arrangement which simply ensures that the exist-
ing benefits are paid for the next 75 years.

Sir, I have four points and four points only. On the more than
one occasion when a senior member of the President’s staff has
said we are going to have to get to work on Social Security, I have
taken the liberty of producing a 500-page notebook, which I sent
to the White House, with 1 page of text and these four points. At
this moment, I should say to Mr. Herger—who has had to leave for
the moment—the feeling that Social Security is going bankrupt, no,
sir. Social Security is not going bankrupt. In the next 10 years, we
have a surplus in Social Security of more than $1.7 trillion. Now,
there will come a time, but let us be clear about that dimension.

The reason we have that surplus goes back to the legislation we
adopted in 1977, a long time ago. If I had said 1777, it would not
have been much difference in the perspective of Senator Roth and
I who are the only two Members of the Conference Committee still
in the Senate. I don’t know if there are any still from the House.
But, at that point, we took Social Security from the pay-as-you-go
basis that was established in 1935 in the midst of the Depression
to a partially funded basis. That profound change attracted almost
no attention. I was a member of the Conference, a very serious
member. It was my first conference ever. I had no idea we had
done that. If the New York Times reporting on the event knew it,
they chose not to mention it. You will find a few lines about it in
the Conference Committee report, not many. It was basically a de-
cision by the Social Security professionals. And that continues to
be.

We have had that surplus all through the eighties and much of
the nineties. We are now thinking about putting a lockbox that the
House has just proposed—and a very sensible one, if I may say,
particularly if an escape for recession is added—but Social Security
has a surplus.

Chairman ARCHER. Senator, I apologize, but I have got to go
vote, and Congressman Shaw will preside until I can return.

Senator MOYNIHAN. What a pleasure that will be, sir. You do
your duty.

Mr. SHAW [presiding]. Yes, sir. Please proceed.

Senator MOYNIHAN. Thank you, Mr. Chairman.
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The four points, which I mentioned, do provide a Social Security
solvency for 75 years, and this is the situation. As presently con-
structed, we have a 75-year deficit of 2.07. These four points would
reduce the deficit by about 2.2 so that in fact you would have a
small surplus over 75 years. The first point is to reduce the cost
of living adjustment by 1 percentage point. This has aroused a lot
of opposition, but I should say to you, sir, it is a bit presumptuous,
but I don’t know of a prestigious economist in the Nation who does
not think, believe, can demonstrate that the cost of living adjust-
ment overstates inflation. The U.S. Department of Labor, Bureau
of Labor Statistics says so. They have a little pamphlet they put
out called Understanding the Consumer Price Index, and there is
a number of questions, and question number three: Is the CPI,
Consumer Price Index, a cost of living index? And they say, “No,
although it frequently and mistakenly is called a cost of living
index,” and they go on to explain the number of reasons for this,
and if you want to go into them, I can do that for you.

The commission headed by Professor Boskin at Stanford, which
was appointed jointly by Senator Packwood and I about 4 years ago
addressed this question, and very seriously people have been work-
ing with it for 30 years, said that the CPI overstates inflation by
something of between 0.8 and 1.6 percent, and in that range you
will find most such estimates. Alice Rivlin, when she was Director
of the Office of Management and Budget, gave about the same esti-
mate in an internal document that made its way into the public do-
main. Reduce cost of living adjustments. Still use the CPI as we
now do, but just take 1.0 percent off that number.

Second, tax Social Security benefits in the same way as private
pensions, which is to say any part of the benefit that you haven’t
previously paid taxes on, you now pay taxes on. It is just treating
it as a pension, which it is.

Third, extend coverage to all newly hired State and local govern-
ment employees. This is a real anachronism. Back in 1935 when
for the longest while it wasn’t clear that Social Security was con-
stitutional, the Federal Government could not tax a State govern-
ment or a subdivision of a State government. So, State and local
employees are not required to be covered under the statute. Three-
quarters have opted to do so, because it makes sense, but there are
five million persons who don’t pay now. Most of them get Social Se-
curity by working on the side and so forth. Just make it a universal
payment.

And, fourth, a technical point, Mr. Chairman, increase the com-
putation period from 35 to 38 years. That just reflects the fact that
since people live longer, their working lives are longer.

Do those four things, and take up the subject 75 years from now.

Mr. SHAW. Well, you have another minute, but I think it shows
the uniqueness of Senator Moynihan in being able to stop a minute
short, as a Senator, in the amount of time allotted you.

I want to personally congratulate you on your long distinguished
career. We have worked together on welfare reform——

Senator MOYNIHAN. We have, sir.

Mr. SHAW [continuing]. And I know that you sounded the alarm
bell on that back there in the Nixon administration, and you were
so right.



91

Senator MOYNIHAN. Johnson, sir.

Mr. SHAW. Johnson? Well, you came up with some figures during
the Nixon administration also with regard to out-of-wedlock births
and some of the things that were happening, but you certainly are
putting yourself in the forefront of making some very tough stands
with regard to Social Security, and I want to congratulate you for
your involvement.

I would also tell the Members that I know you have another com-
mitment, and I will have to shorten the time for questioning.

Senator MOYNIHAN. Well, I am at your disposal, but you have so
many other witnesses.

Mr. SHAW. OK, thank you.

Mr. Coyne.

Mr. CoYNE. Thank you, Mr. Chairman.

Senator, thank you for your testimony. I have always been won-
dering why we have this cap, $68,000, in paying into Social Secu-
rity. People earn up to $68,000 and then they are taxed for it, and
it is matched by the employer. Is there any good reason why that
should continue to stay on in a time when we are looking to resolve
the problem with Social Security?

Senator MOYNIHAN. If you look to the formulas by which we pay
out benefits eventually, there is a reason for that, sir. You could
argue to expand it. We do extend it from time to time. May I say
that is an issue I would wish we would be careful about, because
we want Social Security to seem an equitable return to everyone,
and if you get to the point where people in the high-income brack-
ets are paying so much more than they are ever going to get back,
you start losing the universal quality which has produced the ex-
traordinary support for this program, although it is a fact and it
bedevils, which is that a majority of nonretired adults in this coun-
try do not think they will get Social Security.

Mr. CoYNE. Thank you.

Senator MOYNIHAN. Thank you, sir.

Mr. SHAW. Thank you.

Mr. Neal.

Mr. NEAL. Thank you, Mr. Chairman.

Senator Moynihan, welcome. It is nice to have you here as al-
ways. 1 tell everybody here that you are as good a dinner com-
panion as you are a witness.

Let me ask you a question. We have had testimony, substantial
testimony, all morning about actuarial tables, about projected
growth rates; and about 2 percent here and 4 percent there. But
based upon your long and distinguished career here and based on
the universal acclaim that Social Security has won, could you
speak for a moment of the importance of community in Social Secu-
rity; how we are all linked together by this New Deal Program?

Senator MOYNIHAN. Well, exactly so, and that was my response
to Mr. Coyne, that we understand that this is an insurance pro-
gram into which everyone pays and everyone gets a return, and
there is no large difference in that return. We do tilt the benefits
to low-income persons, and that has been from the beginning, and
we understand why, but in the main, it is a shared enterprise. I
think we did get a little too confident about it. And the administra-
tors for a long period there had—they knew the system was in good
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shape, and that was enough for them to know, and it took me, oh,
15 years to get the Social Security Administration to start sending
out on an annual basis the personal earnings and benefit state-
ment so that from the time you are 18 and have your first job, you
know that Social Security knows your name, your number, and is
recording your contributions. They just didn’t want to do that, and
it wasn’t necessary, they thought. The next thing, they looked up,
and there was this lack of confidence in the system.

We also had to restore the Social Security Administration to its
independent status. It began as such, then got jumbled up in New
Deal agencies and then the Hoover Commission, and the next thing
you know in the 1994 Congressional Directory, there were more
than 200 names between the Secretary of Health and Human Serv-
ices and the Commissioner of Social Security; it was way down
there. We passed a bill which recreated an independent agency
with a fixed 6-year term for the Commissioner.

But, yes, I think the more we let people know, “We know you are
there; your money is safe; you are going to get it,” that sense of
community will return. It has in fact eroded somewhat.

Mr. NEAL. Thank you. And based upon your long career, would
you deem Social Security to be the great legislative accomplish-
ment of this century?

Senator MOYNIHAN. Yes, yes. I mean, it took life from being per-
ilous and solitary, nasty, brutish, and short for all too many people
into making us a community in which we could live together, live
longer, be better—I think we are better. I knew Francis Perkins,
and let me tell you, that was a great woman.

Mr. NEAL. Thank you, and Hobbs would like your quote. Thank
you.

Mr. SHAW. I would like to add to that on what you just said, Sen-
ator, that it is not only one of the great legislative accomplish-
ments, it is also the greatest antipoverty program ever devised by
Congress, and it certainly must be preserved.

Senator MOYNIHAN. You get money, you get income, if you work.

Mr. SHAW. All for the right reasons; yes, sir.

One further question that I have and then I will yield to Mr.
Rangel. In your plan, you have a component, a voluntary compo-
nent, as to individual savings accounts. Do you think that this
would be possible to pass the House and the Senate, and, if so, do
you think it is something that the President could sign?

Senator MOYNIHAN. Yes, sir. I would have to say that if we take
that 2 percentage points, above what we need for pay-as-you-go
and turn that into a personal savings account system, rather like
the Federal Thrift Savings Plan, it would be a logical extension of
the big social programs of the 20th century. First of all, unemploy-
ment insurance. That was the great trauma of industrialism. You
are suddenly out of work and you have no money. It was a new
thing, and nobody could explain it, because, you know, you are
never out of work on the farm; you may be half starved, but you
are not out of work. And this came along—insure unemployment.
Then provide for retirement benefits for people who no longer,
again, are living on the farm where you can have something. Then
health care and now, finally, to a lifetime savings. It is a paradigm
that you can hardly resist in its logic.
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Yes, you could do this. I do not think it has to be complicated.
I think the more complicated, the worse. I think that just going to
the Federal Thrift Savings Plan with individual accounts—if I
could interrupt myself here for one moment, there is talk, and it
comes from downtown, of taking some of this money that we are
going to save and put aside and investing it in the stock market.
Sir, don’t do that. I mean, it just—don’t put that temptation in
front of us. It could be ruinous, and let us do this in a way that
doesn’t end up manipulating the economy which is what would
happen.

Mr. SHAW. Mr. Rangel.

Mr. RANGEL. Thank you. Senator, I know that you have many
days and months before your term expires and many legislative ac-
complishments yet to achieve, but I just wanted to take this mo-
ment as the Dean of the New York State delegation and a long-
time Member of this House to sincerely thank you for making us
so proud to be Members of Congress, so proud to come from the
great State of New York, and so proud to work with you over the
years. I do hope that your contribution here today will allow all of
us to have the political courage to come together in a bipartisan
way in working with the White House, not for political gain, but
to see how we all collectively can say we met the challenge and
that we have done the right thing. You have been a great friend
and an even greater legislator, and I just wanted to take this mo-
ment to say thank you.

