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I j u s t wanted t o get back t o you w i t h a number on how much the TSP pays 
Barclays f o r i n v e s t i n g the TSP money. The general estimate i s around $8 
m i l l i o n . THis i s f o r $10 b i l l i o n i n TSP investments. These numbers are rough 
and shouldn't be quoted without caveats. I am s t i l l t r y i n g t o r e f i n e t h i s . I t 
i s not c r y s t a l c l e a r t o me from the Budget what i s e x a c t l y included i n the $8 
m i l l i o n . I w i l l keep you posted when I f i n d t h i n g s out. I f t h i s number holds, 
t h i s i s about 0.08 percent of the program investments. Not very much. 

I s t i l l haven't decided what I am wearing i n the marathon. I am t h i n k i n g I 
w i l l wear a navy blue t - s h i r t w i t h yellow l e t t e r s s p e l l i n g Michigan. Look f o r 
t h a t ! 

Talk t o you l a t e r . 



CURRENT LAW 

1. Old-Age B e n e f i t 

The primary insurance amount (PIA) i s computed under a t h r e e -
bracket formula t h a t favors low-paid workers -- 90% of the f i r s t 
$426 of average indexed monthly earnings (AIME), plus 32% of AIME 
over $426 and up t o $2,567, plus 15% of AIME over $2,567. The 
d o l l a r amounts ("bend p o i n t s " ) are adjusted a n n u a l l y t o r e f l e c t 
increases i n average wages i n the economy, as measured by the 
average wage index. 

The computation p e r i o d i s the number of years a f t e r 1950--or age 
21, i f l a t e r - - u p t o the year the worker reaches age 62, becomes 
d i s a b l e d , or d i e s , minus the number of s o - c a l l e d "dropout years." 
I n r e t i r e m e n t and death cases, 5 years are dropped from t h i s 
p e r i o d of expected work. I n no case are less than 2 years, or 
more than 35 years, used t o measure l i f e t i m e earnings. 

2. Spouse/Survivor B e n e f i t 

The spouse of a r e t i r e d or d i s a b l e d worker, upon reaching age 62, 
i s e l i g i b l e t o re c e i v e a b e n e f i t based on 50 percent of the 
worker's primary b e n e f i t , s u bject t o r e d u c t i o n f o r e a r l y 
r e t i r e m e n t and subject t o the maximum f a m i l y b e n e f i t l i m i t a t i o n . 
I f the spouse i s e l i g i b l e f o r a worker's b e n e f i t on h i s or her 
own r e c o r d , the amount of the spouse's b e n e f i t i s reduced by the 
amount of the worker's b e n e f i t . I f t h a t worker's b e n e f i t equals 
or exceeds the spouse's b e n e f i t , then no spouse's b e n e f i t i s 
payable. 

The widow(er) of a r e t i r e d or d i s a b l e d worker, upon reaching age 
60, i s e l i g i b l e t o receive a b e n e f i t based on 100 percent of the 
worker's primary b e n e f i t , subject t o r e d u c t i o n f o r e a r l y 
r e t i r e m e n t and the maximum f a m i l y b e n e f i t . I f the deceased 
worker had e l e c t e d reduced b e n e f i t s , the widow(er)'s b e n e f i t i s 
l i m i t e d t o the amount the deceased worker would be g e t t i n g i f 
s t i l l a l i v e . 

3. Retirement Ages 

The NRA i s 65 f o r workers who reach age 62 before the year 2000 
(born before 1938). Beginning w i t h workers who a t t a i n age 62 i n 
the year 2000, the NRA increases 2 months per year u n t i l the NRA 
becomes age 66 f o r workers who a t t a i n age 62 i n the year 2005. 
The NRA remains age 66 f o r workers who a t t a i n age 62 i n the years 
2005-2016 ( t h e " h i a t u s " ) . Beginning w i t h workers who a t t a i n age 
62 i n the year 2017, the NRA w i l l again increase 2 months per 
year u n t i l the NRA becomes age 67 f o r workers who a t t a i n age 62 
i n the year 2022 and l a t e r (born i n 1960 and l a t e r ) . 



Retired workers and aged spouses r e t i r i n g now at age 62 (the 
E a r l i e s t E l i g i b i l i t y Age - EEA) receive 80 percent and 
75 percent, respectively, of the basic amounts otherwise payable 
at age 65. Widow(er)s r e t i r i n g at age 60 (the EEA for 
widow(er)s), generally receive 71.5 percent of the worker's 
primary be n e f i t . Under the currently-scheduled increase i n the 
NRA to age 67, the percentages at the EEA w i l l u l t i m a t e l y become 
70 percent f o r workers and 65 percent for spouses, but w i l l 
remain at 71.5 percent f o r widow(er)s at age 60. 

4. D i s a b i l i t v Benefit 

D i s a b i l i t y beneficiaries on the r o l l s are converted to retirement 
benefits at the Normal Retirement Age (NRA). The benefits are 
equal to 100 percent of the PIA, the same amount that i s paid to 
a r e t i r e d worker who becomes e n t i t l e d to benefits at the NRA. 

5. I n d i v i d u a l Accounts 

No provision i n current law for i n d i v i d u a l accounts under the 
Social Security program. 

6. Earnings Inclusion 

See Old-Age Benefit above 

7. Payroll Taxes 

Most income to the Old-Age, Survivors, and D i s a b i l i t y Insurance 
(OASDI) Trust Funds consists of taxes paid by employers, 
employees, and the self-employed on earnings covered by the OASDI 
program. The OASDI tax rate i s 6.2 percent f o r employers and 
employees (each) and 12.4 percent for the self-employed. The HI 
tax rate i s 1.45 percent for employers and employees (each) and 
2.9 percent f o r the self-employed. 

8. Taxable Earnings Base 

Taxes fo r the OASDI program are paid on earnings up to $61,200 
for 1995. Prior to 1994, HI taxes were also paid on earnings up 
to a maximum annual amount, but now are paid on t o t a l covered 
earnings, without l i m i t a t i o n . 

The base i s automatically raised each year based on a formula 
that r e f l e c t s increases i n average wages. The Average Wage Index 
(AWI) i s the average amount of t o t a l wages fo r each year a f t e r 
1950, including wages i n noncovered employment and wages i n 
covered employment i n excess of the OASDI co n t r i b u t i o n and 
benefit base ( t o t a l wages i n a year divided by the number of 
workers). 



9. Benefits Taxation 

Up to 50 percent of Social Security benefits are includable i n 
taxable income fo r individuals with income $25,000-$34,000 and 
couples, $32,000-$44,000. Up to 85 percent of benefits are 
taxable f o r individuals with income exceeding $34,000 and for 
couples w i t h income exceeding $44,000. 

The proceeds from taxation of up to 50 percent of benefits are 
credited to the Social Security t r u s t funds. The proceeds from 
taxa t i o n of 51 to 85 percent of benefits are credited to the 
Medicare Hospital Insurance (HI) Trust Fund. 

10. COLA/CPI 

Social Security benefits are increased automatically i n December 
using the Bureau of Labor S t a t i s t i c s ' Consumer Price Index f o r 
Wage Earners and Cl e r i c a l Workers (CPI-W). The l a t e s t COLA of 
2.8 percent became payable i n January 1995. 

11. Investment Policv 

A p o r t i o n of the t r u s t funds not required to meet current costs 
may be invested. Investment of the funds must be made only i n 
interest-bearing obligations of the US or guaranteed as to 
p r i n c i p a l and i n t e r e s t by the US. 

12. Coverage of State & Local Workers 

State and l o c a l government employees who are under a retirement 
system may be covered under Social Security (and Medicare) 
through voluntary agreements between each State and the Secretary 
of HHS. (However, those who are not under a retirement system 
are covered mandatorily under Social Security and Medicare.) 
State and l o c a l government employees hired a f t e r March 31, 1986, 
are mandatorily covered under Medicare. 



GRAMLICH PLAN 

1. Old-Age Benefit 

(A) Benefit related to years of service--$499 (1995 value) for 
f u l l career (35 y r s ) . 10 yrs of work gets a 50% benefit. Over 
10 yrs increases benefit by 2%/yr. Benefit amount wage-adjusted 
each year f o r new e l i g i b l e s . Earnings-related benefit of 15% 
l i f e t i m e covered earnings (indexed to computation yr) computed 
l i k e current law (averaging period would lengthen with increase 
i n EEA). Benefit price-adjusted as under current law. 40-year 
phase-in period of new formula, 1998-2037. 

(B) A l t e r n a t i v e l y , 
of f i r s t $640, plus 

substitute a "two-bracket" PIA variant: 90% 
15% above $640. 

2. Retirement Ages 

Eliminate "hiatus" and raise NRA at current law rate of 1 month 
per year u n t i l age 68 i n 2035. Afterwards, NRA indexed at rate 
of 1 month every two years to maintain current r a t i o of l i f e 
expectancy to NRA. Si m i l a r l y raise EEA to age 65 i n 2035 and 
stop. A "bridge" annuity would be available for gap between 62 
and EEA under the optional 1-4% "buy-back." 

3. Spouse/Survivor Benefit 

Spouse would receive half of $499 basic benefit i f less than 10 
years of earnings. 

