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I just wanted to get back to you with a number on how much the TSP pays
Barclays for investing the TSP money. The general estimate is around $8
million. THis is for $10 billion in TSP investments. These numbers are rough
and shouldn't be quoted without caveats. I am still trying to refine this. It
is not crystal clear to me from the Budget what is exactly included in the $8
million. I will keep you posted when I find things out. If this number holds,
this is about 0.08 percent of the program investments. Not very much.

I still haven't decided what I am wearing in the marathon. I am thinking I
will wear a navy blue t-shirt with yellow letters spelling Michigan. Look for
that!

Talk to you later.



CURRENT LAW

1. O0ld-Age Benefit

The primary insurance amount (PIA) is computed under a three-
bracket formula that favors low-paid workers -- 90% of the first
$426 of average indexed monthly earnings (AIME), plus 32% of AIME
over $426 and up to $2,567, plus 15% of AIME over $2,567. The
dollar amounts ("bend points") are adjusted annually to reflect
increases in average wages in *“he economy, as measured by the
averadge wage index.

The computation period is the number of years after 1950--or age
21, if later--up to the year the worker reaches age 62, becomes
disabled, or dies, minus the number of so-called "dropout years."
In retirement and death cases, 5 years are dropped from this
period of expected work. 1In no case are less than 2 years, or
more than 35 years, used to measure lifetime earnings.

2. Spouse/Survivor Benefit

The spouse of a retired or disabled worker, upon reaching age 62,
is eligible to receive a benefit based on 50 percent of the
worker's primary benefit, subject to reduction for early
retirement and subject to the maximum family benefit limitation.
If the spouse is eligible for a worker's benefit on his or her
own record, the amount of the spouse's benefit is reduced by the
amount of the worker's benefit. If that worker's benefit equals
or exceeds the spouse's benefit, then no spouse's benefit is
payable.

The widow(er) of a retired or disabled worker, upon reaching age
60, is eligible to receive a benefit based on 100 percent of the
worker's primary benefit, subject to reduction for early
retirement and the maximum family benefit. If the deceased
worker had elected reduced benefits, the widow(er)'s benefit is
limited to the amount the deceased worker would be getting if
still alive.

3. Retirement Ages

The NRA is 65 for workers who reach age 62 before the year 2000
(born before 1938). Beginning with workers who attain age 62 in
the year 2000, the NRA increases 2 months per year until the NRA
becomes age 66 for workers who attain age 62 in the year 2005.
The NRA remains age 66 for workers who attain age 62 in the years
2005-2016 (the "hiatus"). Beginning with workers who attain age
62 in the year 2017, the NRA will again increase 2 months per
year until the NRA becomes age 67 for workers who attain age 62
in the year 2022 and later (born in 1960 and later).
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Retired workers and aged spouses retiring now at age 62 (the
Earliest Eligibility Age - EEA) receive 80 percent and

75 percent, respectively, of the basic amounts otherwise payable
at age 65. Widow(er)s retiring at age 60 (the EEA for
widow(er)s), generally receive 71.5 percent of the worker's
primary benefit. Under the currently-scheduled increase in the
NRA to age 67, the percentages at the EEA will ultimately become
70 percent for workers and 65 percent for spouses, but will
remain at 71.5 percent for widow(er)s at age 60.

4. Disability Benefit

Disability beneficiaries on the rolls 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 is paid to
a retired worker who becomes entitled to benefits at the NRA.

5. Individual Accounts

No provision in current law for individual accounts under the
Social Security program.

6. Earnings Inclusion

See 0ld-Age Benefit above

7. Payroll Taxes

Most income to the 0Old-Age, Survivors, and Disability 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 is 6.2 percent for employers and
employees (each) and 12.4 percent for the self-employed. The HI
tax rate is 1.45 percent for employers and employees (each) and
2.9 percent for the self-employed.

8. Taxable Earnings Base

Taxes for 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 total covered
earnings, without limitation.

The base is automatically raised each year based on a formula
that reflects increases in average wages. The Average Wage Index
(AWI) is the average amount of total wages for each year after
1950, including wages in noncovered employment and wages in
covered employment in excess of the OASDI contribution and
benefit base (total wages in a year divided by the number of
workers) .
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5. Benefits Taxation

Up to 50 percent of Social Security benefits are includable in
taxable income for individuals with income $25,000-$34,000 and
couples, $32,000-$44,000. Up to 85 percent of benefits are
taxable for individuals with income exceeding $34,000 and for
couples with income exceeding $44,000.

The proceeds from taxation of up to 50 percent of benefits are
credited to the Social Security trust funds. The proceeds from
taxation 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 in December
using the Bureau of Labor Statistics' Consumer Price Index for
Wage Earners and Clerical Workers (CPI-W). The latest COLA of
2.8 percent became payable in January 1995.