Senator MOYNIHAN. Well, thank you, my dear friend and my
leader of the delegation. Might I just say that in 1983—well, earlier
than that, 1981, President Reagan having been told there was a
crisis in Social Security, and indeed there was a short-term crisis,
in the late seventies, for the first time in the history of our statis-
tics, prices increased faster than wages, and the trust fund was
getting very low, appointed the National Commission on Social Se-
curity Reform. We worked in public for 2 years, and we ended up
failed utterly. Then Senator Dole asked me if we could talk a bit—
this was after we were finished and failed. From January 3, the
day we swore in the new Congress, he brought over our very good
friend from the House side

Mr. RANGEL. Barber Conable?

Senator MOYNIHAN. Sir? Yes, yes. And a day later, we were in
Secretary Baker’s basement, sort of rec room, and 2 days later, we
were in Blair House which is being fixed up, and in I think a total
of 12 days, from beginning to end, we worked this all out; President
Reagan watching it very carefully and agreeing. When you are
working together, this is not an impossible job. Revenues are much
up right now, because unemployment is so low. But I would say
this to you, sir, that let us do it before we get to a crisis. It is a
lot easier.

Mr. RANGEL. Thank you, sir.

Mr. SHAW. Are any other Members seeking recognition? Yes, sir.
The gentleman from Ohio.

Mr. PORTMAN. Senator, I echo the comments that were made by
others to thank you for your service and your courage to step out
a couple of years ago when others weren’t talking about it to dis-
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cuss ways in which we could begin to adjust Social Security so that
we wouldn’t be acting in a crisis situation but rather be prepared.

I like a number of the provisions that are in the Moynihan-
Kerrey proposal. The one I don’t like is that newly hired State and
local workers would be included, and we could talk about that, but
I think that the State program in Ohio and other States are prob-
ably programs that we should begin to look at emulating in that
they are prefunded and working and not in an insolvent position.

But if I could ask you about KidSave. This is an intriguing idea
to me, and I wondered how it was integrated into the Social Secu-
rity Program or is it along the lines of the Thrift Savings Plan that,
in essence, is outside of Social Security but would supplement So-
cial Security through private savings after retirement?

Senator MOYNIHAN. You are entirely right, Mr. Portman. This
has to do with the tax system of the Internal Revenue Code and
the use of general revenues. It is Senator Kerrey’s idea, and it is
a wonderful one, but it is not a Social Security Program.

Mr. PorTMAN. OK. He has now arrived behind you, so you have
to be careful what you say.

Senator MOYNIHAN. Oh, it is a wonderful—

Mr. PORTMAN. Wonderful is a good adjective.

Senator MOYNIHAN. Did I say that with enough emphasis.

Mr. PORTMAN. Again, thank you for taking the time to be here
today and for your pioneering work on this issue.

Senator MOYNIHAN. Thank you, sir.

Mr. SHAW. Mr. English. No questions. Any other Members seek
recognition? If not, Senator Moynihan, it is a pleasure as always
to have you and see you over on the other side of the House.

Senator MOYNIHAN. Honor to appear before you, Mr. Chairman,
Mr. Rangel, Mr. Houghton

Mr. SHAW. I am delighted, too, to see that you got over your sur-
gery satisfactorily. That is high-risk surgery, I can tell you that.

Our next panel, I see Senator Kerrey and Senator Gregg are
here. If they would sit at the witness table, they will be accom-
panied by Senator Grassley and Senator Breaux when they come
in.

Senator Gregg, you are up to bat. Nice to see you back.

STATEMENT OF HON. JUDD GREGG, A U.S. SENATOR FROM

THE STATE OF NEW HAMPSHIRE

Senator GREGG. It is great to be here. It is a wonderful Com-
mittee, and I had the great privilege of serving here.

Mr. SHAW. Your microphone is

Senator GREGG. I had the great privilege of serving on this Com-
mittee for a number of years, and it was a wonderful experience.

Senator Kerrey and myself, Senator Breaux, and Senator Grass-
ley are here to talk a little bit about the plan that we have pro-
posed and any other Social Security issues which are floating
around, and we certainly appreciate this Committee’s patience, be-
cause you have been taking testimony for a long time, and you are
probably Social Security’s out.

Let me highlight some of the ideas within our plan. First, and
I think very, very significantly, this is a bipartisan proposal. It is
a proposal that was pulled together across the aisles in a construc-
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tive way, and it took a lot of negotiation to reach agreement, but
we did reach agreement. And it is supported by a pretty good spec-
trum of Members from both sides of the aisle. We are the primary
sponsors here today, but we have a fair number of cosponsors on
both sides who have joined us.

Second, it is a plan which accomplishes what must be the true
goal of Social Security reform, which is that it makes the Social Se-
curity system solvent for the next 100 years, and that is a scoring
that was done by the Social Security actuaries, and that is a
threshold issue in my opinion.

Third, it addresses what I think is a critical issue, which is that
we not end up creating a huge tax burden on the general accounts
of this government as we try to address the Social Security system
problems in the outyears. As we all know, in the transition period,
from about the year 2015 through about the year 2045, we are
going to have a tremendous amount of pressure to figure out how
to get over those years as the huge baby boom generation retires
and as the defined benefit exists and must be paid for, and the
question is, is that defined benefit going to be paid for out of
prefunded liabilities, which is a prefunded activity, which is I think
the best approach? Is it going to be paid for out of new taxes on
wage earners? Is it going to be paid for out of raising the Social
Security tax? Is it going to be paid for out of benefit cuts? In our
proposal, we do not raise taxes. We think that that is a critical ele-
ment.

Third—or, fourth, our proposal addresses what I think is very
important also which is that we try to mute the intergenerational
disparities within the Social Security system as we move into the
next generation receiving benefits from the Social Security system.
As we all know, a young worker today, coming into the labor force,
is going to get a very poor return on their Social Security taxes.
We attempt to address that issue. We address it through making
the system progressive, more progressive than it presently is, and
by making the system spousal-friendly, so that especially women
who are today at a disadvantage under the system are addressed
more fairly, and Senator Grassley will, I think, talk about that.

Fifth, we do have as our core element in our proposal the idea
which has been discussed at length this morning of giving people
ownership over part of their Social Security taxes through a per-
sonal savings account. Our personal savings accounts vary in size
depending on a person’s income, with low-income people having the
ability to get a personal savings account of up to 4 percent and
high-income people having personal savings accounts of 2 percent,
and it is done by cutting the payroll tax and refunding that and
allowing people to invest that personal savings account under a
system which is designed and based on the Thrift Savings Plan
which is presently—many of us in the Congress take part in, so
you are familiar with it. So, we do have that element of trying to
prefund the liability of the system by giving people ownership over
an asset which will grow.

Also, I think it should be noted that we do not have that asset
forfeited when people get to obtain their retirement benefit. That
asset is owned or the savings account is owned. If a person dies be-
fore they reach retirement, their estate receives that asset that has
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been built up in the savings account, and when a person retires,
we do require that for some, a portion of the benefit be annuitized,
but we also reward them. Whatever they are able to earn over the
basic rate of return which would occur on bonds is theirs, and there
is no clawback of those funds, and they do not have to offset them
against their benefit, which is, we think, a very—creates a great
deal of incentive for people to stay in the system and to feel that
the system is going to be there and benefit them when they retire.

I want to stress again that our system is structured to be more
progressive. We have a higher minimum benefit under our proposal
than under the present Social Security system. That is without tak-
ing into consideration the personal savings account, and, of course,
as I mentioned, the personal savings account is the asset of the re-
tiree, and, as a result, especially low-income situations, it is likely
that that asset is going to accrue at a rate that is fairly significant
as we allow up to a 4 percent contribution to it.

I think that touches on the main themes of our proposal. Let me
talk just quickly about—and, as I mentioned, our proposal works.
It has been scored; it is substantive; it is a combination of a lot of
different ideas that are out there. Senator Kerrey had some ideas;
Senator Breaux and I had some ideas; Congressmen Stenholm and
Kolbe have ideas. We have taken a lot of these ideas, and we have
merged them. Senator Grassley has got some strong ideas in the
area of widows’ benefits. So, we have taken them all, and we have
merged them, and we have produced this package, which we think
is a very strong proposal and which, if it were adopted today, it
would correct the problems of the system and create a system
where we would have beneficiaries who, not only today but for the
foreseeable future, the next 100 years, would be able to be assured
of a good Social Security benefit. I would note that our system does
not impact in any way people who are retired today or are about
to retire, so we don’t impact their benefits.

I wanted to talk just quickly here, though, about a concept which
I think is absolutely critical to understanding this problem, and I
know many of you are familiar with it, but I just want to stress
it again if for nothing else than the presses, and that is this whole
issue of the fact that as we move into the outyears and the postwar
baby boom generation retires and there are so many retirees taking
from the system, that under a system that is a defined benefit sys-
tem which says that those retirees are going to get a certain ben-
efit, the trust fund is irrelevant unless the trust fund is owned and
prefunded by the retirees. If the trust fund is filled with notes, obli-
gations of the Federal Government, then it simply becomes a tax
burden on the next generation to pay the defined benefit. The notes
are essentially irrelevant. If the defined benefit is there, you are
going to have to raise taxes to pay for them. The President’s pro-
posal, for example, is simply a massive shift of the obligations of
the trust fund to the general funds of the Federal Government and,
therefore, to the taxpayers. And what I think we have to look at
very aggressively as we move forward in Social Security reform is
not seeing—is looking at the overall picture and not missing the
fact that the total tax burden, not just the Social Security, but the
total tax burden to support the system is what must be addressed,
and if you are going to have a dramatic increase in the total tax
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burden to address the system because you have got to use huge
amounts of general funds to support the system, then you really
haven’t done anything other than to shift the burden of paying for
the system to the younger generation, and the younger generation
is already getting a very bad deal under the present Social Security
system, as we all know. And, so to just increase the negative effect
of that deal by simply filling the trust fund up with notes or some
other obligation which has no tangential asset behind it, which is
owned by the retiree, is inevitably going to make the new retirees’
return even worse, and, therefore, make the system less support-
able and less defensible to people who are in their twenties and
thirties and are coming into the system.

And I do think that as we move forward and discuss all these
different proposals that have been put before you, that you need to
look very hard at what is the overall tax liability that is being gen-
erated here, and are we really doing anything for the younger gen-
eration if we dramatically increase the general fund obligation to
support the Social Security system?

Thank you, Mr. Chairman. I appreciate your attention.

[The prepared statement follows:]

Statement of Hon. Judd Gregg, a U.S. Senator from the State of New
Hampshire

Thank you, Mr. Chairman, for this opportunity to testify before your Committee.
I want to compliment you for your leadership on this important issue—not only for
holding these hearings, but also for offering a reform proposal of your own.

The proposal that I will discuss was negotiated over several months between a
bipartisan group of committed reformers in the Senate. It already has more cospon-
sors than any other competing proposal. Those cosponsors include myself, Senator
Bob Kerrey, Senator John Breaux, Senator Chuck Grassley, Senator Fred Thomp-
son, Senator Chuck Robb, and Senator Craig Thomas.