Survivor--higher of: 75% combined couples benefit or 100% 
survivor's own benefit or 100% of decedent's benefit. 

4. D i s a b i l i t v Benefit 

Benefits computed using double-decker formula and not to exceed 
benefit payable at EEA--eventually 80% of PIA by 2035. Would 
decline f u r t h e r with NRA increases a f t e r 2035. Conversion age i s 
higher of 65 or EEA. Insurance requirement would be sim i l a r to 
current law. 

5. I n d i v i d u a l Accounts 

Persons may "buy-back" reductions i n benefits w i t h i n Social 
Security by con t r i b u t i n g 1-4% earnings above current 6.2% pay r o l l 
tax. Monies excluded from income tax, collected through 
withholding, credited to i n d i v i d u a l account recorded by SSA, 
investment earnings non-taxable Se d i s t r i b u t i o n s taxed. 
A l t e r n a t i v e investment i n large mutual fund or competing funds. 



[Schieber/Vargas variant - Persons under 40 opt i o n a l l y could 
d i v e r t some f r a c t i o n of pay r o l l tax to ind i v i d u a l accounts 
managed by SSA conditional on: 1) p a r t i c i p a t i o n i n add-on plan 
with person contributing minimum amount--government matches from 
p a y r o l l c o n t r i b u t i o n ; and, 2) person agrees to future benefit 
cuts to r e f l e c t diversion i n t o i n d i v i d u a l account.] 

6. Earnings Inclusion 

Include a l l earnings i n numerator without increasing denominator 
i n benefit c a l c u l a t i o n (Fierst Plan). 

7. Payroll Taxes 

No change from current law. 

8. Taxable Earnings Base 

No change from current law. 

9. Benefit Taxation 

Same as Bob Ba l l plan. 

10. COLA/CPI 

No change from current law. 

11. Investment Policv 

Same as Bob B a l l plan. 

12. Coverage of State & Local Workers 

Same as Bob Ba l l plan. 



V 

BALL PLAN ^'^^ 

1. Old-Age B e n e f i t 

Increase the AIME computation p e r i o d from 35 t o 38 yrs of — ^ 
earnings by 1999. 

2. Retirement Ages 

El i m i n a t e " h i a t u s " i n NRA increase. 

3. Spouse/Survivor Be n e f i t 

No change from c u r r e n t law. 

4. D i s a b i l i t v B e n e f i t 

No change from c u r r e n t law. 

5. I n d i v i d u a l Accounts 

No p r o v i s i o n . 

6. Earnings I n c l u s i o n 

Computation p e r i o d extended from 35 t o 38 years. 

7. P a y r o l l Taxes 

Increase OASDI p a y r o l l tax 0.2 percentage p o i n t s each f o r 
employer & employee (from 6.2% t o 6.4% each) i n 1998. " F a i l ­
safe" increase of 1% each employer & employee i n 2060, i f Trust 
Fund out of balance. 

8. Taxable Earnings Base 

Increase the base by $10,000 i n two $5,000 steps i n 1998 and 
1999 . 

9. B e n e f i t Taxation 

Apply taxpayer's income tax r a t e t o p a r t of b e n e f i t t h a t exceeds 
what worker p a i d i n ap p l i e d t o couples w i t h income above $32,000 
and s i n g l e s above $25,000. Return a l l proceeds of t h i s tax t o 
OASDI Tr u s t Funds. 7 



10. COLA/CPI 

No change from current law. 

11. Investment Policy 

As Trust Funds increase with proposed changes, over 15 years move 
to invent 1/3 i n equities indexed to broad market & 1/6 i n 
corporate bonds. Assumes real rate of return of 3.8 percent. 

12. Coverage of State & Local Workers 

Cover under Social Security a l l newly-hired State & local workers 
a f t e r 1997 not now i n a retirement system coordinated with Social 
Security. 



SOCIAL SECURrrY A C r - § 706(a) 

ADVISORY COUNCIL ON SOCIAL SECURITY* 

S.C. 706. [42 U.S.C. P X e f e ^ r K n?t S S ^ ^ 

IS re t a ry shall appoint an Adv^O^Couna^ °^?eS?al Old-Age'and 
the purpose of reviewing the status J ^ * ^ Disability Insurance 
SurvWo^nsurance Trust Fund, the ^ j ^ ^ 
Trust Fund, the Federal Hospi t^Insura^^^^ ^^^^^.^^ ^ 
Federal Supplementapr M ^ i c a l J^uran^^ disabi ity 
the long-term commitmente the J ^ l ^ ^ rts A and B of title 
insurance program ^^^f PJl^^^^ of co?e^^^ and the adequacy of X V I I I , and of renewing the sco^o^cov^^^ programs, including 

benefits under, and ^ ^ , P ^ ^ . ^ ^ ^ ° o ^ T m s under this Act^ 
their impact on the public a^ is t^ce prog^^ ^2 other 

(b) Each such Council sh^U consist ô  a^^^^ provisions 
persons, appo "ted by the S e g ^ ^ the 
8f t i t le 5, United S t e t % ^ ^ ^ t J ° ^ e X r s shall, to the extent 
competitive service. The api» in tea m ^ employees in 
possible, represent ojg îl̂ ^^^^^^^^^^ and the public, 
equal numbers, and represent seii-empioy ^ ^.^orized to engage 

^ l^V l ^ i ^ ^ U t a n " ^ : ^ S U f n ^ ^ ^ services, as mav be 
such technical assistance I?CIUQI g Secretary shall, in 
required to carry out its functions^ â ^̂  secretarial, clerical, 
addition, make available to suen ^̂ ô ^̂ ^ pertinent data 

p̂?eV-d"by"rh1Xa'̂ ^̂ ^̂ ^̂ ^̂  ^̂ '̂̂ ^̂  
Inay require to carry oiU such functions^ 

intermittently. , ^ reports (including any interim 

rSmmend'aUons shall thereupon be transmitted U,^ 
and to the Board of Trustees of each of the Trust hunds. ine repu 

r 4 » m 4 " i ^ S u l i b T o f the Internal Revenue 

Code of 1954, and 

•See Vol. II . P L. M-W.i. §§2-15. wilh respect to prov 
committees. 

'See P.L. 83-591. §1401 Ithis volume). 

isions governmg the operation of advisory 

SOCIAL SECURITY A C T - § 708(a) 415 

(3) a separate report with respect to the supplementary medi­
cal insurance program established by part B of title X V I I I and ol 
the fmancing thereof 

After the date of the transmittal to the Congress of the reports 
required by this subsection, the Council shall cease to exist. 

(e) No Advisory Council on Social Security shall be appointed 
under subsection (a) in 1985 (or in any subsequent year prior to 1989). 

GRANTS FOR EXPANSION AND DEVELOPMENT OF UNDERGRADUATE AND 
GRADUATE PROGRAMS 

SEC 707 [42 U.S.C! 908] (a) There is authorized to be appropri­
ated $5,000,000 for the fiscal year ending June 30, 1969, and 
$5 000 000 for each of the three succeeding fiscal years, for grants by 
the Secretary to public or nonprofit private colleges and universities_ 
and to accredited graduate schools of social work or an association of 
such schools to meet part of the costs of development, expansion, or 
improvement of (respectively) undergraduate programs in socia 
work and programs for the graduate training of professional socia 
work personnel, including the costs of compensation of additiona 
faculty and administrative personnel and minor improvements ol 
existing facilities. Not less than one-half of the sums appropriated lor 
any fiscal year under the authority of this subsection shall be used 
by the Secretary for grants with respect to undergraduate programs. 

(b) In considering applications for grants under this section, the 
Secretary shall take into account the relative need in the btates tor 
personnel trained in social work and the effect of the grants thereon. 

(c) Payment of grants under this section may be made (alter 
necessary adjustments on account of previously made overpayments 
or underpayments) in advance or by way of reimbursement, and on 
such terms and conditions and in such installments, as the becretary 
may determine. 

(d) For purposes of this section— 
(1) the term "graduate school of social work means a depart­

ment school, division, or other administrative unit, in a public 
or nonprofit private college or university, which provides, pri­
marily or exclusively, a program of education in social work and 
allied subjects leading to a graduate degree in social work, 

(2) the term "accredited" as applied to a graduate school ot 
social work refers to a school which is accredited by a body or 
bodies approved for the purpose by the Commissioner of Educa­
tion or with respect to which there is evidence satisfactory to the 
Secretary that it wi l l be so accredited within a reasonable time; 
and ,. , ,, • 

(3) the term "nonprofit' as applied to any college or university 
refers to a college or university which is a corporation or 
association, or is owned and operated by one or more corpora­
tions or associations, no part of the net earnings of which mures, 
or may lawfully inure, to the benefit of any private shareholder 
or individual. 

DELIVERY OF BENEFIT CHECKS 

SEC. 708. [42 U.S.C. 909] (a) If the day regularly designated for 
the delivery of benefit checks under title I I or title XVI falls on a 
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Stressing th» importance of ensuring the long-tern OOlvenoy and 

viability ot this nation's Social Security program, HHS fieeretaty 

Donna E. Shalala today announced the appointnent of the 1994 

Advisory Cauncil on Social Security• 

"Bach and every toerioan citi«or has a staXe in the continued 

good health of thia country's Social Security program," Secretary 

Shalala said. -This council, composed of leading experts in public 

and private pension systems in the united statee, will examine some 

of the most challenging issues that go to the core of providing 

ade^ate and equitable income for tha elderly in retirement." 