1l. Investment Policy

A portion of the trust funds not required to meet current costs
may be invested. Investment of the funds must be made only in
interest-bearing obligations of the US or guaranteed as to
principal and interest by the US.

12. Coverage of State & Local Workers

State and local 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 local government employees hired after March 31, 1986,
are mandatorily covered under Medicare.



GRAMLICH PLAN

l. 0ld-Age Benefit

(A) Benefit related to years of service--$499 (1995 value) for
full career (35 yrs). 10 yrs of work gets a 50% benefit. Over
10 yrs increases benefit by 2%/yr. Benefit amount wage-adjusted
each year for new eligibles. Earnings-related benefit of 15%
lifetime covered earnings (indexed to computation yr) computed
like current law (averaging period would lengthen with increase
in EEA). Benefit price-adjusted as under current law. 40-year
phase-in period of new formula, 1998-2037.

(B) Alternatively, substitute a "two-bracket" PIA variant: 90%
of first $640, plus 15% above $640.

2. Retirement Ages

Eliminate "hiatus" and raise NRA at current law rate of 1 month
per year until age 68 in 2035. Afterwards, NRA indexed at rate
of 1 month every two years to maintain current ratio of life
expectancy to NRA. Similarly raise EEA to age 65 in 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 if 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. Disability Benefit

Benefits computed using double-decker formula and not to exceed
benefit payable at EEA--eventually 80% of PIA by 2035. Would
decline further with NRA increases after 2035. Conversion age is
higher of 65 or EEA. Insurance requirement would be similar to
current law.

5. Individual Accounts

Persons may "buy-back" reductions in benefits within Social
Security by contributing 1-4% earnings above current 6.2% payroll
tax. Monies excluded from income tax, collected through
withholding, credited to individual account recorded by SSA,
investment earnings non-taxable & distributions taxed.
Alternative investment in large mutual fund or competing funds.



[Schieber/Vargas variant - Persons under 40 optionally could
divert some fraction of payroll tax to individual accounts
managed by SSA conditional on: 1) participation in add-on plan
with person contributing minimum amount--government matches from
payroll contribution; and, 2) perscn agrees to future benefit
Ccuts to reflect diversion into individual account. ]

6. Earnings Inclusion

Include all earnings in numerator without increasing denominator
in benefit calculation (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 Ball plan.

10. COLA/CPI

No change from current law.

11. Investment Policy

Same as Bob Ball plan.

12. Coverage of State & Local Workers

Same as Bob Ball plan.



v/

B

BALL PLAN /Q)%\\ j mﬁ\/\% (

¢

1. Old-Age Benefit

Increase the AIME computation period from 35 to 38 yrs of _- )
earnings by 1999. .

2. Retirement Ages

Eliminate "hiatus" in NRA increase.

3. Spouse/Survivor Benefit

No change from current law.

4. Disability Benefit

No change from current law.

5. Individual Accounts

No provision.

6. Earnings Inclusion

Computation period extended from 35 to 38 years.

7. Payroll Taxes

Increase OASDI payroll tax 0.2 percentage points each for
employer & employee (from 6.2% to 6.4% each) in 1998. "Fail-
safe" increase of 1% each employer & employee in 2060, if Trust
Fund out of balance.

8. Taxable Earnings Base

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

9. Benefit Taxation

Apply taxpayer's income tax rate to part of benefit that exceeds
what worker paid in applied to couples with income above $32,000
and singles above $25,000. Return all proceeds of this tax to
OASDI Trust Funds. 7



10. COLA/CPI

No change from current law.

ll. Investment Policy

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

12. Coverage of State & Local Workers

Cover under Social Security all newly-hired State & local workers
after 1997 not now in a retirement system coordinated with Social

Security.



414 SOCIAL SECURITY ACT—§ 706(a)

ADVISORY COUNCIL ON SOCIAL SECURITY®

' : . [42 US.C. 907] () During 1969 (but not before Febru-
arsﬂf. 3339) Emd every -four%h year thereafter (but not before Febru-
ary 1 of such fourth year), except as rovided in subsection (e), the
Secretary shall appoint an Advisory Council on Social Security for
the purpose of reviewing the status of the Federal Old-Age and
Survivors Insurance Trust Fund, the Federal Disability Insurance
Trust Fund, the ‘Federal Hospital Insurance Trust Fund, and the

Federal Supplementary Medical Insurance Trust Fund in relation to

term commitments of the old-age, survivors, and disability
Erl::ulroarx‘lgoeteprogram and, the programs under parts A and B of txtlef
XVIII, and. of reviewing the scope of coverage and the adgqulac({ 0
benefits under, and all other aspects of, these progre;lrps}xu;c uding
their impact on the public assistance programs under this dcl.2 "

() Each ‘such Council shall consist of a Chairman an other
persons, appointed by the Secretary without regard to the provisions
of title 5, United States Code, governing appointments m_—the
competitive service. The appointed members shall, to the extent
possible, represent organizations of employers and employees 1n

ual numbers, and represent'self-employed persons and the public.