What I want to do in my remarks is to describe what our proposal would achieve,
and then to provide some details as to how it achieves these goals. It would:

—DMake Social Security solvent. Not simply for 75 years, but perpetually, as far
as the Trustees can estimate. Our proposal would leave the system on a perma-
nently sustainable path.

—Increase Social Security benefits beyond what the current system can fund. I
will follow up with some details as to why and how.

—It would drastically reduce taxes below current-law levels. Again, I will provide
details as to why and how it does this.

—It will make the system far less costly than current law, and also less costly than
competing reform proposals.

—It will not touch the benefits of current retirees.

—It will strengthen the “safety net” against poverty and provide additional protec-
tions for the disabled, for widows, and for other vulnerable sectors of the population.

—It will vastly reduce the federal government’s unfunded liabilities.

—It would use the best ideas provided by reformers across the political spectrum,
and thus offers a practical opportunity for a larger bipartisan agreement.

—1It will improve the system in many respects. It will provide for fairer treatment
across generations, across demographic groups. It would improve the work incentives
of the current system.

I would like now to explain how our proposal achieves all of these objectives:

ACHIEVING SYSTEM SOLVENCY

Our system would make the system solvent for as far as the Social Security Actu-
aries are able to estimate.

How does it do this? Above all else, it accomplishes this through advance funding.

As the members of this Committee know, our population is aging rapidly. Cur-
rently we have a little more than 3 workers paying into the system for every 1 re-
tiree taking out of it. Within a generation, that ratio will be down to 2:1.

As a consequence, if we did nothing, future generations would be assessed sky-
rocketing tax rates in order to meet benefit promises. The projected cost (tax) rate
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of the Social Security system, according to the Actuaries, will be almost 18% by
2030.

The Trust Fund is not currently scheduled to become insolvent until 2034, but as
most acknowledge, the existence of the Trust Fund has nothing to do with the gov-
ernment’s ability to pay benefits. President Clinton’s submitted budget for this year
made the point as well as I possibly could:

“These balances are available to finance future benefit payments and
other trust fund expenditures—but only in a bookkeeping sense. . . They
do not consist of real economic assets that can be drawn down in the future
to fund benefits. Instead, they are claims on the Treasury that, when re-
deemed, will have to be financed by raising taxes, borrowing from the pub-
lic, or reducing benefits or other expenditures. The existence of large Trust
Fund balances, therefore, does not, by itself, have any impact on the Gov-
ernment’s ability to pay benefits.”

In other words, we have a problem that arises in 2014, not in 2034, and it quickly
becomes an enormous one unless we find a way to put aside savings today. This
does not mean simply adding a series of credits to the Social Security Trust Fund,
which would have no positive impact, as the quote from the President’s budget
clearly shows.

What we have to do is begin to advance fund the current system, and that means
taking some of that surplus Social Security money today out of the federal coffers
and into a place where it can be saved, invested—owned by individual beneficiaries.
That money would belong to them immediately, even though they could not with-
draw it before retirement. But it would be a real asset in their name.

By doing this, we can reduce the amount of the benefit that needs to be funded
in the future by raising taxes on future generations. This is the critical objective,
but it allows for flippant political attacks. If you give someone a part of their benefit
today, in their personal account, and less of it later on, some will say that it is a
“cut” in benefits. It is no such thing. Only in Washington can giving people owner-
ship rights and real funding for a portion of their benefits, and increasing their total
real value, be construed as a cut. Accepting such terminology can only lead to one
conclusion—that we can’t advance fund, because we simply have to be sure that
every penny of future benefits comes from taxing future workers. So we need to get
out of that rhetorical trap.

Our proposal has been certified by the actuaries as attaining actuarial solvency,
and in fact it goes so far as to slightly overshoot. We are “overbalanced” in the years
after 2050, and have some room to modify the proposal in some respects and yet
still stay in balance.

I would note the consensus that has developed for some form of advance funding.
This was one of the few recommendations that united an otherwise divided Social
Security Advisory Council in 1996. The major disagreements today among policy-
makers consist only in the area of who should control and direct the investment op-
portunities created within Social Security. I believe strongly, and I believe a Con-
gressional majority agrees, that this investment should be directed by individual
beneficiaries, not by the federal government or any other public board.

WHY BENEFITS ARE HIGHER UNDER OUR PLAN

We have worked with the Social Security actuaries and the Congressional Re-
search Service to estimate the levels of benefits provided under our plan.

There are certain bottom-line points that should be recognized about our plan.
Among them:

1) Low-wage earners in every birth cohort measured would experience higher ben-
efits under our plan than current law can sustain, even without including the pro-
ceeds from personal accounts.

2) Average earners in every birth cohort measured would experience higher bene-
fits under our plan than current law can sustain, even if their personal accounts
only grew at the projected bond rate of 3.0%.

3) Maximum earners in some birth cohorts would need either to achieve the his-
torical rate of return on stocks, or to put in additional voluntary contributions, in
order to exceed benefit levels of current law. However, the tax savings to high-in-
come earners, which I will outline in the next section, will be so great that on bal-
ance they would also benefit appreciably from our reform plan.

Under current law, a low-wage individual retiring in the year 2040 at the age of
65 would be promised a monthly benefit of $752. However, due to the pending insol-
vency of the system, only $536 of that can be funded. We cannot know in advance
how future generations would distribute the program changes between benefit cuts
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and tax increases. But we do know that our plan, thanks to advance funding, would
offer a higher benefit to that individual, from a fully solvent system that would
eliminate the need for those choices.

I will provide tables that are based on the research of the Congressional Research
Service that make clear all of the above points. The CRS makes projections that as-
sume that under current law, benefits would be paid in full until 2034, and then
suddenly cut by more than 25% when the system becomes insolvent. CRS can make
no other presumption in the absence of advance knowledge of how Congress would
distribute the pain of benefit reductions among birth cohorts. In order to translate
the CRS figures into a more plausible outcome, we added a column showing the ef-
fects that would come from the benefit reductions under current law being shared
equally by all birth cohorts.

Benefit Table #1: The Bipartisan Plan’s Benefits Would Be Higher for Low-Income Workers Even Without
Counting Personal Accounts
(Assumes Steady Low-Wage Worker) (Monthly Benefit, 1999 Dollars) (Assumes Retirement at Age 65)

Current Law Current Law Bipartisan Plan Bipartisan Plan Bipartisan Plan
Yr (Benefit Cuts Sustainable® (Bond Rate No (w/o Account Ben- | (w/1% Voluntary

Begin in 2034) Vol. Contrib.) efits) Contributions)
2000 626 517 615 606 627
2005 624 515 620 601 645
2010 652 539 698 667 738
2015 673 556 733 687 790
2020 660 545 754 691 832
2030 690 570 776 694 877
2035 512 595 798 693 926
2040 536 621 821 689 981
2050 582 678 869 710 1051
2060 611 739 920 749 1107

*The Congressional Research Service, in the left-hand column, assumes that all of the burden of benefit
changes under current law will commence in 2034. In order to produce a more realistic prediction of how the
changes required under current law would be spread, the “current law sustainable” column assumes that they
have been spread equally among birth cohorts throughout the valuation period.

Benefit Table #2: The Bipartisan Plan’s Benefits Would Be Higher for Average-Income Workers Even if
Accounts Earn Only a Bond Rate of Return (3.0%)

(Assumes Steady Average-Wage Worker) (Monthly Benefit, 1999 Dollars) (Assumes Retirement at Age 65)

Yr g{{%ﬁgg tt é‘ig Current Lavx ?é};ilglls{:? epkll(r)l Bipartisan Plan gﬁfﬂ;&tl\sfgij glo?;ﬁ
Begin in 2034) Sustainable* VoluntarSI) (Stock Rate) trlbutllé)antse’) Bond
2000 1032 852 1014 1016 1029
2005 1031 852 973 982 1006
2010 1076 889 991 1014 1046
2015 1111 918 977 1024 1057
2020 1090 900 1005 1092 1115
2030 1139 941 1083 1183 1179
2035 845 982 1063 1307 1250
2040 884 1026 1093 1476 1329
2050 961 1119 1157 1672 1442
2060 1007 1221 1225 1778 1531

*The Congressional Research Service, in the left-hand column, assumes that all of the burden of benefit
changes under current law will commence in 2034. In order to produce a more realistic prediction of how the
changes required under current law would be spread, the “current law sustainable” column assumes that they
have been spread equally among birth cohorts throughout the valuation period.

The alternative course is that current benefit promises would be met in full by
raising taxes, both under current law and under proposals to simply transfer credits
to the Social Security Trust Fund. I have also provided a table that shows the size
of these tax costs, and will comment further upon them in the next portion of my
statement.

I would like to point out that these figures apply to individuals retiring at the
age of 65. Thus, even with the increased actuarial adjustment for early retirement
under our plan, and even though our plan would accelerate the pace at which the
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normal retirement age would reach its current-law target of 67, benefits under our
proposal for individuals retiring at 65 would still be higher.

Our tables also show that the progressive match program for low-income individ-
uals will also add enormously to the projected benefits that they will receive.

WHY TAXES WILL BE MUCH LOWER UNDER OUR PLAN

If there is a single most obvious and important benefit of enacting this reform,
it is in the tax reductions that will result from it.

I am not referring to the most immediate tax reduction, the payroll tax cut that
will be given to individuals in the form of a refund into a personal account.

The greatest reduction in taxes would come in the years from 2015 on beyond.
At that time, under current law—and under many reform plans—enormous outlays
from general revenues would be needed to redeem the Social Security Trust Fund,
or to fund personal accounts. The net cost of the system would begin to climb. The
federal government would have to collect almost 18% of national taxable payroll in
the year 2030, more than 5 points of that coming from general revenues.

The hidden cost of the current Social Security system is not the payroll tax in-
creases that everyone knows would be required after 2034, but the general tax in-
creases that few will admit would be required starting in 2014.

With my statement, I include a table showing the effective tax rate costs of cur-
rent law as well as the various actuarially sound reform proposals that have been
placed before the Congress. These figures come directly from the Social Security ac-
tuaries. They include the sum of the costs of paying OASDI benefits, plus any man-
datory contributions to personal accounts. (Under our proposal, additional voluntary
contributions would also be permitted. But any federal “matches” of voluntary con-
tribu‘aic;ns from general revenues would be contingent upon new savings being gen-
erated.

Let me return to our individual who is working in the year 2025 under current
law. In that year, a tax increase equal to 3.61% of payroll would effectively need
to be assessed through general revenues in order to pay promised benefits. As a low-
income individual, his share of that burden would be less than if it were assessed
through the payroll tax, but it would still be real. Under current law, his income
tax burden comes to about $241 annually.