By lew, the advisory council, comprised of 12 members in 

addition to the chairman, ie appointed every four years to examine 

issues affecting the social Security Old-Age, Survivors, and 

Diaability Insurance (OASDI) programs, as well as the Kedieare 

program and Medicaid, which were created under the Social Security 

Act. 

Unlike advisory councils of the 1980B which focused primarily 

on disability. Medicare and health-care Issues, the 1994 couneil 

will focus on the Social Security 0A5DI program. Specifieally, the 

secretary has asked the council to examine the following areae: 

o Social Seourity financing, including developina 
reoommendations for improving the long-range financial 
status of the OASDI program; 

- More -
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o The adequacy and equitv of "^'JS^SSSl'fSSu?" 
to persons at various income levels, f" S i i J n t 
iitSations, and various age cohorts, JStSfnSlSn S 
such factors as the increased labor Participation of 
vomen, lower marriage rates, increased l i ^ ^ ' l i ^ ? ? * ^ ' 
dWoroe, and higher poverty rates of aged woman; and 

o The relative roles of the public and private "ctor in 
providing retirement income and how policies in both 
Sectors affect the retirement decisions and economic well 
being of individuals. 

secretary Shalala appointed as chairman of the oounoil Edward p 

Gramlich, director of the institute of PubUc Policy Studies and 

professor of economics and public policy at the University of 

Michigan. Professor Gramlich, 54, also has served as chairman of 

Michigan'a Economics Department and as acting director and deputy 

director of the Congressional Budget Office. Other members are: 

Robert Ball, 80, of Virginia - former commisfiloner ^} ^ D 
Sooial Security (1963-1973)1 member of the 1991 Advisory 
council on Social Security and the National Commission on 
Social Security Reform (Greenspan)j chair of the board, 
National Academy of Social Insurance. 

Joan Box, 64, Of Massachusetts - chairman of the New 
England Electric System; member, boards Of directors of ^ 
Avery Dennlson Corporation, the federal Reserve BanX oi_ 
Boston, John Hancock Mutual Life Insurance Company and the 
Monsanto Company. 

Ann combs, 37, of Washington, D.c. - principal, William M. 
Mercer, Inc.: former deputy assistant secretary for 
Policy, Pension and Welfare Benefits Administration, lAbor 
Department (1986^1993Jr staff member. National commission 
on Social Security Reform (Greenspan). 

Edith Pierst, 69, of Maryland - attorney, Pierst « Moss, '• 
P.C., and member of the Advisoty Committee of the Pension 
Rights Center} chair, Technical committee on Eaminga 
Sharing; specialist in federal and military pension 
litigation. 

- More -

7 
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Gloria Johnson, €6, of Maryland - director o« the 
Department of Social Action, International Wn̂ ®" «f. - [/ 
SSotronio, Electrical, Salaried, Machine and Furniture 
5;S;« and Jlce president of APJ-CIO fxjcutiv. Council I 
president of the Coalition of Labor Union Women. 

Thomas Jones, 45, of Connecticut - president wJ COO, 
Teachers Insurance and Annuity A»20ciation - College / | 
Retirement Equities Pund (TIAA-CREF) i member, boards of U/ ' 
directors of Thames 6 Betts Corporation and Bâ êrn 
Enterorlses; trustee of Cornell University, Brookings 
institution and committee for Economic Development. 

George Kourpias, 61, of Maryland - P^si*"*' 
International Association of Machinists and Aerospace 
Workers, APL-CIO; member, boards of directors for the ^ \^ 
Metional Couneil Of Senior Citizens, space Cause and the 
American Association for the Advancement of Science; 
member of Overseas Private Investment Corporation (OPIC). 

/Sylvester Schieber, 47, of Maryland - vice prealdent and 
director of the Research and Information Center, The Wyatt o / 
Company; former director of research. Employee Benefits 
Research Inatitutei a senior economist and deputy direotor 
of policy analysis for the Social security Administration. 

Gerald Shea, 47, of Washington, D.C. - director, 
Department of Employee Benefits for health care, pensions, 
Social security and child care, in AFL-CIO; previously, 
assistant to the president for govemment affairs for the 
Service Employees International Union end organiaer for 
SEiu in Massachusetts. 

Marc Twinney, 64, of Michigan - director of pensions for 
the Ford Motor company; member of the American Academy of 7 
Actuaries and the pension Research council of tha Wharton — 
School; previously, a consultant at Hewitt Associates, 
Killiaan and Robertson, and Hansen consulting Actuaries. 

Pidel Vargas, 25, of California - mayor of Baldwin Park, 
Calif., end senior policy analyst to Les Angeles Mayor ^ N 
Richard Riordan; past vice president of Phillips Brooks 
House, the comBUnity serviee organisation of Harvard 
College. 

Carolyn Weaver, 43, of Virginia - director, Social 
Security and Pension Studies, The American Enterprise 77 
Institute; member, 1987 Social Security Diaability - r 
Advisory Council and senior advisor, National Commission 1 
on social security Reform (Greenspan); former staff aember 
of Senate Finance Committee end the economics feeulties of 
Tulane University and Virginia Tech. 
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What follows are meeRng'da'tes for the Advisory Council through June 
1995. These dales were chosen based on member responses. 

January 27 - one-day (Friday) meeting at Sheraton City Centre, 1143 Now 
Hampshire Avenue, NW, (202) 775-08O0. The meeting will run from 8:30 
a.m. - 6;00 p.m. 

February 10 & 11 • two-day Advisory Council meetinQ at Sheraton City 
Centre. Was originally planned as public hearings for Feb 9 & 10. 

March 8«11 - A two-day public hearing (Wednesday 3/8 - Thursday 3/9) 
and a two-day meeting (Friday 3/10 - Saturday 3/11} 

April 21 & 22 • two-day Advisory Council meeting 

May 19 & 20 - two-day Advisory Council meeting 

June 2 & 3 • two-day Advisory Council meeting 



HAY-16-95 TUE 13:04 FAX NO. 00000000000000000000 P, 06 
M A Y - I B - S B 11 .31 FROM. DCXWABHINGTON I O - 2024927186 P/^GE e 

Authcsr: 'OLCA IMFO «t "SSB ^ J 
D«b«t 4/28/dS 12;2S PM 
PrLo^ityt Normal 
Subjaett Iteport en AdvLootfy Ceunci.1 Meetings 
— KesBage Contents —— 

Report on Sooial Security ftdvlBory couneil Heatinde 
on A^iril 21 and Aplfll 22 

Membdrn Frsaanti 
Edward Gramlich (Ch&Lc), Fidel VargAS, Robert Ball, Oerald Shea, 
Maro Twinney, Ann Combs, Thomas Jon«», Jean Bok, Sylvester 
Schieber, Edith Piaral:, and Cazalyn Weaver 

Apri.1 21 

The focus of the meatLng wao th« discusaion of an illuatrative 
plan to restore long ranga solvency devalopcd by Robert Dall> 
(Copy attached.) Thia plan would net juat oliminate tha 
long-range dafielt, but would provide flBcal balance for each 
year during theJ75_^yeaiLP^riodLM 
refl«ve""of"jOOrpaifeent cf tha next y^ar^ a outgo at tha end o f the 
perTodT'^fhQ plan recognizes the need i;o eave- for tha retiKement 
of the baby boomera by going to partial advanee_gunding with 
lnve8tmMtiiJ,n_ the_primtj_B0Ct^ bends. 
It i i intendea to illustrate that "great big ehangea" are net 
needed to solve the long-range financing problem in Social 
Security. 

In response co questions from several oiembarB, Steve GOBS (OACT) 
said that under this plan benefit payments would exceed incona at 
the end oC the 7S*year period and the balance of the trust funds 
would be drifting downward, but at about half tha rate ef the 
currnnr system. Under current aesufflptions, thn trust funds 
would again show a long-ranga inhalance after 10 or 15 years. 
The trust funds would reach a high point In the 2015-2020 period 
with about S years' worth of reserves and would end the 
75'-year period with about 2 1/2 years' worth of ressrvefl. 

It was clear during a general discueaion of the packaga that the 
Council was diyiaea. seme members liked i t boeauDa it, was a 
package of modest changes that, coupled with changes in 
investment policy, would build public confidence and preserve the 
current syBteoi. However, others thought that a Avora fundamantal 
change was needed to seeura Social security for today's young 
people. 

Many of the members were uneasy with this paelcage because the 
system would again become out of balance and another financial, 
crisis would occur in 10 or so years. There was general aonoern 
that the system would be "under fixed" and that thia would lead 
to a further decrease in public confidence. There was dlscuesion 
eC the poasibility of some kind of "failsafw" or automatLa 
governor co Cake aocount of the inherent problema in predicting 
economic and demographic trends over a 75-year period. Two 
possible failsaCeB—a future increase in che FICA tax, if needed, 
and automatic indexing of retirement age co life expectancy / 
changeo—-were discussed. ' 

The fflambecs decided to leave for a future discussion the 
quesCiona of what the target ahould be in terras of financing and 
whether fundamental or incremental changes were needed, and focuB 
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plan. Ihe discussion began with item 2--co£teefcion̂ of ̂ the__ 
Consumer Prioa Iridex-(CPI) uBed_to mcaaura inflation—because 
there waa agreement that the eavihgr shown-for thia change were 
both quaationable and oontrovereial• 

Chairman Edward Cramlich atated that, although there saams te be 
general agreement that tha CPI ia flawed, there ie no agreement 
en the degree to which i t ovetrstates inflation and no indication 
of when or how i t will be adjusted, i t seems rlsHy to count on a 
saving by the Social security trust funds based on an unknown 
change in the way the increase in prices is measured. 