(cX1) Any Council appointed h.ereunder is authorized to engage
such technical assistance, including actuarial services, as maY' be
required to carry out its functions, and the Secretary shall, in
addition, make available to such Couqcnl such secretarial, clerical,
and other assistance and such actuarial and other pertinent data
prepared by the Department of Health and Human Services as 1t
may require to carry out such functions. _ ) _

(2) Appointed members of any such Council, while serving on
business of the Council (inclusive of travel time), shall.recglve
compensation at rates fixed by the Secretary, but not exceeding $100
per day and, while so serving away from their homes or regular
places of business, they may be allowed_travel expenses, including
per diem in lieu of subsistence, as authorized by section 5703 of title
5, United States Code, for persons in the Government employed
intermittently. =~ . _ . ) '

(d) Each such Council shall submit reports (including any interim
reports such Council may have issued) of its findings and recommen-
dations to the Secretary not later than January 1 of the second year
after the year in which it is appointed, and such reports and
recommendations shall thereupon be transmitted to the Congress
and to the Board of Trustees of each of the Trust Funds. The reports
required by this subsection shall include— )

“(1) a separate report with respect to the old-age, survivors, and
" disability insurance program under title II an§ of the taxes
‘imposed ‘under sections 1401(a), 3101l(a), and 3111(a) of the
Internal Revenue Code of 19547, . _
~"(2) a separate report with respect to the hospital -insurance

program under part A of title XVIII and’of the taxes imposed by’

sections 1401(b), 3101(b), and 3111(b) of the Internal Revenue
~ Code of 1954, and o _

sSee Vol. ll—._P'.L. 92-463, §§2-15, with respect to provisions governing the operation of advisory
commitLees. .
1See P.L. 83-591, §1401 (this volume).
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(3) a separate report with respect to the supplementary medi-
cal insurance program established by part B of title XVIII and of
the financing 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 social
work and programs for the graduate training of professional social
work personnel, including the costs of compensation of additional
faculty and administrative personnel and minor improvements of
existing facilities. Not less than one-half of the sums appropriated for
any fiscal year under the authority of this subsection shall be used
by the Secretary for grants with respect to undergraduate programs.

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

(c) Payment of grants under this section may be made (after
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 Secretary
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 of
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
Se((:iretary that it will be so accredited within a reasonable time;
an :

(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 inures,
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 II or title XVI falls on a
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gtressing the importance of ensuring the long-term solvency and
viability of this nation's Social Security program, HHS Secretary .
Donna E. Shalala today announced the appointment of the 1954
advisory Council on Sccial Security.

sgach and every Amarican citizen has a stake in the continued
good health of this country's Social Security program,” Secretary
Shalala said. "This eouncil, cgupoaed of leading experts in public
and private pension systams in the United states, will examins some
of the most challenging issues that go o the core of providinq
adequate and equitable income for tha eldarly in retirement.®

By law, the advisory eouncil, comprised of 12 members in’
addition to the chairman, ie appointed every four years to ci&nine
issues at:ecting the Social Security Old-Age, Survivers, and
Disability Insurance (OASDI) prograus, as well as the Medicare
program and Medicaid, vhich were created under the Social Sscurity
Act.

Unlike advisory councils of the 1980s which focused primarily
on disability, Madicare and healthecare issues, the 1994 council
will fooua on tha Social Security OASDI program. Specifically, tha

secretary has asked the council to examine the following areas:

° Social Security financing, including devaloping
recommendations for improving the long-range financlal
status of the OASDI program;

- More -
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° The adeguacy and equity of Social Security benetits paid
to persons at various income levels, in various family
gituations, and varicus age cohorts, taking inte account
such factors as the increased labor participation of
wvomen, lower marriage rates, increased likelihood of
divorce, and higher poverty rates of aged womén; and

° The relative roles of the public and private sector in
providing retirement income and how policiea in both
gcctors affect the retivement decisions and economic well-
being of individuals.

Secretary Shalala appeinted as chairman of the council Edward - D
Gramlich, director of the Institute of public Policy Studies and
professor of economics and public policy at the University of
Michigan. Professor Gramlich, 54, also has gerved as chairman of
Michigan'e Econcmics Department apg as acting directer and deputy
diraector of the Congressional Bﬁdget Office. Other mambers are:

Robert Ball, 80, of Virginia =~ former commicsioner of
Social Security (1962-1973)1 member of the 1991 Advisory.
Council on Social Security and the National Commission on
Social Security Reform (Greenspan): chair of the boazd,
National Academy of Social Ingurance.