Comparison of Cost Rates of Current Law and Alternative Plans

(As a percentage of taxable payroll)

ve | Cgmen | Agher | Sl | Koy | Granm Nadlr

2000 10.8 12.8 12.7 12.9 15.0 10.4*
2005 11.2 13.3 13.2 13.0 15.2 10.6
2010 11.9 13.9 13.4 13.4 15.6 11.2
2015 13.3 15.0 14.0 14.0 16.4 12.5
2020 15.0 16.4 14.7 14.8 17.3 12.8 (14.2)
2025 16.6 17.4 154 15.6 17.6 14.4 (15.8)
2030 17.7 17.8 15.7 15.7 17.1 15.5 (16.9)
2035 18.2 17.3 15.5 15.2 16.4 15.9 (17.4)
2040 18.2 16.2 14.8 14.5 15.2 16.0 (17.5)
2045 18.2 14.9 14.3 13.8 14.1 16.1 (17.5)
2050 18.3 13.8 13.9 13.3 13.4 16.3 (17.7)
2055 18.6 13.1 13.7 13.2 13.0 16.6 (18.0)
2060 19.1 12.6 13.7 13.1 12.8 16.9 (18.5)
2065 19.4 12.3 13.6 13.4 12.5 17.1 (18.8)
2070 19.6 12.1 13.5 13.7 12.4 17.3 (19.0)

(Annual cost includes OASDI outlays plus contributions to personal accounts.) Peak cost year in bold

(Figures come from analyses completed of each plan by Social Security actuaries. Archer/Shaw plan memo of
April 29, 1999. Senate bipartisan plan (Gregg/Kerrey/Breaux/Grassley et al) memo of June 3, 1999. Kolbe/Sten-
holm plan memo of May 25, 1999. Gramm plan memo of April 16, 1999. Nadler plan memo of June 3, 1999.
Nadler plan total cost given in parentheses, cost estimate given on assumption that stock sales reduce amount
of bonds that must be redeemed from tax revenue. Due to construction of plans, cost rates for the Archer/
Shaw, Gramm, and Nadler plans would vary according to rate of return received on stock investments.)

*Tax rate of Nadler plan is lower than current law not because total costs are less but because amount of
national income subject to tax is greater. In order to compare total costs of Nadler plan to other plans, cost
rate given in Nadler column must be multiplied by a factor that varies through time. This factor would be
close to 1.06 in the beginning of the valuation period, and would gradually decline to 1.03 at the end. For ex-
ample, the tax rate given as 11.2% in 2010 under the Nadler column would equate to the same total tax cost
as the 11.9% figure in the current law column.
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Part Il: Comparison of Cost Rates of Current Law and Alternative Plans
(As a percentage of taxable payroll)

Yr Current Law Moynihan/Kerrey
10.8 .. 11.1 (13.1)*
11.2 .. 11.0 (13.0)
119 .. 10.9 (12.9)
13.3 .. 11.5 (13.5)
15.0 .. 12.2 (14.2)
16.6 .. 13.2 (15.2)
17.7 .. 13.8 (15.8)
18.2 .. 14.0 (16.0)
18.2 .. 14.0 (16.0)
18.2 .. 14.0 (16.0)
18.3 .. 14.2 (16.2)
18.6 .. 14.5 (16.5)
19.1 .. 14.7 (16.7)
194 .. 14.8 (16.8)
19.6 .. 14.9 (16.9)

(Annual cost includes OASDI outlays plus contributions to personal ac-
counts.) Peak cost year in bold

(Analysis of Moynihan/Kerrey plan is based on SSA actuaries’ memo of Jan-
uary 11, 1999, and is listed separately because it is the only projection pro-
vided here based on the 1998 Trustees’ Report. 1999 re-estimates would vary.
Unlike the other personal account proposals, the accounts in the Moynihan/
Kerrey plan are voluntary. The figure without parentheses assumes no con-
tributions to, and thus no income from, personal accounts. The figure inside
parentheses assumes universal participation in 2% personal accounts, for com-
parison with other personal account plans.)

*Like the Nadler plan, the Moynihan/Kerrey plan would increase the share
of national income subject to Social Security taxation, but to a lesser degree.
Thus, tax rates will appear lower than would an equivalent amount of tax rev-
enue collected under the Archer/Shaw, Gramm, or Kolbe/Stenholm plans. The
correction factor required to translate one cost rate into another would be be-
tween 1.03-1.06 for the Nadler proposal, 1.01-1.02 for the Senate bipartisan
proposal, and 1.01-1.04 for the Moynihan/Kerrey proposal.

Under our proposal, that tax burden would drop by roughly 37%, from $241 to

Middle and high-income workers would not experience benefit increases as gen-
erous as those provided to low-income individuals under our plan. But we have de-
termined that by the year 2034, an average wage earner would save the equivalent
of $650 a year (1999 dollars) in income taxes, and a maximum-wage earner, $2350
a year. I want to stress that these savings are net of any effects of re-indexing CPI
upfon the income tax rates. These are net tax reductions, even including our CPI
reforms.

I would also stress that 2025 is not a particularly favorable example to select. Our
relative tax savings get much larger after that point, growing steadily henceforth.

A look at our chart showing total costs reveals how quickly our proposal, as well
as the Kolbe-Stenholm proposal, begins to reduce tax burdens.

A plan as comprehensive as ours can be picked apart by critics, provision by pro-
vision. It is easy to criticize a plan’s parts in isolation from the whole, and to say
that one of them is disadvantageous, heedless of the other benefits and gains pro-
vided. One reason for the specific choices that we made is revealed in this important
table. The result of not making them is simply that, by the year 2030, the effective
tax rate of the system will surpass 17%, an unfortunate legacy to leave to posterity.

OUR PLAN PROTECTS THE BENEFITS OF CURRENT RETIREES

How would current retirees be affected by our proposal?

Only in one way. Their benefits would come from a solvent system, and therefore,
political pressure to cut their benefits will be reduced. Our proposal would not affect
their benefits in any way. Even the required methodological corrections to the Con-
sumer Price Index would not affect the benefits of current retirees.

Under current law, there is no way of knowing what future generations will do
when the tax levels required to support this system begin to rise in the year 2014.
We do not know whether future generations will be able to afford to increase the
tax costs of the system to 18% of the national tax base by the year 2030, or whether
other pressing national needs, such as a recession or an international conflict will
make this untenable. Current law may therefore contain the seeds of political pres-
sure to cut benefits. Moreover, as general revenues required to sustain the system
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grow to the levels of hundreds of billions each year, there is the risk that upper-
income individuals will correctly diagnose that the system has become an
irretrievably bad deal for them, and that they will walk away from this important
program.

By eliminating the factors that might lead to pressure to cut benefits, our pro-
posal would keep the benefits of seniors far more secure.

STRENGTHENING THE SAFETY NET AGAINST POVERTY

Poverty would be reduced under our proposal, even if the personal accounts do
not grow at an aggressive rate. The reason for this is that our proposal would in-
crease the progressivity of the basic defined, guaranteed Social Security benefit. It
would also gradually phase in increased benefits for widows.

Moreover, our plan would protect the disabled. They would be unaffected by the
changes made to build new saving into the system. Their benefits would not be im-
pacted by the benefit offsets proportional to personal account contributions. If an in-
dividual becomes disabled prior to retirement age, they would receive their current-
law benefit.

It is important to recognize that we do not face a choice between maintaining So-
cial Security as a “social insurance” system and as an “earned benefit.” It has al-
ways served both functions, and it must continue to do so in order to sustain polit-
ical support. The system must retain some features of being an “earned benefit” so
as not be reduced to a welfare program only. This is why proposals to simply bail
out the system through general revenue transfusions alone—to turn it into, effec-
tively, another welfare program in which contributions and benefits are not re-
lated—are misguided and undermine the system’s ethic.

Again, I would repeat that our proposal contains important benefits for all indi-
viduals. Guaranteed benefits on the low-income end would be increased. High in-
come earners would be spared the large current-law tax increases that would other-
wise be necessary. If we act responsibly and soon, we can accomplish a reform that
serves the interests of all Americans.

OUR PROPOSAL WOULD REDUCE UNFUNDED LIABILITIES

By putting aside some funding today, and reducing the proportion of benefits that
are financed solely by taxing future workers, our proposal would vastly reduce the
system’s unfunded liabilities.

Consider such a year as 2034. Under current law, the government would have a
liability from general revenues to the Trust Fund equal to an approximately 5 point
payroll tax increase. By advance funding benefits, our plan would reduce the cost
of OASDI outlays in that year from more than 18% to less than 14%. The pressure
on general revenue outlays would be reduced by more than half.

The Social Security system would be left on a sustainable course. The share of
benefits each year that are unfunded liabilities would begin to go down partway
through the retirement of the baby boom generation. By the end of the valuation
period, the actuaries tell us, the system would have a rising amount of assets in
the Trust Fund.

OUR PLAN COMBINES THE BEST FEATURES OF MANY REFORM PLANS

Mr. Chairman, I would stress to you that our plan is not the work of any one
single legislator. It is the product of painstaking negotiations conducted over several
months. The seven names that you see on the proposal are not the only ones who
contributed to it. We took the best ideas that we could find from serious reform
plans presented across the political spectrum. Each of us had to make concessions
that we did not like. But we did this in the interest of reaching a bipartisan accord.

We believe that our plan is indicative of the product that would result from a
larger bipartisan negotiation in the Congress. Accordingly, we believe that it pro-
vides the best available vehicle for negotiations with the President if he chooses to
become substantively involved. It was our hope to put forth a proposal on a bipar-
tisan basis, so that the President would not have to choose between negotiating with
a “Republican plan” or a “Democratic plan.” Stalemate will not save our Social Secu-
rity system.

OTHER REFORMS IN THE BIPARTISAN PLAN

The changes effected in our bipartisan bill do not, all of them, relate solely to fix-
ing system solvency.
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One area of reforms includes improved work incentives. Our proposal would elimi-
nate the earnings limit for retirees. It would also correct the actuarial adjustments
for early and late retirement so that beneficiaries who continue to work would re-
ceive back in benefits the value of the extra payroll taxes they contributed. The pro-
posal would also change the AIME formula so that the number of earnings years
in the numerator would no longer be tied to the number of years in the denomi-
nator. In other words, every year of earnings, no matter how small, would have the
effect of increasing overall benefits (Under current law, only the earnings in the top
earnings years are counted towards benefits, and the more earnings years that are
counted, the lower are is the resulting benefit formula.)

We also included several provisions designed to address the needs of specific sec-
tors of the population who are threatened under current law. For example, we
gradually would increase the benefits provided to widows, so that they would ulti-
mately be at least 75% of the combined value of the benefits that husband and wife
would have been entitled to on their own.

We also recognized the poor treatment of two-earner couples relative to one-earn-
er couples under the current system. Our proposal includes five “dropout years” in
the benefit formula pertaining to two earner couples, in recognition of the time that
a spouse may have had to take out of the work force.

WHAT OUR PROPOSAL DOES NOT DO

Unveiling a proposal as comprehensive as ours invariably creates misunder-
standing as to the effect of its various provisions.

First, let me address the impact of our reforms on the Consumer Price Index.
Most economists agree that further reforms are necessary to correct measures of the
Consumer Price Index, and our proposal would instruct BLS to make them. Cor-
recting the CPI would have an effect on government outlays as well as revenues.
This is not a “benefit cut” or a “tax increase,” it is a correction. We would take what
was incorrectly computed before and compute it correctly from now on. No one
whose income stays steady in real terms would see a tax increase. No one’s benefits
would grow more slowly than the best available measure of inflation.