Dave Lindeman, Executive Director of the Advisory Council, 
indicated that the 0.25 pereent of taxable payroll saving 
attributed to the change may be everotated because in tha 
long-range the CPX and another meaeure of price increases called 
the OOP deflator are assumed to rise at the same rata. The 
deflator aiiminatee a lot of che bias that is found in the CPi 
and so the long-range eatimates do net necessarily reflect the 
ful l ovaratatement ef price inoreaaee found In the CPI. 

Steve Goss indicated that there was a basic difference of opinion 
among knowledgeable people about how ci> eatlwiate the saving due 
to a change in the CPI measure. Xn response to a ^eetion from 
Sylvester fiahieber, he said that the 0.2$'jiercent saving 
reflected the highest saving and that the other extreme would be 
a saving eE as l i t t l e as 0.03 pereent. 

Theve was general agreement that there w.<ia at Least a reasonable 
doubt about the amount of saving that should be counted fron this 
kind of change. 

The Council then turned to a discussion of tho first item—a 
ehangain iiv/Bettne^nt_p^licy fofjth* trust funds. The speoiflo 
prnpnsal is to gradually iitvest tho exaesB trust funds in a 
mixture of 1/2 govarmnant bends, 1/4 public stocks, and 1/4 
corporate bends. This would result in increased oamLnga for the 
trust funds and in acme real savinga for the baby boomers 
retirement through the investment in oteeks and corporate bonds. 
The council was troubled about the specific mix of invRatments and 
the mechanics of managing the Investments without "pelitle&l* 
interference, but with enough flexibility ts make reasonable 
financial decisions. 

/After a lengthy discuasion, the Council decided that the current 
Truflfcegfl could-pugsuQ a passive investment strategy .based on an 
index^epg^esentative ef the widest U.S- equity market as part of 
Itheir fiduciary raaponsibilities. Thin strategy would be similar 
to the et~rategy7>f many large cocpo^aLe rutlrvrnvnt systams. In 
order to answer questions about Bpecific indexoo and possible 
risks, the Council decided te have some work dene using a 
aimulatien model. Thcnas Jones offered the aasiucunco of his 
employees who have expertise in this area- The Council agreed 
that i f the simulation showed no significant problems, they would 
be sympathetic to thia kind of approach to invesbfetent of tha trust 
funda. 

Chairman Gramlich asked if there were any objections to the third 
Itew in the iiiuscrativs paokage--eoveraaB-of-newly-hlred Stata^ _ 
and local worXeira-—Chat had a program rationale rather than a 
piyiTtleainDFTiinancial rationale. Mr. schieber said that 
universal coverage i s desirable from a policy viewpointi but can 
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populations and could cause financial problems for these states. 

ridel Vargae said that, speaking as a repreaentatlve ef local 
government, he would eppeao thia proposal becauae it would have an 
unfavorable financial impact en local govevncnent• However, he 
would not let this consideration atop him from supporting a 
package af proposals including this provision that he was 
oonvinced would aolve the Social Security financing problem for 
future generations. (Ke is net convinced that this package would 
do that.) Gerald Shea said that, although his oonetltuency would 
normally Oppoae this proposal, they would be willing to support i t 
in erder to solve the financing problem. (Ke indicated that this 
package wee moving in the right direction.) Chairman Gramlich 
aummed up the discussion by indicating that a l l of the members 
present WAire Sympathetic, or at least partially sympathetic, to 
thia proposal under certain circunstanees. 

The Council turned to a diaeusaion cf the fourth iten—-taxation 
of that part of benefits that exceeds what the worker paid in 
payroll taxes. This proposal would maintain the current law 
income thresholds that must be met before benefits ace taxable, 
but would cotnpute tha part ef benefits that ara taKoble on an 
individual basis. The 0.48 percent of ...taxable savinga estimate 
includes reallocating the inaome from the current taxation of 
benefits provision back to the OASDI Truat .Fund from the HI Trust 
Pund. 

Virtually a l l ef the Council memboro agreed that Social Security 
banefitB should be taxed "like other retirement payments." 
However, Charo uac disagreement about the use a l the threaholds V. 
and whether the proceeds from taxation eheû -d 9° the trust 
funds rather than the general fund. Six members indicated that 
they supported elinination of the threaholda and seven membera 
indicated that Lhê ~auppi;)c1i.~Hl2 uarmarking the revenues for the 
trust funds rather than letting them go to the general fund. 

In response to a question, Stove Qooo indicated that about 1/4 nf 
the 0.48 percent saving is new revenue and 3/4 in revenue that ia 
currently going to tha Hi Trust Fund. Tho members discusasd 
whether they ohculd "take ersdit" for savinga that were, in 
effect, just a reallocation from the HI Trust Fund. Although a l l 
membera supported the proposition that revenue from tax on Social 
Security should not be credited to the HI Trust Fund, they could 
not egret that they should count any revenue currently goin^ to 
tha HI Trust Fund against the OASDI long-range deficit. Chairman 
Gramlieh was particularly opposed to counting this revenue. 

The Council returned to the question of what they were trying to 
dO"-just solve the financial shortfall by making Inoremental 
changes or make more fundamental changes in order to assure a 
Bound System for a l l future generations. Kr> Vargas and Carolyn 
Heaver indicated that the Couneil first had to decide what they 
wanted Social SecurlLy LO hu In the future before they could 
consider specific ways of getting there. Kr. Jones, on the 
other hand, indicated that the Council should first BOO if there 
was a aeries of incremental changes that would eoLva the problem 
before considering more fundamental changes that would baaieally 
change the current eysten. chairman Cramiieh said that the 
illustrative proposal developed by Hr. Schieber, which the 
Council would consider on Saturday, would allow consideration of 
some of theoe issues and that further discussion should be 
postponed until then. 



/ 
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The Council than daeidsd to begin discuasing increasing 
retirement ag*. Kr. Lindeman and Kr. Schieber raised tha 
ijuastion of how inoreasee in retirement age can interact the 
benefit formula and real wage growth to result in 
"notches"—i.e., decreases in benefits from year to year for 
newly eligible retiree*. The Council agreed that they wiphed to 
avoid euch notches and briefly discuseed the posaibiiity ef 
building in a failsafe tneehanlsm to assure this outcome before 
adjourning for the day. 

April 22 

At the beginning Of Che meeting, Hf. Schieber presented a Social 
Security reform package that he had developed. This plan 
includes several elementsi 

o Raise normal retirement age_to^fi8_Qver the period 2000-2017 
and increase the earliest eligibility age (now age 62) to age 65 
over the same period. 

o Replace the current benefit structure with one that provides 
a flat-dollar benefit at a level that would balance the system at 
the^urrant payroll-fax-rate, (the amount would be wage-indexed 
before i n i t i a l eligibility and priee-indaxed thereafter.) 
Workers with 35 years of coverage credit would get 100 percent of 
this amount, workers with 10 years of wprk would get BO percent 
of the full flat benefit and each additional year of work over 10 
years would accrue an additional 2 pareaht so that a full benefit 
would be earned with 35 years of earnings. 

o Spouse's benefits fer non-insured opouBss would e^ual 
one-third of the basic benefit paid to tha worker. Butlraas with 
a spouse would be required to purchase (through an appropriate 
reduction In their primary benefit) a survivar benefit equal to 
79 percent of the primary benefit. 

o To compensate for the increase in tha earliest eligibility 
age, a special program would allow a worker to purchase (either 
at age 62 or through pre-tax payroll deductions during his or her 
working years] an indexed annuity payable for the period between 
age 62 and 65. This program would also allow the person to 
purchase additional indexed annuities up to ISO percent of the 
poverty line, payable throughout his or her retirement years. 
The assets from these prefunded annuities would be separate from 
Social security. They would not be part of any Federal fiscal 
operations and would be managed by an independent management 
board. 

o A transition would be accomplished over 2000-2020 for newly 
eligible retlreaa through a phaseU-in blending of the benefit 
calculated under the new formula and the benefit calculated under 
wurrant law. 

Mr. Ball indicated that he had serioua concerns with providing a 
bi^(i<;fit structura baaed on a flat benetit if i t were to be 
financed by the current regressive payroll tax. Ha was concerned 
that high earners would pay much more in taxes than low earners, 
yet get the same benefit. He said that this result would be / 
ineguitabla and that public support for the program among high / 
earners would evaporate. Hr. Schieber reopondod that the rates 
of return fer high earners are already inequitable and that i t is 
just a matter of degree. Us. Weaver noted that cutting rates of 
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financed with the current level eC payroll taxes. 