However, we wanted to be doubly certain that any effects of the CPI change upon
federal revenues not become a license for the government to spend these revenues
on new ventures. Accordingly, we included a “CPI recapture” provision to ensure
that any revenues generated by this reform be returned to taxpayers as Social Secu-
rity benefits, rather than being used to finance new government spending. This is
the reason for the “CPI recapture” provision in the legislation.

Our proposal would not increase taxes in any form. The sum total of the effects
of all provisions in the legislation that might increase revenues are greatly exceeded
by the effects of the legislation that would cut tax levels. The chart showing total
cost rates makes this clear.

Our provision to re-index the wage cap is an important compromise between com-
peting concerns. Fiscal conservatives are opposed to arbitrarily raising the cap on
taxable wages. The case made from the left is that, left unchanged, the proportion
of national wages subject to Social Security taxation would actually drop.

Our proposal found a neat bipartisan compromise between these competing con-
cerns. It would maintain the current level of benefit taxation of 86% of total na-
tional wages. This would only have an effect on total revenues if the current-law
formulation would have actually caused a decrease in tax levels. If total wages out-
side the wage cap grow in proportion to national wages currently subject to tax-
ation, there would be no substantive effect. This proposal basically asks competing
concerns in this debate to “put their money where their mouth is.” If the concern
is that we would otherwise have an indexing problem, this proposal would resolve
it. If the concern is that we should not increase the proportion of total wages subject
to taxation, this proposal meets that, too. I would further add that the figure we
choose—86%—is the current-law level. Some proposals would raise this to 90%, cit-
ing the fact that at one point in history it did rise to 90%. The historical average
has actually been closer to 84%, and we did not find the case for raising it to 90%
to be persuasive. Keeping it at its current level of 86% is a reasonable bipartisan
resolution of this issue.

CONCLUSION

Mr. Chairman, I thank you once again for using your position of leadership to ad-
vance debate on this important issue. I appreciate your courtesies in inviting us to
testify. I do hope that you and the rest of this Committee will look at the total ef-
fects of our plan in evaluating what it would achieve. I am confident that in doing
so, you will find that it is a reasonable basis for hope that we can achieve a bipar-
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tisan agreement. I thank you again and would be pleased to answer any questions

that you may have.

Low-Wage Earners

Average Earners

High Earners

-Increases of up to 31%
over promised benefits
and up to 91% over
what current system
can fund*

- A progressive match
program to increase
value of voluntary
contributions

-Increases of up to 18%
over promised benefits
and up to 69% over
what current system
can fund*

-Savings of more than
$650/year in income
taxes by year 2034

-By 2034, eliminates more
than $2350/year in
income taxes needed
to fund Social Security
benefits

- Guarantees Social Security
benefits above what
current system ¢an
permanently fund
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Mr. SHAW. I would ask the witnesses, would it be better to go
to Senator Grassley now, since he was part of your bill?
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Senator GREGG. We are all together on the same bill.
Mr. SHAW. Oh, Senator Kerrey is, too? Fine, then I will recognize
Senator Kerrey, excuse me.

STATEMENT OF HON. J. ROBERT KERREY, A U.S. SENATOR
FROM THE STATE OF NEBRASKA

Senator KERREY. Thank you very much, Mr. Chairman and
Members of the Committee. I have a statement that I would just
ask to be included in the record as well as a copy of an evaluation
thed Chief Actuaries of the Social Security Administration have
made.

Mr. SHAW. Chairman Archer announced at the early part of this
hearing that the full statements of all the witnesses will be made
a part of the hearing and invited all the witnesses to proceed as
they see fit.

Senator KERREY. I thank the Chair for that.

Let me make a couple of points in addition to what Senator
Gregg has already done. First of all, there are two forks in the road
that we have to take as Members of Congress. Fork number one
is: Do we act today or do we delay reform? Do we wait until tomor-
row, defined as some other odd-numbered year, or should we wait
until 2034 when the system runs completely out of money? Every-
body who has evaluated this problem, whether they are on the left
or on the right, reaches the conclusion that the sooner we address
the problem, the smaller the problem is. The longer you delay, the
worse either the cuts in benefits are going to be or the higher the
increases in taxes are going to be. And unlike Medicare, this is a
fairly simple problem to solve. This is not one where any staff
member would have a great deal of difficulty presenting reform op-
tions to a Member. There is not a complicated set of facts to deal
with here.

The question really is, are you willing to go to your citizens in
your congressional district or in your State and tell them the truth:
If you are under the age of 45, we have a promise on the table that
we can’t keep. All discussions of Social Security options—we have
one that we have introduced—need to be debated in the context of
the actuaries’ statement that if you are under the age of 35, there
will either be a 25- or a 33-percent reduction in benefits awaiting
you or a similar increase in payroll taxes to accommodate the bene-
fits that we currently promised to people who are under the age of
45. These are really the facts that we are dealing with here.

There really aren’t an awful lot of options here to choose from.
We either take action now or we delay action and increase the size
of the problem in the future. No matter when you enact reforms,
it is going to be difficult to do. Whether you propose reforms behind
the shield of a Commission’s recommendation or you do it in an
odd-numbered year when it is more favorable for electoral reasons,
there will always be plenty of reasons not to enact reforms because
when you look at the options, none of them are very politically at-
tractive—whether it is a tax increase or a benefit reduction or some
combination. Our proposal does not favor a tax increase. I note the
President doesn’t either. He doesn’t think we should increase pay-
roll taxes. There may be some in Congress who favor a tax in-
crease. Let them put their proposal on the table. I think delay is
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the worst option of all. Those who are arguing “Well, let us wait
until next year or the year after,” are arguing for steeper cuts in
benefits or steeper increases in taxes. Those are the only two
choices available to you.

The second fork in the road is a key one for me, especially as a
Democrat, and that fork is: Do you want Americans, when they are
eligible for an old-age benefit or a survivor or a disability benefit—
in our proposal, we leave the survivor and the disability benefit
just as it is. About 20 percent of all beneficiaries use the survivor
and disability benefit; we leave that alone. We are talking in our
proposal only about an old-age benefit, and 1.1 million of 1.4 mil-
lion Americans who took that benefit in 1997 took it at age 62, 63
or 64 so it is an old-age benefit that we are talking about here.

No matter when you take that benefit, the question that creates
another fork in the road is “Do you want people to be more depend-
ent upon the government for their retirement and their old-age
needs, or do you want them to be less dependent on the govern-
ment?” Our proposal takes the fork that says we want them to be
less dependent based upon the belief that in addition to a defined
benefit, which we retain, that the source of real independence that
comes in old age comes from ownership of financial assets. We be-
lieve it is a mathematical certainty that if you start at an early
enough age, that regardless of what your wage is, whether you are
making $7 an hour or $700 an hour, that it is possible for you, in-
deed, I would argue, desirable, for you over the course of your
working life to accumulate ownership of financial assets and
wealth.

Oftentimes, you will hear people say, “The rich are richer, and
poor are getting poorer” and then propose to increase the minimum
wage. Well, income and wealth are not the same things, and so this
proposal says in addition to making certain that all beneficiaries
are covered, we will give them the opportunity to create wealth.
Under current law, what we do is we run the trust funds balance
up to a very high amount and in 2014 and over the next 20 years
we draw the trust funds down. To draw them down means you
have to redeem the IOUs by using incomes taxes and corporate in-
comes taxes; that is how it is done. You are not going to replace
the IOUs with additional debt; you are going to redeem them by
using income from corporate income and individual income taxes
over the next 20 years until the trust funds are insolvent. Under
our proposal, the trust fund ratio never drops down below 100 per-
cent of a single year’s benefits. It starts at 193 percent; by 2074,
the trust fund ratio is over 500 percent. So, all beneficiaries will
get the promise that we already have on the table. The second fork
in the road, and you can design it any way you want, is whether
or not you want Americans to have more financial security as a
consequence of owning financial assets. This proposal answers that
question emphatically. Yes.

There are a number of specific changes in our proposal, Mr.
Chairman and Members of the Committee, that I would like to
identify, and I will try to identify them quickly. They are included
in my more lengthy statement that I have already, Mr. Chairman,
introduced into the record. Let me deal, first of all, with the benefit
cuts. Again, as I said, we have opted not to increase payroll taxes.
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Some Members may. Some Members may honestly say, “No, let us
raise payroll taxes.” We say, “No, we don’t want to increase payroll
taxes.” We achieve security in the future for beneficiaries by mak-
ing a number of changes in the benefit structure. We increase the
benefit computation period for up to 5 additional years for newly
eligible retirees. Lower earning or two-earning couples will get 5-
year extra dropout years in anticipation that one spouse may have
taken time out of his or her career for child rearing. We maintain
the taxable wage base at 86 percent. We credit all revenue from
the taxation of OASDI benefits to the OASDI Trust Fund. We re-
ward work by increasing the size of early retirement factors and
delayed retirement credits.

Next, we use a more accurate cost of living adjustment for all
programs affected by the consumer price index; that is a 0.5 per-
cent change in the consumer price index calculation. In addition,
any revenues generated as a result of the COLA adjustment will
be recaptured for the OASDI Trust Fund.

Last, we eliminate the hiatus years in increasing the retirement
age to 67, and we index the benefits. We do not move eligibility age
beyond 67. We keep the eligibility age exactly as it is, but by elimi-
nating the earnings test, it becomes a true old-age benefit, no
longer a retirement benefit. You don’t have to retire to get this ben-
efit. It is an old-age benefit. You can take it at 62; you can take
it at 65. It is adjusted under current law to 67. We eliminate the
hiatus period, and we adjust the benefits according to life expect-
ancy increases thereafter.

Mr. Chairman and Members of the Committee, again, as I said,
there are a limited number of reform options. We have made the
choice to make reductions in outyear liabilities. There are no
changes in benefits for people over the age of 62. No one should go
out and interview somebody over the age of 62 and ask them
“What do you think about the reduction in benefits that Senator
Kerrey is proposing?” No reduction in benefits will occur for any
currently eligible beneficiary.

All of these changes, Mr. Chairman and Members of the Com-
mittee, enable us to do two things. One, as I said, keep the promise
that we have on the table to all beneficiaries, whether you are eli-
gible today or whether you are going to be eligible in the future.
According to the actuaries of the Social Security Administration,
our reform proposal restores solvency to the program; it is an actu-
arial balance for as far as the eye can see beyond 2074. To every
beneficiary that is alive today, whether you are 1 year of age or 62
years of age, we can keep the promise that we have on the table.

The second thing we do is we establish an opportunity for indi-
vidual beneficiaries to accumulate wealth over the course of their
life. I emphasize this, Mr. Chairman. The goal is not to create sav-
ings accounts; that is a means to the end. The end is to increase
financial independence, to provide people with real financial secu-
rity by allowing them, through the Social Security system, to accu-
mulate wealth. Our plan offers a 2 percent payroll tax contribution,
which is an effective reduction in payroll taxes. Our plan also in-
cludes a government savings match that allows wage earners of
$36,000 or less to contribute at least $726 a year. We believe that
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is necessary in order to take advantage of compounding interest
rates.

Our plan opens an account of $1,000 at birth and contributes
$500 for each of the first 5 years of life. The most important vari-
able in accumulating wealth is the length of time over which you
save the money. We believe, therefore, that it is necessary to open
those accounts at as early an age as possible, and we make it pos-
sible for individuals to contribute an additional unmatched,
aftertax $2,000 to their account every single year.

Mr. Chairman, Members of the Committee, I emphasize what 1
said at the beginning: there are two choices that we have as Mem-
bers of Congress. One, we can take action now or we can delay.
Many people are saying, “Let us delay.” Mr. Chairman, I appre-
ciate more than I can say your leadership in saying that we have
got to act now, because if you don’t, the problem gets worse.

Second, the next fork in the road is do you want Social Security
to become a source of wealth and financial security? I believe we
are better off having people who are in the work force saying that
at some point when they become eligible, they are going to be less
dependent on the government, not more dependent on the govern-
ment for their postwork needs, and that is what our proposal does.

Mr. Chairman and Members of the Committee, I would like to
make one further comment. Lots of people are saying, in both the
Republican and the Democratic party, that we ought to have a
lockbox proposal. I have got great respect for both Democrats and
Republicans that have their versions of the lockbox, but, as all of
us know who have looked at this thing, it is going to be similar to
when Geraldo Rivera opened Al Capone’s safe on national tele-
vision. They are going to open the thing up 30 years from now, and
there is not going to be anything in it. This lockbox is a way for
us to postpone action. It is a way for us to say, “Well, we want to
get beyond this next election, and then we will deal with it when
we are more secure politically in some way, shape, or form.”

So, again, I appreciate very much, Mr. Chairman, your leader-
ship in this in saying that we cannot delay; that we should take
action sooner rather than later, and I hope that our proposal or
some proposal like it becomes the law of the land rather soon.

[The prepared statement follows:]

Statement of Hon. J. Robert Kerrey, a U.S. Senator from the State of
Nebraska

Thank you, Mr. Chairman, for giving me the opportunity to come before the Com-
mittee to talk about the Bipartisan Social Security Reform proposal. I appreciate
your ongoing interest in and commitment to reforming the Social Security program.
This hearing provides an important opportunity to outline the major differences be-
tween different approaches to Social Security reform.

I am delighted to be here today with Senators Breaux, Gregg, and Grassley to
talk about our bipartisan plan to reform Social Security. Our goal was to put to-
gether a bill that would achieve actuarial solvency and reduce programmatic liabil-
ities in a way that improved the retirement security of women and low income
workers and did not affect current retirees. The proposal we are here to discuss
today is the fruit of these discussions.

Mr. Chairman, I would like to begin my remarks by making a comparison be-
tween seismologists and politicians. In seismology, scientists look at a calm, stable
surface and know that massive tectonic plates are moving slowly below the surface
in directions that portend the inevitable arrival of an earthquake. Seismologists are
trained to examine the small shifts underneath our ordinary lives. Through these
examinations, they predict when the extraordinary moments will arrive.
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Thus are seismologists and elected politicians separated by the habits of our ways.
For in our lives as politicians, we are encouraged to give priority attention to the
details of life on the surface. The tectonic plates are rarely our concern until and
unless they produce an earthquake.

Social Security insolvency is one example of a slowly-building public policy earth-
quake shifting beneath the surface of our every day lives—waiting to create a fiscal
crisis in 2034. The actuaries at the Social Security Administration—the political
equivalent of seismologists—have the technical capability to warn us years in ad-
vance about the extraordinary demographic events that will cause earthquakes of
the “public policy crisis” variety. Most recently, the actuaries have predicted that
massive demographic movements will begin to occur in ten years and last for the
next 20 years. During that time period, the number of Americans eligible for an old-
age Social Security benefit will increase from 37 million to 77 million, while the
number of working Americans whose wages will be taxed to pay these benefits will
only increase from 137 million to 145 million.

Barring a sudden and large increase in productivity, the actuaries tell us this
massive demographic shift will produce an unavoidable conflict between eligible
beneficiaries and those whose wages are taxed to pay the benefits. In 2034, some
future Congress will be forced to choose between reducing benefits or increasing
taxes by 25 to 33 percent. The longer Congress waits before changing the law, the
more painful these tax increases and benefit cuts will be.

There are at least two more demographic shifts quietly taking place which affect
the programmatic costs of the Social Security program. First, Americans are living
longer. When the Social Security program was created in 1935, life expectancy was
60 for men and 65 for women. Today, the average male will live to 73 and the aver-
age female to 80. In 2030, men and women will live to 77 and 82.4, respectively.
Life expectancy for those who live to age 65 is even longer. Life expectancy for these
healthy American men and women is 80 and 84 today, and will be 84 and 86 in
2030.

A second trend is that beneficiaries are taking their old age benefit earlier in life.
In 1997, 1.1 million of the 1.4 million new beneficiaries opted to take reduced bene-
fits under the early eligibility program. Most people take early, reduced benefits be-
cause they know that if they live to age 72, they will earn back all of the benefits
they lost through the reduction.

Let me mention some of the other trends that add to the urgency for Congress
to act. First, there is a growing gap between the wealthiest and the poorest Ameri-
cans. Secondly, the number of Americans for whom Social Security is 90% or more
of their old age income is growing. This means that a large number of workers—
including the vast majority of low income workers—are depending on Social Secu-
rity for their sole source of income at retirement. This trend is particularly dis-
turbing in light of the fact that the household savings rate among low and middle
income and younger workers is so low.

The urgent need for reform only becomes more obvious if we look at the impact
of our inaction on future workers and retirees. The reason we are trying to keep
Social Security solvent for 75 years, is to keep the Social Security promise to all
beneficiaries—current and future—who are alive today. Simply keeping the system
solvent for 35 years—and letting the Trust Funds become insolvent—means trouble
for workers who are 45 years of age or younger. Failure to act soon will have dire
consequences for these current workers.

Recently, seven members of the Senate—three Democrats and four Republicans—
announced a proposal that would restore solvency to the Social Security program.
This proposal preserves the current disability and survivors benefit programs—cur-
rently used by 13.7 million Americans. In addition, this proposal will impose no ben-
efit reduction on any beneficiary age 62 or over, eliminates the earnings test for re-
tirees who continue to work, and does not increase the payroll tax. The proposal will
close the wealth gap and give low income workers a substantial boost in creating
and accumulating wealth. Not only will our proposal boost the account contributions
of low income workers, but our plan also increases the traditional defined benefits
of lower income workers by increasing their replacement rate. Furthermore, our pro-
posal will improve the Social Security benefits of widows.

INDIVIDUAL ACCOUNTS: THE CENTERPIECE OF THE BIPARTISAN SOCIAL SECURITY
REFORM PLAN

New individual savings accounts owned by the beneficiary are the most important
and least understood portion of our proposal. These accounts are not an end in
themselves. They are a means to an end. The purpose of these accounts is threefold:
1) to close the wealth gap; 2) to decrease dependency on the Federal government
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for financial security in retirement through increased ownership of financial assets;
and 3) to reduce future unfunded liabilities by prefunding a portion of a worker’s
Social Security benefit. The individual accounts portion of our proposal has four
components:

1. Starting in 2000, workers will divert 2 percentage points of their payroll (FICA)
tax contributions into an individual savings account. Workers will choose from
among several broad-based investment funds administered like the Federal employ-
ees’ Thrift Savings Plan (TSP).

2. Low income workers will have the opportunity to boost their account contribu-
tions by participating in a government match program. The match works as follows:

* For the first dollar of savings, qualified workers will get an automatic govern-
ment contribution of $100.

¢ Beyond the first dollar of personal savings, each qualified worker will get an
additional dollar-for-dollar match from the government.

Qualified workers include all workers whose 2% contribution is less than 1% of
the taxable wage base ($726 in 1999)—this would allow all workers earning less
than $36,300 in 1999 to participate in the savings match program. The sum total
of the 2% contribution, the $100 grant, and the dollar-for-dollar match may not ex-
ceed 1% of the taxable wage base ($726).

3. All workers will have the opportunity to add an additional $2,000 of after-tax
savings to their individual accounts each year.

4. KidSave accounts will be opened for all children at birth with a $1,000 con-
tribution. An additional $500 will be added to the KidSave account for each of the
first five years of life. The goal of the KidSave accounts is to maximize retirement
savings accumulations by allowing all workers to save over a longer period of time.

The impact of these wealth accounts for lower and middle income workers will
be dramatic. Regardless of their hourly wages, workers will be able to create sub-
stantial amounts of wealth and establish financial independence by taking advan-
tage of the magic of compounding interest over a long period of time. If our proposal
became law this year, fifty years from today a new generation of Americans would
be heading towards their retirement years with more wealth, security, and inde-
pendence.

Consider the impact on a male baby born in 1999 who grows up, graduates in
high school in 2017, enters the work force after graduation at an inflation adjusted
$7 per hour, and remains there for forty five years. Under current law that indi-
vidual would be eligible for a defined benefit only; under the proposed change that
individual would be eligible for a defined benefit plus a private annuity from their
wealth account.

At $7 per hour, this individual’s annual salary would be approximately $13,500.
If Congress cuts benefits in 2034, this future retiree would receive a monthly benefit
check worth $428.

Under our proposal, this individual (taking early retirement) would receive a
monthly benefit check worth at least $644 if he invested at the low-risk, low-return
bond rate. If he took advantage of a higher rate of return, he could expect to see
a monthly benefit of $775. If he chooses to participate in the government savings
match program and uses his KidSave account to supplement his monthly income,
this low-income individual will have an even higher monthly benefit.

PROGRAMMATIC ADJUSTMENTS IN THE BIPARTISAN SOCIAL SECURITY REFORM PLAN

Our proposal also calls for making several programmatic changes that will im-
prove widows benefits, increase the defined benefit for low-income individuals, and
contain programmatic costs. These changes include:

1. Establishing a new bend point in the PIA formula factor which will boost bene-
fits and increase the replacement rate for low income workers.

2. Increasing the widow(er)’s benefit formula so that widow(er)s will eventually
receive 75% of the combined benefit of both spouses.

3. Eliminating the retirement earnings test for all individuals age 62 and older.

4. Increasing the benefit computation period for up to 5 additional years for
newly-eligible retirees. However, the lower earning of a two-earner couple will get
five extra “drop-out” years, in anticipation that one spouse may have taken time out
of his or her career for child-rearing.

5. Maintaining the taxable wage base at 86%—the current percentage of wages
subject to the Social Security payroll (FICA) tax. Rather than letting the taxable
wage base float with the annual percentage growth in wages, this new formulation
will permanently keep the taxable wage base at 86% of wages.

6. Crediting all revenue from the taxation of OASDI benefits to the OASDI trust
funds by 2014. Currently, retirees earnings over $34,000 ($44,000 for couples) must
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pay taxes on 85% of their benefits. The income from the taxes on the first 50% of
their benefits goes to the OASDI funds, while the remaining tax revenue flows into
the HI Fund. This provision ensures that all Social Security tax dollars stay in the
Social Security program.