Chairman Gramlich noted that Hr. schieber's flat benefit could be 
modified SO that higher earners ceuld receive a greater benefit 
than low earnera. Mr. Lindeman suggested that one approach would 
be to increase the 90 percent factor in the benefit formula and 
dcoreaoo the IS percent factor. Alternatively, the rul« could be 
that the worker gets the higher of a specified percentage of 
average earnings, or the flat benefit. 

Hs. Weaver and Kr. Vargas generally expressed support far Kr. 
Schiebce'fl flat-benefit plan. In addition, MB. Weaver asked that 
more consideration be given by the Council to a double decker 
plan—l.e., a plan that providea a flat benefit plus a benefit 
directly proportional to the worker's earninga. She said that 
one ef tha advantages of a double decker scheme is that the 
adequacy and equity eeraponents of the pregrajn"ari} clearly 
distinguished, BO che program would be mere understandable. Hr. 
llndsman, noted that there was some congreasienjtl_in$.erBBt in 
double decker plans and that ths plan advocated by the World Bank 
was a variation of a double decker—a flat benefit supplemented 
by a privately managed savinga plan. 

Edith rierst. Marc Twinney, oerald Shea, and Thomas Jones said 
they had problems with going to a flat-be'n'cfIt plan like that 
suggested by Kr. Schieber. Hr. Jones said this would fae a 
fundamental change in tha program and could only be justified if 
tha currant system is "broken". However, he did not think that 
was the ease, and that liK̂ rHniMnbal change seemod more 
appropriate. 

MS. Fierst said that the element Of the Mr. Schieber'fi package ^ 
that would allow a worker to contiribute to a special savings plan 
to supplement Social Security benefits waa intriguing. Several 
members ef the Council also expressed interest in this idea. Us. 
weaver said that under such a savinga plan, the public oould be 
auBured chat they are getting what they paid for. Chairman 
Gramlich agreed that this idea warrants further study and 
consideration. 

Kr. Shea said that if the normal retirement age wars increased 
heyond age 67, he was not sure he oould Support ethor additional 
benefit outs because of the dlsproportiohate impact. Rather, he 
thought a modest payroll tax increaEs would be better. Ann combs 
said that, given ths financing problems of ths HI Trust Fund, 
which could require an HI tax increase, she did not think i t was 
a good idea to also increase the OASDI tax. Ma. Weaver noted 
that the social Racuirity tax la already a blggai: burden than the 
income tax for many people. 

MB. combs suggested that consideration be given to a "middle 
ground" approach that could include elements from both Kr. Ball's 
plan and Mr. Schie&er's plan. Although she said she waa not 
claiming "ownership" ot euen a plan, i t could includo: (1) raising 
the normal retirement age to 6̂  and cne earliest eligibility age 
to 6?, (2) permitting the purchase of a "bridge annuity between 
ages 62 and 65, (3) taxing benefits to a greater degree, (4) 
covering newly-hired State and local government employees, (5) 
some form of a Clat-oenerit plan, and (6) a ne&ns-tested 
cost-of—living adjustment. 

Chaik'man Granlich «ilso ouggcoted that, in addition to Chis 
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.ii«uu«c t̂ ŵuiiu ayyevaviii conBiacre'ci.on DB given lo cne pian 
offered by Mr. Ball, as modified to eliminate both the correction 
foe tha CPI and the tranafer of money now earmatkfid for the HI 
Trust Fund. He suggested that, for purposes of comparing i t to 
other plana, the payroll tan b« further increased under such a 
modified plan te Biake up for the reduction in revenue due to the 
modifieaticnb. 

Ma. Weaver caised a queation about whether tha council was going 
to Btudy the problems facing the Social Security disability 
program. Chairman Gramlich indicated that the group had 
prevlouBly agreed to not to do an in-depth review of the 
disability program. Ms. Weaver said ihe had many concerns about 
the current disability program, but acknowledged that the 
disability program was very complex and that i t would likely take 
6 montha for the Council just to get s geod understanding of the 
intricacies ot the program. Chairman Gramlich noted that, by 
law, the Council was supposed to submit its report by the end Pf 
tho year and that he did not think they would have time for a 
oomprehenaiva review of the disability program. 

With respect to agenda itema for future meetings, chairman 
Gramlich indicated that further discussion was needed on the idea 
of investing truat fund assets in equities. ' Hib then asked 
Council membera for other items. Ma. Weaver offeeed three 
program changes that needed further diecussion: a double decker / 
benefit structure, providing an optional tniJividual retirement ^ 
account (tRA) as a substitute for part of Sooial security, and -
the "companion proposal" to reduce dlsahlUhy benefits i f the 
normal reciremant age were inereasad. 

At the end of the muafl.no. Chairman Cramiieh Introduced Chris 
Bender who has developed (under a contract with the Council) a 
user-friendly computer software package that can rapidly asseaa 
the effect on Social Security retirement benefits of many 
different OAS! program changes. Kr. Bender explained Chat the 
package will provide data en che replacement rates (benefits as a 
percent of preretirement earnings) for career low, avorago, and 
maximum earners that would rasult under a myriad of possible 
program changes that the user could specify. Mr. Bender 
dsnonstrated the software and said that he would make copies of 
the software and the user manual and provide them to a l l 
interested Council members. 

Attachment: 

Robert Ball's Illustrative ^lan to Restore Long-Range Solvency 

1995 Trustees Report Deficit 2.1? 

Changes that dO not affect benefit^ or concributionsi 

1. Build fund and change investmenc policy 0.70 

2. Correct inflation measure (0.2) 0.25 

3. Cover newly-hired State and local workers 0.21 

Total 1.16 
-1.01 
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4. Tax that part of benefits that exceeds what 
werker paid 0.48 

5. Extend computation from 35 to 38 years 0.28 

6. Increase maxiniun benefit and contribution bace 
in two $5,000 Steps 

7. Increase contribution rote two-tenths of 
1 percent each 0.38 

8. Eliminate hiatus in present law schedule for 
inoreaeing the normal retirement age 0.12 

Total 1-43 

0.42 

Interaotion -O.ID 
0.32 

Reduce spouse's benefit and provide widow's 
benefit egual to 75 t of couple's benefit -0.15 

Surplus 0.17 

Robert M. Ball 
April 21, 1995 
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[152] From: "OLCA IWFO at 'S5B 3/22/93 1:53PM (14900 bytes; 290 In) 
Subject: Advisory Council Meetings o£ Match 10 and 11, 1995 

Message Contents -"-̂  
Report of March lO and 11, 1995 Meetings 

of the 1994 Advlsozy Council on Social Security 

Report of the Assumptions and Methods Technical panel 

The panel's report was divided into two parts—methods and 
assumptions. On the issue of methods, two panel members. Hartin 
Holmer and Michael Sze, explained to the Council that they had 
developed stylized (highly Bimplified) models to illustrate more 
sophisticated methods for predicting the probable range of future 
outcomes of program income and outgo. Thay had prepared graphs 
ba&ed on their i.-,v,2els using existing data jut cautioned that the 
graphs were not intended to be strictly accurate but to show that 
the models could, in fact, be used. Nr. 8ze added that the 
models were not intended to replace the current system for 
modeling outcomes but to supplement i t . Howard Voung, the panel 
chair, also warned thait a change tc new models would take 
considerable work and resouroes. 

The panel next addressed the issue of assumptions about variables 
that affect the program. Panel member san Preston bogan by 
focusing on the question of mortality. SSA projections are based:; 
on an assumption that mortality rates will not decline as much in 
the future as they have in the past because, for example, medical 
breakthroughs and behavioral changes that occurred earlier in 
this century will not be repeated. The panel disputed this 
conclusion. Their tentative decision was not to recommend a 
change in assumptions for the next 20 years but, beyond that 
time, to reconnend an annual rate of mortality improvement in 
line with tho faster rate which has characterized the twentieth 
century. Mr. Preston noted that other countries with better data 
are shoving an improvement in mortality rates. 

Next, panel member Diane Macunovlch presented her conclusions on . 
the subjects of fertility and labor force participation of women. 
HS. Macunovlch had translated existing data to apply to "cohorts" 
(i.e., groups of individuals born in particular years)* Cohorts 
vary as to the number of children women have as veil as the age 
at which they start having children. In the 1950's, woman had 
children at earlier ages; the "baby boomers", in contrast, are 
having their children at a later age. There is some indication 
that younger cohorts may be starting families earlier. 
Accordingly, the panel reoomnonded a slightly higher fertility 
rate over the next decade before a stable.level is reached. 

With respect to labor force participation of women, 
Ms. Hacunovioh noted a steady increase Cor cohorts bom in 1921 
and later. However, labor force participation rates dropped off 
for those born after 1961. Further, those cohorts which started 
off with high labor foroe participation rates continued to have 
high labor force partieipation rates. Based on these findings. 
Me. Macunovich predicted a higher rate of labor force 
partieipation for women than did the Social security actuaries. 
She mentioned that this work was very z-ecently completed and had 
not been discussed by members of tha panel. 
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The panel wee split on the issues of real wage growth and real 
interest rates. Some felt that the Social Security estimates 
were reasonable; others felt that lower wage growth and higher 
interest rates would be more realistic because of recent 
developments concerning savings on the part of the government, 
businesses, and individuals. Advisory Council chair Med Gramlich 
suggested that the panel "split the difference" in these rat«s, 
but Mr. Voung stated that the panel had discussed this option but 
decided against i t . 