7. Rewarding work by increasing the size of early retirement factors and delayed
retirement credits.

8. Using a more accurate cost-of-living adjustment (COLA) for all programs af-
fected by the Consumer Price Index (CPI). This COLA adjustment (.5%) will not be
applied to the benefits of any workers or retirees currently age 62 and older. In ad-
dition, any revenues generated as a result of the COLA adjustment will be “recap-
tured” for the OASDI Trust Funds.

9. Creating a life expectancy index. To reflect both past and future increases in
life expectancy, our proposal would eliminate the hiatus years in increasing the re-
tirement age to 67 and would index benefits to life expectancy thereafter.

This proposal boosts benefits, reduces taxes, and ensures that large portions of
our discretionary budget will not be needed to pay Social Security benefits. The
sponsors of this proposal believe that time is not on our side. Delay will hurt those
who rely on Social Security the most. Delay will only allow the problem to become
larger—and the solution more difficult. Delay is especially devastating for Ameri-
cans who would benefit if the law made it possible for all workers to share in the
American dream of financial independence through ownership of financial assets.

What we are not willing to accept is political inaction—inaction despite the full
knowledge that the tectonic plates are shifting dangerously below us. These shifts
will cause an earthquake in the not too distant future, an earthquake which will
destabilize the financial security of tens of millions of American working families.
Unlike the destruction of a geologic earthquake we have the power to prevent this
one. The sponsors of the Bipartisan Social Security Reform Plan intend to do all we
can to see that this Congress acts sooner rather than later.

We welcome helpful suggestions on how to improve our proposal. I look forward
to answering any questions that the Committee may have.

Chairman ARCHER [presiding]. Senator, thank you. Thank you
for your presentation, and thank you for your being out front on
this issue. I certainly do agree with you. We need to act, and we
need to act this year, and I am just hopeful that we can find a way
to do that, but my same compliments extend to all four of you, be-
cause all four of you have been willing to get out front and to de-
sign a plan that does save Social Security for 75 years. Some say,
“Oh, well, that is not necessary,” but, frankly, we ought to be ex-
tending that with the life expectancy going up to where we are pro-
jecting for 80 or 85 years instead of the 75 that has been tradi-
tional. But for right now, we will work with the 75, and I do com-
pliment all of you.

Senator Grassley.

STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S. SENATOR
FROM THE STATE OF IOWA, AND CHAIRMAN, SPECIAL COM-
MITTEE ON AGING

Senator GRASSLEY. Well, I need to compliment you, because your
legislation moved the ball forward quite a bit on this side of the
hill, and each of us Senators in our respective forums have had an
opportunity to do that. Senator Breaux and I have worked together
as Chairman and Ranking Member of the Aging Committee. We
have had six hearings on Social Security reform. I have had an op-
portunity to serve with Senator Moynihan as Cochair of the Ameri-
cans Discuss Social Security.

I want to concentrate on that area that Senator Gregg has sug-
gested that I have been having my main interest in and that is eco-
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nomic justice for women. I believe that the bipartisan plan which
we support addresses women’s needs, and so I would explain it this
way: Women are more likely to move in and out of the work force
to care for children or elderly parents. They should not be punished
for the time that they dedicate to dependents. Our proposal pro-
vides five drop-out years to the spouse with lower earnings in every
two-earner couple.

Women, on average, earn less than men. Our proposal provides
all workers with an opportunity to contribute to their individual ac-
counts an amount equal to 1 percent of the taxable wage base. For
this year, that would be $726. Workers with combined 2 percent
contributions of less than 1 percent of the taxable wage base would
receive $100 from the U.S. Treasury. Furthermore, they will re-
ceive a dollar-for-dollar match by the government on voluntary con-
tributions up to 1 percent of the wage base. Also, our proposal cre-
ates an additional bend point to the benefit formula to boost the
replacement rate for low-income workers.

Women live longer than men. At age 65, men are expected to live
15 more years, whereas, women are expected to live almost 20
years. Our proposal addresses that reality by allowing money accu-
mulated in the individual accounts to be passed on to surviving
spouses and children. Furthermore, our proposal would increase a
widow’s benefit to 75 percent of combined benefits that a husband
and wife would be entitled to based on their own earnings.

As many older Americans lives longer, healthier lives, as well,
they are eager to remain in the work force in various capacities.
Others remain in the work force out of necessity. We would elimi-
nate the earnings test for beneficiaries age 62 and older so that re-
tirees may continue to contribute to the economy without being pe-
nalized. Currently, benefits are reduced for over 1 million bene-
ficiaries, because their wages exceed earnings limits.

Our proposal would also correct the actuarial adjustment for
early and late retirement. As you know, individuals do not receive
back the value of payroll taxes contributed if they delay their re-
tirement. This proposal increases both the early and delayed retire-
ment adjustments to levels appropriate to recognize additional tax
contributions. Retirees who remain in the work force could also
contribute to their individual accounts.

The first step on the road to reforming Social Security was to en-
gage the American public in a policy debate. No action could take
place without Americans being able to make informed decisions
about how to design a Social Security Program which would meet
the needs of the next century. Now, America is ready for reform.
According to a recent poll brought about by the Americans Discuss
Social Security, 58 percent of those sampled feel that reform should
take place before the year 2000 election.

The second step in saving Social Security, is the funding problem
that the system faces. Several proposals have been put forward to
save Social Security. Now we must work together in that next step
and that is enacting legislation that restores the long-term solvency
of Social Security.

I must stress the importance of saving Social Security sooner
rather than later. Do we work now to prepare for the retirement
of the baby boomers and subsequent generations or do we just sit
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back and end up, as we have been, seemingly unprepared for the
long term? According to Social Security actuaries, in 2075, the last
year of the 75-year evaluation period, income to the Social Security
Program will be $14 trillion, but we will owe $21 trillion in bene-
fits, and, obviously, you can’t take more hay out of the barn than
you put into that barn. Plain and simple, that translates into stiff-
er reforms that will need to be made for each year that we don’t
enact legislation to protect the program so many Americans rely
upon.

So, I thank you for this opportunity and for your leadership,
Chairman Archer, on this proposal and for having this hearing. I
would be happy to entertain any questions after Senator Breaux.

[The prepared statement follows:]

Statement of Hon. Charles E. Grassley, a U.S. Senator from the State of
Iowa; and Chairman, Senate Special Committee on Aging

Thank you Chairman Archer. I am pleased to have the opportunity to be here
today with my colleagues from the Senate to discuss our bipartisan proposal to save
Social Security. I want to commend you and your colleagues on the Committee for
holding this hearing. It is an important step on the road to reforming Social Secu-
rity.

My colleagues have thoroughly outlined the proposal we have put together. I
think it is worth restating some of its positive points. Our proposal does not raise
the payroll tax. It gives middle and low income workers the opportunity to create
wealth. It works to protect the members of our society who are most vulnerable and
dependent on the Social Security system. And, most importantly it restores the long-
term solvency of the program that millions of retired and working Americans and
their families rely on to provide the basis for their retirement income security.

There are a few specific aspects that I would like to highlight. In putting together
this proposal, this group has been very conscientious of how changes to the Social
Security system would affect different populations. As we have moved forward in
the process to reform Social Security, one group that I have been particularly con-
cerned about is women. In February, the Aging Committee, which I chair and of
which Senator Breaux is the ranking member, held a hearing examining how
women would be affected by an individual account component. One of the things
that came out of that hearing was that, while women’s needs from the Social Secu-
rity system are magnified compared to men’s because of their longer life spans and
different work patterns, those issues can be addressed as part of a reformed system.
I believe the bipartisan plan which my colleagues and I support addresses the needs
of women. Let me explain how:

Women are more likely to move in and out of the workforce to care for children
or elderly parents. We recognize that there is a high likelihood that a spouse may
take time away from work to raise children or care for elderly parents. They should
not be punished for the time that they dedicate to dependent family members.
Under our proposal, five “drop out” years would be provided to the spouse with
lower earnings in every two-earner couple.

Women, on average, earn less than men. Our proposal provides all workers with
an opportunity to contribute to their individual accounts, at a minimum, an amount
equal to one percent of the taxable wage base. One percent of this year’s taxable
wage base, which is $72,600, would be $726. Wage earners whose combined two per-
cent contribution is less than one percent of the taxable wage base will receive a
$100 contribution by the federal government when they make their first voluntary
contribution of $1. Furthermore, they will receive a dollar-for-dollar match by the
government on voluntary contributions up to a total equal to one percent of the
wage base.

In addition, our proposal creates an additional bend point to the Social Security
formula to boost the traditional Social Security replacement rate for low-income
workers. Under current law, beneficiaries receive 90 percent of the first $505 of
their average indexed monthly earnings, plus 32 percent of their average indexed
monthly earnings over $505 through %3,043, plus 15 percent of their average in-
dexed monthly earnings over $3,034. Our proposal would create a new bend point
so that there would be a 90 percent bend point, a 70 percent bend point, a 32 per-
cent bend point and a 15 percent bend point. This would enhance the traditional
Social Security benefit for low and middle income workers.
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Women live longer than men. At age 65, men are expected to live another 15
years, whereas women are expected to live almost 20 more years. One way in which
our proposal addresses that reality is by allowing money accumulated in the indi-
vidual accounts to be passed on to surviving spouses and children. Furthermore, our
proposal would increase the widow’s benefit to 75 percent of the value of the com-
bined benefits that a husband and wife would be entitled to based on their own
earnings.

Developments in modern science allow many older Americans to live longer,
healthier lives. Their minds are sharp and they are eager to remain in the work-
force in various capacities. Others remain in the workforce out of necessity. Our pro-
posal would eliminate the earnings test for all beneficiaries age 62 and older so that
retirees may continue to contribute to the American economy without being penal-
ized. Under the current earnings test, benefits are reduced for over one million
beneficiaries because their wages exceed the earnings limit.

Our proposal would also correct the actuarial adjustment for early and late retire-
ment. As you are already aware, under current law, individuals do not receive back
the value of extra payroll taxes contributed if they delay retirement. This proposal
increases both the early and delayed retirement adjustments to the level appro-
priate to recognize additional tax contributions. Of course, retirees who remain in
the workforce will also be able to continue to contribute to their individual account.

The first step on the road to reforming Social Security was to engage the Amer-
ican public in the policy debate. No action could take place without the citizens of
the country being able to make informed decisions about how to design a Social Se-
curity program which would meet their needs in the 21st Century. We dedicated
last year to a year of debate about Social Security reform. The Administration,
members of Congress and many organizations held forums, roundtables, and semi-
nars on Social Security reform in an effort to engage the American public in this
critical debate. Now, the American public is ready for reform. According to poll re-
sults released by Americans Discuss Social Security last month, 58 percent of those
sampled feel that Social Security reform should take place before the 2000 elections.