In addition to the presentations, several members of the panel 
submitted papers they had written. (These papers did not, 
hoveveri constitute official panel documents). of the 
assumptions discussed, the panel's recommendations on fertility 
and labor force participation ratee for women were more favorable 
to the program than the current ones but tiie recommended 
mortality rates were less favorable. 

The Advisory Council discussed how the information presented by 
the panel should be handled, i.e., whether to comment, adopt tbe 
recommendations, recommend the Inclusion of new models in tha 
trustees' report, etc.. Some felt that new models would be 
valuable (Schieber, Lindeman); others (Jones) disagreed and 
thought they would alarm or confuse the public. Carolyn Weaver 
suggested that Council accept the panel's report but not depart 
from current practices at this time. ' Bob Ball agreed. 

Taxing Social Security Benefits 

Following the Technical Panel presentations, Executive Director 
David Lindeman briefed the Council on the taxation of Social 
security and pension benefits, the points at which tax night be 
assessed (e.g., when the contributions are paid in or when the 
benefits are paid out), the rate of tax that might be applied, 
and the amount of benefits on which tax might be assessed. Three 
Council menbers (Ball, Bok, and Fierst) argued in favor of taxing 
only the euaount of benefits that exceed contributions. 

Raising Retirement Age and Changing the Benefit Fonnula 

David Lindeman presented the Council members with a set of graphs 
on options for increasing the retirement age and/or changing the 
benefit formula. Tha options included raising the normal 
retirement age (NRA) to 68 or 70, with varying phaso'-in 
schedules. Some of the options would also increase the earliest 
eligibility age to three years before the increased HRA. The 
suggested changes to the benefit formula would reduce benefits 
for above-average earners. 

Funding 

Ned Oranlich initiated disoussion about how tho Social Security 
trust funds should be funded (e.g., advanced funding, partially 
advanced funding, er pay-as-you-go funding) and how the trust 
funds ahould be invested. Syl Schieber and Carolyn Weaver 
favored advanced funding. Bob Ball recalled early arguments 
against building up large reserves. Some people had blamed the 
trust fund buildup for the 1937 recession. Fidel Vargus was 
concerned that large buildups oould lead to pressure for social 
investing (investment of trust fund assets in instnunents other 
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than U.S. bonds to achieve socially desirable results), on the 
other hand, a pay-as-you-go system could create a situation in 
which benefits were constantly in danger of being slashed or 
taxes were constantly being raised. Ann Combs suggested 
individual accounts, like the Thrift Savings Plan, as a vay to 
prev nt politioal or social investing. Tom Jones weighed the 
current rifik of low returns against the potential risk of 
collapsing markets resulting from more adventurous Investments. 
Edith Fierst thought one approach to reducing market risk would 
be to limit the extent of investment in private markets. Bob 
Ball mentioned the unease in the early days of the program at the 
prospect of the government'e investing in private firms. David 
Lindeman brought up experiences in some other countries: in 
Japan, there was political pressure to invest in low-yield bonds, 
and in Sweden, an attempt had been made to raid the system. 

Report of Technical Panel on Trends and Issues in Retirement 
savings 

Private Pension Policy 

John Haley, nember, Technical Panel, presented the f i r s t report, 
regarding private employer pension policy and how to augment 
private pensions in view ef possible reductions in future levels 
of social Security benefits. His report focused on three issues: 
increase pension coverage and participation, increase pension 
accumulation, and reduce pension losses. 

To achieve these goals, he emphasized the need to simplify the 
current system through defined contribution plans with increased 
portability. To reduce pension losses, pensions should be fully 
funded and some inflation protection should be offered, 
inflation proteotion could best be offered through the 
availability of indexed bonds; government bonds whose principal 
is indexed to the rate of inflation—i.e., bonds that, in effect, 
offer an interest rate oC inflation plus a fixed percentage. 

Indexed Bonds 

John Shoven, next reported on the concept of the Federal 
gov rnsient issuing indexed bonds to provide protection against 
inflation. The primary benefit of indexed bonds is that, with 
more people directing their own pension contributions, indexed 
bonds provide a safe and easily understood investment. He also 
stated that indexed bonds are desirable for a pension requiring 
phased payouts and hold out the possibility that insurance 
cc panies would be willlna to offer inflation-adjusted l i f e 
annuities, similar to Social Security payments (that receive 
COLAs), i f they could invest in government-issued indexed bonds. 

According to Mr. Shoven, indexed bonds could help reduce the 
interest cost of the national debt and would encourage the 
government to keep inflation low. However, some people view 
indexed bonds as an acknowledgement that the government accepts 
inflation. While indexed bonds have been successful in the 
United Kingdom, many U.S. government officials oppose them. 
Also, there i s l i t t l e support on Wall street for these bonds 
because demand i s unproven and the secondary market for them may 
be very weak- in a response to a question fron Gary Burtlees 
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I garding who could purchase these bonds, Mr. shoven repled that 
they would be offered only to pension plans. 

interrelationship of Retirement Ages 

Peter Diamond, member, Technical Panel, reported on the 
Interaction of the various rules regarding retirement age. For 
example, in examining changec in tho retirement age foi? workers, 
the Council will have to examine how this will impact on the 
retirement age for widows. Xn examining changes in the 
retirement age, the Council must also examine the reasons people 
decide to retire such as loss of job, short life expectancy, and 
poor health. He stated that raising the early retirement age for 
workers may have many adverse social affects. Also, changes in 
the retirement age will impact on the disability program and 
considerations aust be given to the area of overlap between 
disability and early retirement. 

Richard Burkhauser, member. Technical Panel, then presented a 
report on the research he has begun regarding workforce 
participation, health, and pension participation rates for male 
workers in the year they elect to receive Social security 
retirement benefits, and in the years both preceding and 
following their entitlement. He is also examining Income levels 
for workers, couples, and widows, while looking at poverty rates 
and pension adequacy. 

Investment of Trust Funds 

Olivia Mitchell, co-chair, Technical Panel and Steve Zeldee, 
Diber, Technical Panel, reported on alternative methods of 

investing the trust fund surplus. They stated that it would be 
easier to remedy the long-range balance of the trust fund i f 
action is taken new. However, in doing this, the surplus in the 
trust fund will grow even larger. Two alternatives they examined 
involved investing some ef the trust fund surplus in the stock 

rket and channeling some of the ourplus into individual 
accounts. 

Investment in the stock market would involve a tradeoff of risk 
versus return. The extent of the risk and who would bear the 
risk would have to be determined. They atated that Investment in 
the stock market would not be the "magic bullet" that many 
advocates of such investment contend. 

Alternatively, some of tlie surplus could be converted into 
mandatory individual defined contribution accounts. Such 
accounts would: 

o Afford people the opportunity to allocate their own 
investments. 

o Appeal to many middle-aged and younger workers who may be 
willing trade what they believe is an uncertain promise of 
future benefits for the certainty of their own Investment 
account• 

0 Reduce long-term Social security liabilities. 



HaY-16-95 TUE 13:13 FAX NO, 00000000000000000000 P, 17 
HAY-ie-SS 11-38 FROM I OC/WABHINGTON ID- 2024627106 PAGE IB 

o Create a new source of investment funds. 

However the creation of individual accounts would have some 
potential negative aspects such es: 

o The contributions may not be sufficient to replace the 
difference from any reduction in Social Security benefits. 

o People may not manage their investments properly. The 
government could offer a safe investment fund but a very 
conservative investment strategy may not provide sufficient 
income. 

o Cash outs, i f allowed, could lead to the removal of money 
before retirement. 

o Private holdings da not provide inflation protection. 

o Tax collection costs may rise, i t would be advisable to 
continue to have the iRS collect the full payroll tax. 

o Hanaatory individual accounts vay erowd-'out employer 
sponsored pensions. 

After the presentations by the Technical Panel, the members of 
the Advisory Council discussed some of their concerns. One issue 
discussed was administrative costs. Since the present Social 
Security program has a very low administrative cost, any change 
in the system will probably lead to higher administrative costs. 
Gerald Shea believes that administrative costs will rise 
proportionally with the complexity of the system. He oited the 
current healthcare system as an example of this problem. Tom 
Jones etated that a complex system of unlimited choices may not 
be needed. 

Robert Ball stated that the Advisory Council should discuss the 
political problems. He believes that if the Social security 
system becomes just a means-tested system with individual 
n ndated plans, there would be political pressure from people who 
will want to leave the system. 

Sylvester Schreiber commented that while i t appears that Social 
Security remains committed to addressing the problem of adequacy, 
it is becoming harder to maintain equity. Robert Ball stated 
that Social Security may have to reduce the emphasis on rate of 
return. Both he and Carolyn Weaver indicated support for the 
investment of a portion of the trust fund surplus in the private 
G 3tor, but not through Individual accounts. 

Tom Jones also indicated support for changing the investment 
policy for the trust funds and wanted the technical panel to do 
more research into this matter. He stated that the issue of risk 
needs to be examined as well as the political effects of 
investing the trust funds in the private sector. 
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Conference agreement 

aionj^^ conference agreement follows the House bill (i.e.. no prov,-

m. Advisory Council 
Present law 

An advisory council is appointed by the Secrelarv of Him 

House bill 
No provision. 

Senate amendment 

There would be no quadrennial advisory councils for Social Se 

Conference agreement 

r,or^»K!.."t"K*""".^^T*"^ Senate amendment ex­
cept that the provision does not authorize quadrennial advi'soJl 
' ' Z ' ^ ^ A V ' ' " Advisory Council arpoin?ed i n l s S 
th«t Iv, V^"'^*'""'''* ,1̂  complete its work. The ffnferles expect 
that the Coneress wi 1 consider aulhorizinB quadrennial adv*sô 5 
councils for NIedicare in future legislation, ''"^""'3' aavisory 

n. Annual Report 
Present law 

f>«.̂ *^^ Secretary of HHS is required to nia ;e an annual reoort to 
Secr^l'rt Z ĥ", ^ ' 'T '"*^^^^*"! ' ĥe functions wî  t h k h the 
0;Sr5f7nd S S a ' ' ' ' ^ct (including 

House bill 

No provision. 
Senate amendment 

andl l iof f iedim^^nat^ "'^"^ "'^^ '̂"̂ "̂̂  '° ^^^1 
Conference agreement 

fĴ H"̂ - agreement follows the Senate amendment with 
a technical amendment modifying provisions of cxisUncTaw wh ch 
retjuire the inclusion of information in SSA's a n S ^ 0 ^ 5 0 i W 
this .nformation will be provided to Congress separately 

The conferees do not intend this provision to override anv stat 
RatE . /Tr^'r ' .K* ' . P™ '̂̂ ^ infonnatio" to CoifgSss' 
Sded FurfSr^nnrf J"«"dated by law will continue t'. be pro 
vmed. furthermore, in the absence of the annual report the pfm 
ferces expect that SSA will include in its annual stJusSal siiDDle' 

nr / i^4'rt S^TJfthe ?n1 I T " ^ ' ^ '"^^"'f ' 
F«ri on. i ij tne UAbl. DI, and SSI programs; (2) the struc-



August 10, 1995 

MEMORANDUM FOR HILLARY RODHAM CLINTON 

FROM: Molly Brostrom 
Domestic Policy Council 

RE: Background on Current Social Security Issues 

This memorandum provides background on a few current Social Security issues. The 
information Is purely for background purposes; we do not anticipate your needing to 
address aiiy of the issues during tomorrow's press conference. 

Chater Confirmation 
Sen. Packwood is currently holding up Commissioner Chater's confirmation, 
demanding that the Administration first lay out options for addressing long term 
solvency of the Social Security Irust fund. (Shirley Chater was confirmed in October 
1993 to head HHS' Social Security Administration. In accord with Independent 
agency legislation, she was reappointed by the President Ln November 1994.) Her 
confirmation hearing was held in February 1995, but Sen. Packwood has held up her 
confirmation since then saying she is providing weak leadership. Under the 
Independent agency legislation,-however. Comm. Chater has full powers because she 
was prevlovisly confirmed. 

Social Security Solvency 
This year's annual report of the Board of Trustees of the Social Security and Medicare 
trust funds projected that the Social Security trust fund (the retirement and survivors 
benefits part) will remain solvent for the next 35 years, until 2030 (as you know, the 
projection for solvency for the Medicare part was much shorter — 2002.) 

While these projections of long term insolvency are not new or Lmminent, they have 
contributed to decreased confidence in the future of the program ajid have lead to 
calls for Immediate attention to the Social Sectirity solvency. 

Administration Response 
The Administration's position on long term solvency has been that the program is too 
important for options to be treated as a political football (Sen. Dole and Speaker 
Gingrich also believe It is premature to begin debating proposals). Thirty five years of 
solvency means we have time to carefully consider proposals that will impact the 
program for years to come. 

All previous changes to the Social Security program have been preceded by analysis 
and recommendations from a bipartisan. Independent council. Last year, Secret£iry 
Shalala asked the Social Security Advisory Council to focus on Social Security 
financing and to develop recommendations for improving the long-range financial 
status of the Social Security program. The Administration will carefully consider the 



recommendations of the Council, expected to be submitted to the President this fall. 
This Administration Is committed to the Social Security program and the principles 
that have made It successful for 60 years. 

Social Security Advisory Council. 
The President's Advisory Council on Social Security is bipartisan and encompasses a 
wide range of views on Social Security. This diversity of opinion has lead some to 
question whether they will be able to reach a consensus on recommendations, 
particularly because of division on big Issues such as Increasing the retirement age or 
proposing additional revenues. The Council meets next at the end of August. 

The primary proposals under consideration by the Council are: 

1. A proposal that would make Incremental changes In a number of different 
areas, Including Increased revenues, to provide fiscal balance for a 75-year 
period. 

2. A proposal that would, among other things, replace the current benefit 
structure with one that provides a fiat-dollar benefit at a level that would 
balance the system at the current payroll tax rate. The proposal would £ilso 
allow a worker to contribute to an IRA-llke savings plan, managed by an 
Independent board, to supplement Social Security benefits. (Council Chairman 
Gramlich was rumored to be leaning toward this generally-considered more 
"conservative" proposal.) 

3. A "double decker" proposal that would provide a flat benefit plus a benefit 
directly proportional to a worker's earnings (reportedly there is congressional 
mterest in double decker plans). 

4. A "middle ground" approach that would Include elements of the three 
proposals. 

Other Proposals 
Sens. Simpson and Kerrey have been the primary Congressional proponents of 
Immediate and radical steps on Social Security financing (as you may recall, they were 
members of the Kerrey-Danforth Entitlement Commission which reached an Impasse 
last fall). They have Introduced legislation proposal that would, among other things, 
channel 2% of the payroll t£LX Into private investment accounts. In response to a 
hearing held by Sen. Simpson last week, Comm. Chater Issued a statement explaining 
that SSA has concerns because, instead of supplementmg Social Security, It 
substitutes money from an existing pool of trust fund dollars. The result Is bad 
Investments, lower benefits, and an increase In poverty (statement attached). The 
Simpson-Kerrey proposal would also cap Social Security COLAs and raise the 
retirement age to 70. 

SSA REGO II 
In April, the Vice President announced a set of reinvention initiatives for the Social 
Security Administration aimed at Improving social security operations and achieving 
$900 mfilion in savings. These initiatives Include: cycling payment days to better 
distribute workload at SSA; Improvements to 1-800 telephone service; increasing 



direct deposit/electronic benefits transfer services; and Improvements to the disability 
adjudication process. A proposal to eliminate SSA's role In the collection of attorney's 
fees has resvilted In a slew of critical maU, primarily from attorneys. A proposal to 
consolidate regional offices from ten to five has met with some Congressional 
resistance. DetaUs of REGO II recommendations are attached. 

Attachments 

cc: Carol Rasco 
Jeremy Ben-Ami 
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THE WHITE HOUSE 

WASHINGTON 

16 May 1995 

MEMORANDUM FOR JOHN ANGELL 

FROM: Molly B r o s t r o m r ^ 
Domestic P o l i c y Council 

RE: Soc i a l Security Advisory Council 

Per your request, t h i s memorandum provides background i n f o r m a t i o n 
on the S o c i a l S e c u r i t y Advisory Council, as w e l l as a b r i e f 
summary o f the proposals expected t o be discussed a t the 
Council's May 19-20 meeting. 

Advisory Council j /-L-^ 
The S o c i a l S e c u r i t y Advisory Council i s a s t a t u t o r i l y created 
member body, appointed every four years (thus, o f t e n c a l l e d the 
Quadrennial Advisory Council) t o review S o c i a l S e c u r i t y Act 
p o l i c y issues. As required by s t a t u t e , the Advisory Council was 
appointed by Secretary Shalala (announced June 9, 1994). The 
Secretary asked the Council t o focus on So c i a l S e c u r i t y f i n a n c i n g 
and t o develop recommendations f o r improving the long-range 
f i n a n c i a l s t a t u s of the Social S e c u r i t y program. Commissioner 
Chater and others have o f t e n pointed t o t h i s Advisory Council as 
p r o v i d i n g the groundwork necessary f o r the A d m n i s t r a t i o n t o 
address long-term Social Security solvency. 

Also as r e q u i r e d by s t a t u t e , membership of the Advisory Council 
i s b i p a r t i s a n and encompasses a wide range o f views on Soci a l 
S e c u r i t y . Edward Gramlich, d i r e c t o r of the I n s t i t u t e of Public 
P o l i c y Studies a t the U n i v e r s i t y of Michigan, was appointed c h a i r 
of the Council. Members include: 

Bob Ball—Commissioner of Soci a l S e c u r i t y , 1962-73; 
J e r r y Shea, G l o r i a Johnson, and George K o u r p i a s - - a l l 
a f f i l i a t e d w i t h the AFL-CIO; 

l ^ l - • F i d e l Vargas—25-year o l d mayor of Baldwin Park, CA; 
and 
Carolyn Weaver—American E n t e r p r i s e I n s t i t u t e . 

Attached i s an HHS press release t h a t includes a f u l l l i s t of 
members and shor t biographies. The executive d i r e c t o r of the 
Council i s David Lindeman, career c i v i l servant from the Pension 
B e n e f i t Guarantee Corporation. 