The second step in saving Social Security was to develop proposals which address
the future funding problems our Social Security system will face. As is evident today
by the witnesses at this hearing, several proposals have been put forward to save
Social Security. Now we must work toward the next, and possibly most difficult,
step: enacting legislation which will restore the long-term solvency of the Social Se-
curity program.

I want to stress the importance of saving Social Security sooner rather than later.
There is a famous fable about an ant and a grasshopper. The ant worked tirelessly
during the warm summer to prepare for the long winter. The grasshopper did noth-
ing to prepare. We are at a point where we as Congress and a nation must decide
whether we are going to be ants or grasshoppers: whether we are going to work now
to prepare for the retirement of the baby boom generation and subsequent genera-
tions, or whether we are going to sit back and end up being unprepared.

Just eight years from now, the first year of the baby boom generation will be eligi-
ble to collect early retirement benefits. Seven years after that, when those retirees
are just 69 years old, the Social Security program will run a deficit of $49 billion
and the federal government will be forced to start calling in those IOU’s. According
to the actuaries at the Social Security Administration, in the year 2075—the last
year of the 75-year actuarial time horizon—income to the Social Security program
will be $14 trillion, however, we will be obligated to pay $21 trillion in benefits.
Plain and simple, that translates into stiffer reforms that will need to be made for
each year that goes by and we don’t enact legislation to protect the program that
so many older Americans rely on.

Chairman ARCHER. Thank you, Senator Grassley.
Senator Breaux.

STATEMENT OF HON. JOHN B. BREAUX, A U.S. SENATOR FROM
THE STATE OF LOUISIANA

Senator BREAUX. Thank you, Mr. Chairman and Members of the
Committee. I am delighted to be here. I will tell you that I have
been to the Ways and Means Committee more times this morning
than I did in the 14 years that I was in the House of Representa-
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tives. This is my third visit over here, but I am delighted to have
the opportunity to share some thoughts with you, and I congratu-
late you all for doing this. I can’t think of anything more difficult
than sitting and listening to a bunch of other Members of Congress
talk about Social Security and what our plans are to reform it. So,
I congratulate all of you for taking the time to do it. This is not
an easy exercise, and we have all sat on that side and listened to
ourselves talk, and it is very, very difficult.

The conventional wisdom is that you can’t fix Social Security this
year, because next year is an election year, and, obviously, if you
follow that line of thinking, you can’t fix it next year, because it
is an election year. So, with that line of thinking, we will never do
anything to fix a problem that affects not just the 40 million Amer-
icans who are on the program, but their children, their grand-
children, and generations to come. So, I congratulate all of you for
taking the time and for listening to those who have plans and ideas
about what to do.

And I will start off by saying that I happen to believe that this
can be a win political process for everybody. I mean, good policy is
good politics, and if we are not smart enough to sell good policy to
our constituents as being good politics, then we are all in the
wrong business. What we cannot continue to sell is failure, and
what I think that we as a Congress—both sides are guilty of this
in Medicare and Social Security, alike—we blame each other for
failures. “It is their fault we didn’t pass anything.” “No, it is their
fault we didn’t do anything.” “No, it is your fault, because you
didn’t run the program properly.” “No, it is your fault, because you
want to gut the problem.” So, we have been arguing for several
years now about whose fault it is that nothing has been done. And
I would suggest that the American people are really getting pretty
tired of that argument. They are starting to say that all of you peo-
ple up there can’t get anything done, because you are worried
about who is going to get the credit and who is going to get the
blame.

So, I think that we have a unique opportunity, Mr. Chairman
and Members of the Committee, that this year will be a little bit
different in that we can come together. You are not going to write
a program that only Democrats can vote for that is ever going to
become law, and you are not going to write a Republican plan that
is ever going to become law as long as you have a Democratic
President who says, “I can’t accept some of the things that you
have in it.” I mean, the need is obvious that we are going to have
to come together and work on things that we don’t totally agree
with but is good public policy, and then we can go back and say,
“Look what we did.” And we can argue about who is going to get
credit for it, but that is a much better argument arguing about suc-
cess than arguing about blaming the other side for failure. It is bet-
ter to argue about success than it is to argue about failure and
whose fault it is.

What we have today—and I am not going to get into details, be-
cause I think my colleagues probably did it much better than I am
capable of doing it—but we have the only bipartisan plan, Repub-
licans and Democrats. We have the only bicameral plan. We have
got Jim Kolbe and Charlie Stenholm who are going to follow I
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think, and they are going to present the same thing that we are
presenting. It has got some things in it that Democrats are not
going to like, and it has got some things in it that Republicans are
not going to like, but it does represent the House and the Senate,
Republicans and Democrats offering something that I think makes
sense.

And I congratulate you, Mr. Chairman. You have put something
out on the table. I mean, you have been willing to say, “OK, we
are going to have something out there,” and we have done the
same thing. We have all been willing to say, “OK, we are going to
go first. Here it is, take a shot at it, but do something with it. Just
don’t say we are not going to do anything.”

I think that one of the real features of our plan is the 2 percent
in individual retirement accounts that we mandate people estab-
lish, and it is not a novel approach. It is what every one of you
have. It is what everyone behind you has in the Federal Thrift Sav-
ings Plan. They put money in the Thrift Savings Plan. They can
pick a low option, a low risk, a high risk, or a medium risk. It is
managed by a private investment group, and they pick the invest-
ments. A low risk is government bonds; a medium risk is a com-
bination of bonds and also the stock market, and a high risk is the
stock market, S&P 500 market. And they pick and choose, and it
has been very successful.

It is, I think, impossible to totally privatize the system. I would
oppose it. Some people think it is the right thing to do. It is not
going to happen. It is not going to happen in this political atmos-
phere. Others argue, “Well, don’t do anything, and we will just wait
it out and hope that it cures itself,” and that it is irresponsible. So,
there is something in between making it all private and doing
nothing with regard to private investment that I think is accept-
able, and that is what we have recommended, and we say 2 percent
is invested in individual retirement accounts. They can own it; they
can inherit it, and one of the big differences is they keep what they
make.

I think your plan, Mr. Chairman, suggests that, well, if you have
a private investment account and that what you get you reduce
your Social Security benefits as a result of what you got from your
private account. We reduce it by the amount that you would have
gotten had you kept it in the Social Security system at 3 percent
return, but you get the extra, so there is an incentive to save. You
want to put it in the individual account, because you know that you
will actually make more money from your account if you invest it
appropriately and properly. It is not the government investing, but
is also the individuals doing it through a professional group that
would manage the money just like we have in the Thrift Savings
Plan for the Federal employees.

We have a CPI correction. That is how we partially finance it,
and I think that is important to make it be reflective of what the
real consumer price index gets, and I think that is the right way
to go.

So, anyway, I just would say, I mean, thank you for listening to
us, and thank you for listening to all the other Members; that has
got to be brutal. I know we have done it on our side, and it is bru-
tal. But thank you all for being here, and I just think that we
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ought to maybe this year try and do something differently from
what we have been doing and get a plan that makes sense that is
not perfect from a Democratic perspective, and it is not perfect
from the Republican perspective, but it is a heck of a lot better
than we have right now, and I would suggest that what we have
offered I think meets that criteria. Thank you very much.

[The prepared statement follows:]

Statement of Hon. John B. Breaux, a U.S. Senator from the State of
Louisiana

We will all soon face the formidable task of revamping the cornerstone of Amer-
ican social policy—Social Security. I believe the proposal our bipartisan group has
put forth is a step in the right direction. In 1935, Social Security began as part of
the bold vision of President Franklin D. Roosevelt. He argued that this country de-
mands “bold, persistent experimentation,” challenging future improvements for So-
cial Security. As we face reform, the question is whether to just restate this sacred
contract or seize an opportunity to “persist” with the vision and experiment of Social
Security.

It is time for both. President Roosevelt viewed Social Security as “development
towards that goal, rather than a finished product...we should be constantly seeking
to perfect and strengthen it in the light of our accumulating experience and growing
appreciation of social needs.” After 63 years of Social Security, the task falls to us
all to ask: Is this the best we can do to provide Americans with economic security?

The driving force propelling the Social Security debate is that comprehensive re-
form must happen in 1999. For both economic and political reasons, everyone agrees
that next year will present a rare and limited window for reform. If this time frame
is viewed in earnest—as it should be—there is no time for partisan bickering, rhe-
torical battles or demagoguery. We must immediately move to build a consensus
through realistic, centrist solutions.

It is my belief that there are four corners of Social Security reform: Individual
Accounts; Increased Progressivity; Strengthening the Disability Program; and Fiscal
Responsibility. Within these four corners, consensus can be found between Demo-
crats, Republicans and the American people. Our plan was guided by these four cor-
ners.

INDIVIDUAL ACCOUNTS

If we are not careful, we will run recklessly into massive gridlock between indi-
vidual accounts versus collective investment. This will make reform in 1999 impos-
sible, and we will have failed in our responsibility to reform Social Security.

Gridlock is avoidable. The concept of creating opportunities for equity investment
through individual accounts—if done properly—can achieve a middle ground by
combining the best of both worlds.

Experts agree that equity investment has a proper role in a long-term, prudent
retirement strategy. This fundamental economic advice is true at every income level.
Equity investment and the magic of compound interest should be available to every
American. If not, these individuals will only be pushed further into the fringe of the
economy. We are supposed to bring to an individual’s doorstep opportunities that
our capitalist markets alone will not provide.

The goal of Social Security is to provide economic security to those at the bottom
of the economic pyramid. In 1935, during an era of economic hardship, we chose to
do that through a system that redistributes wealth. This foundation of social insur-
ance must be maintained, but Social Security should emerge from reform ready for
the post-industrial, global economy. We should accept Roosevelt’s challenge not to
look at Social Security as a finished product, but as development of the goal.
Shouldn’t we do more than simply sustain those on the fringe of economy? Shouldn’t
we help bring these Americans into the economic mainstream?

While an objective of individual accounts is to expand investment options, there
is more at stake. If we offer the opportunity for equity investment to the govern-
ment, not individuals, we miss an opportunity to evolve the Social Security system.
Adding individual accounts to Social Security builds upon the social insurance by
providing individuals with a direct link to economic advancement. This is the policy
that will reaffirm and reconnect the American people’s faith in Social Security.
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INCREASED PROGRESSIVITY

Our individual accounts do not lessen Social Security’s progressivity. In our re-
form proposal, we increase progressivity through several provisions, including bend
points changes and matching contributions for low and middle income workers. A
low-income worker’s individual account would be purely a bonus above their tradi-
tional benefit.

As we rush to protect economic security in old age, we can not ignore that the
most effective way to provide economic security is to provide economic development
throughout a lifetime.

STRENGTHENING THE DISABILITY PROGRAM

One-third of Social Security beneficiaries are not retirees, but disabled Americans.
The disability program is essential to the safety net and it is in the worst financial
shape. It, too, must be strengthened and modernized.

The disability program must be examined in the context of overall reform, yet its
policy issues are not necessarily linked with retirement policy. The retirement as-
pect of Social Security actually lends itself to a broader look at pension and personal
savings policies that the Congress must address.

The disability program is part of a complex web of federal and state programs.
Issues spilling over into Medi