There i s concern about the Council because o f t h e i r independence 
and the widely disparate views held by members. I t i s very 
unclear a t t h i s time where the recommendations w i l l come down. 
P o t e n t i a l scenarios include: the Council, l i k e the Kerrey 
Commission, w i l l be unable t o a r r i v e a t a consensus; or a 
consensus w i l l be forged t h a t includes very c o n t r o v e r s i a l proposals, 



Through p u b l i c hearings and other open meetings, the Council has 
compiled a l i s t of possible options, and i s now beginning t o 
focus i n on s p e c i f i c proposals t o address the long-term solvency 
of the S o c i a l S e c u r i t y Trust Fund. The May 19-20 meeting w i l l be 
an open di s c u s s i o n of these proposals. The Council iis expected 
t o release recommendations i n September. 

Proposals 
The primary proposals under consideration a t t h i s time are: 

1. A Bob B a l l proposal t h a t would make incremental changes i n a 
number of d i f f e r e n t areas, i n c l u d i n g increased revenues, t o 
provide f i s c a l balance f o r a 75-year p e r i o d . 

2. A S y l v e s t e r Schieber proposal t h a t would, among other 
t h i n g s , replace the current b e n e f i t s t r u c t u r e w i t h one t h a t 
provides a f l a t - d o l l a r b e n e f i t a t a l e v e l t h a t would balance 
the system a t the current p a y r o l l tax r a t e . The proposal 
would al s o allow a worker t o c o n t r i b u t e t o an I R A - l i k e 
savings plan, managed by an independent board, t o supplement 
S o c i a l S e c u r i t y Benefits. (Chairman Gramlich i s rumored t o 
be l e a n i n g toward t h i s generally-considered more 
"conservative" proposal.) 

3. A "double decker" proposal t h a t would provide a f l a t b e n e f i t 
p l u s a b e n e f i t d i r e c t l y p r o p o r t i o n a l t o a worker's earnings 
(suggested by Carolyn Weaver; r e p o r t e d l y there i s 
congressional i n t e r e s t i n double decker p l a n s ) . 

4. A "middle ground" approach t h a t would i n c l u d e elements of 
both B a l l ' s and Schieber's proposals. 

Please l e t me know i f you would l i k e f u r t h e r d e t a i l s on these 
proposals. 

Advisory Board 
As somewhat of a side note: This w i l l be the l a s t Advisory 
Council. The S o c i a l Security Independence Act e l i m i n a t e d the 
Quadrennial Advisory Counc i l , c r e a t i n g a seven-member Advisory 
Board t o provide ongoing p o l i c y guidance t o the S o c i a l S e c u r i t y 
A d m i n i s t r a t i o n . On March 31, the President announced h i s three 
appointees t o the Board ( J e r r y Shea, Harlan Mathews, and B i l l 
Brooks—one of P r e s i d e n t i a l appointees r e q u i r e d t o be o f opposing 
p a r t y ) . The other four members (Martha Keyes, L o r i Hanson, 
Carolyn Weaver, and Pete Singleton) were appointed by the 
Congressional leadership l a s t f a l l (two Democrats; two 
Republicans). 

Attachment 
cc: Carol Rasco Jeremy Ben-Ami 

Kathryn Higgins LeeAnn Inadomi 
Kenneth Apf e l 
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FOR IIQCEDIATE MLEASE 
Thursday, Jwnt 9, 1994 

sooial security 
Phil Gaabino (410) 965-8904 

StresBin, th. importance of en.uri.. the Icng-ter^ .olvncy and 

viability ot this nation'. Social Sacvrity program, HHS Secretary 

Donna E. Shalala today announced the appointment of the 1994 

Advisory Council on Social Security. 

-Bach anfl every American citi.en has a .taXe in the continued 

good health Cf thiB ccuntry.B Social" Security program,- Secretary 

Shaiala said. -This council, coopoaed of leading experts in public 

and private pension .y.t-m. in the united statee, v i l l exaBin. some 

of the »ost challtnging issue, that go to the core cf providing 

adequate and equitable incoinc for the eld^ly in retirement." 

By law, the advisory council, ooaprised of 12 aeiaberB in 

addition to the chairaan, is appointed every four yeara to .xa^ine 

ifisuftfi affecting the social security old-Age, Survivors, and 

Diaability Insurance (OASM) progran., veil as the Medicare 

progran. and Medicaid, vhich were created under the Social Security 

Act. 

Unlilce advisory councils of the WSOE which focused primarily 

on disability. Medicare and health-care issues, the 1994 couneil 

will fooua on tbe Social Security OASDI program. Specifically, the 

secretary has asked the council to examine tbe following areas: 

o Social Seourity financing, including developina 
wooaiendationi fcr improving the long-range financial 
status of th« CXSM prograay 

- More -
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Gloria Johnson, of Maryland - director 
Spartaent of Social Action, International "n^^J ^f^ure 
SSctronio, Electr ica l , Salaried, Machine and *>»njij^* 

S n M S of i l b W c S n ^ r n . ^ ^ - " ^ ' 

? ! S ; S r » r l ! i c e ^ L ^ ^ ^ ^ ^ ^ ^ ^ S g l g ' 

= i foS;srorrnMSLSiŝ^̂^̂^̂^ - ^ 
^ J r i S l n Association for tbe ̂ ^ancejentcf science; • 
nember of Overseas Private investxent Corporation (OPIC). 
fivlvester Schieber, 47, of Maryland - vice P"«id«Jt and 
diiertof ol the ReiearJ*; and - Inf ormation f^J^er, The Wyatt 
CoBpany; forner director of research, finployec Benefits 
SSSSarch inatituter a senior econoaist and deputy direotor 
Sf SSlUy anilysiS for the Social security Adainlstratxon. 

Gerald Shea, 47, of Washington, D.C. - director, 
DJ^rtnent of liployce Benefits for health care,,pensions, _ 
iS?I™lecurity Snd child care, in '̂'̂ '̂-CW' Pff^^J^iy'^,^ 
assistant to the president for govemnent 
Service Employee. International Union and organiser for 
SEIU in Massachusetts. 
Marc Twinney, 64, of Michigan - direotor of pensions for 
the Ford Motor coapanyj aenber of the *"«i<=» 5=**?"^ °! 
Actuaries and the pension Research council of the Wharton 
School J previously, a consultant at Hewitt Aaaoclatas, 
Killiaan and Robertson, and Hansen Consulting Actuaries. 
Pidel Vargas, 25, of California - aayor of Baldwin Park, 
calif., and senior policy analyst to Anfjlw ^ H H ^ 
Richard Riordan? past vice president of Jhillipa Brooks 
House, the coamunlty service organisation Of Harvard 
College. i 

Carolyn weaver, 42, ef Virginia - director, social ' 
Security and Pension Studies, The Aaerican Enterprise 
Institute; member, 1987 Social Security Disability ^ - ̂  
Advisory Council and senior advisor, National Connlsslor^ 
on social security Refora (Greenspan); former staff sember 
of Senate Finance Committee and the eoonoaics faculties of 
Tulane University and Virginia Tech. 

7 ' 

7 



qG TUE 13:02 FAX NO. OOOOOOOOOOOOOOGOOOOO P.03 
.'lO'^ lO. 2024627106 ^f^^*" \ e - B ^ 11-23 FROM. Ocy«ABHlNGTON I " " 202^627106 

- 2 -

being of individuals. 

se=r.t»ry S M l . l . .pp»lnt«* as c h . i ™ n cf the council M « r d 

= r » l i c h , d i « c t c r Cf In.titut. cf ..ubUc Policy studi.s .nd 

prof.. .cr cf « c i . o » l « and public policy at th. Oniveraity cf 

Michigan. Prof...=r Ora^ich, 5*, aUo ha= .erved a. eh . l»an of 

Michigan's Eeono»lcB Oapartaant and a. acting director and d.puty 

director of the ccngressicMl Budget O f f i c other »e«. .re are! 

i""̂ .̂ r'ikiJ' M»̂nu ;eSS'of°sf ?iai'.ory 
loSSSil o S e i l t ^ i W "5 5 e National CgmiBBion on 
sSciSl Seeuiity Refora (Oxeenspan) i chair ot the board, 
National Aeadeay of Social Ineuranoe. 
Joan BOX, «H, ef Uassachuaetts - jhalrMn »£ New 

iss?"SeSrsS'ic?̂n:?u:nse'r̂rS sLt̂ r̂issjr ^ 
testSnrSohn Han4?k Mutual Ufe liirursnee Coapany and the 
Monsanto Company. 
Ann combs, 37, of Washington, D.c, - Principal. «• 
iSSc^r inc : former deputy assistant secretary for , 
"oHIJ; SSiion "d welfare Benefite ' ^ i j i ^ S ^ J ^ S .5?̂ °̂  
Departient (1986-^993)' staff member. National commission 
on social Security Reform (Greenspan). 
Edith Pierst, €9, of Maryland - attorney, Pierst * Moss,̂  
P?c!^ aid"ei*er Of the Advisory Committee of the P^sion 
Rights 2enter, chair. Technical committee on Earnings . 
fiSring? specialist in federal and military pension 
litigation. 

7 
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