Joan Bok, 64, ©f Massachusetts - chairman of the New
Zngland Electric System; penrber, boards of directors of 7
Avery Dennison Corporation, the Federal Reserve Bank of -~

Boston, John Hancock NMutual Life Insurance Company and the
Mensanto Company.

Ann Combs, 37, of Washington, D.C. - principal, William M,

Mercer, Inc.: former deputy assistant secretary for jz 7
Policy, Pansion and Welfare Benefits Adninistration, Labor | ;
Department (1986-1993); staff menber, Natienal Commission

on Social Security Reform (Greenspan).

Edith Pierst, €9, of Maryland - atternay, Fierst & Moss,.
p.C., and member of the Advisory Committes of the Pansion
Rights Center; chair, Technical Committee on Earninga .-

sSharing: specialist in federal and military pension
lieigatiean.

- More -
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Gloria Johnson, €6, of Maryland - director of the

Departuent of Soclal Actien, Internaticnal Unien of _ [)
flectronic, EBlectrical, Salaried, Machine and Purniture
Workers and vice president of AFL-CIO Executive Council)
president of the Coaliticn of Labor Unien Women.

Thomas Jones, 45, of Connecticut - president and COO,

Teachers Insurance and Annuity Association - College ) [>//, d[7
Retirament EQuities Fund (TIAA-CREF)1I member, boards of "
diractors of Thomas & Betts Corporation and Eastern

Enterrrises; trustee of Cornell University, Brookings

Institution and Cemmittee for Econcmic Development.

George Kourpias, 61, of Maryland = presigdent,

International Associatien of Nachinists and Aerospaca

Workers, AFL=CIO; membér, hoards of directors gor the _ [)
National Council of Senior Citizens, Space Cause and the
Anerican Asscociatien for the Advancement of Scienca; d

member of Overseas Private Investment Corporation {OPIC).

//“silvester Schieber, 47, of Maryland - vise president and
dlrector of the Research and Information Center, The Wyatt 717
Company; former dirsctor of research, Employec Benefite - C
Research Instituter a senior economist and deputi director
of policy analysis for the Social Security Administration.

Gerald Shea, 47, of Washington, D.C. - directer,

pepartment of Bmployee Benefite for health care, pensions,
Social Security and child care, in AFL-C10; previously, t>
assistant to the president for government affairs for the
Service Employees International Union and organizer for

SEIU in Massachusetts.

Marc Twinney, &4, of Michigan - director of pensions for

the Ford Motor Company; makber of tha American Acadeay of g,
Actuaries and the Pansion Research Council of the Wharton —
Scheel: previously, a consultant at Hevitt Associates,

Milliman and Robertson, and Hansen Consulting Actuazies.

Fidel Vargas, 25, of California - mayer of Baldwin Park,

Cslif,., and senior policy analyst to les Angclqn Mayor = t>
Richard Riordan; gant vice president of Fhillipa Brooks -
go;:e, the community service erganization of Harvard \

ollege.

carolyn Weaver, 42, of Virginia - director, Social "
Security and FPensien Studies, The American Enterprise - 0
Institute; member, 1987 Social Security Disability . - l\
Mvisory Coundcil and senior advisor, National Commisslon:

on Social Security Reform (Greenspan); former staff Remder

of Senate Finance Cozmittes and the econenmics faculties of

Tulane University and Virginia Tech. '

P
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What follows are mesling datés for the Advisory Gouncll through June
1995, These dales were chosen based on membear responses,

January 27 - one-day (Friday) meeting at Sheraton City Centre, 1143 I:Jaw
Mampshire Avenue, NW, (202) 775-08n0. The meeting will run from 8:30

am, - 5:00 p.m.

February 10 & 11 - two-day Adyisory Council meeting at Sheraton Cily
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 masting (Friday 3/10 - Saturday 3/11)

April 21 & 22 - two-day Advisory Council mesoting
May 19 & 20 - two-day Advisory Councll meeting

June 2 & 3 - two-day Advisory Council meeting
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Report on Soclal Security Advisary Council Meetings
on Aprll 21 and Aprll 22

Mambers Present: _

Edward Gramlich (Chair), ¥idel Vargas, Robert Ball, Gerald Shea,
Merc Twinney, Ann Combg, Thomas Jones, Joan Bok, Sylvester
Schieber, Edith Fierst, and Carolya Weaver

April 21

The focus of the meeting was tho discussion of an illuatrative
plan to reatore long ranga solveney daeveloped by Robert Ball.
(Copy attached.) Thls plan would not just eliminate the
long-range daficit, but would previde fiscal balance for each
year during the 75-year paeriod and reault in a_contingency
regsarvé of 200 parcent of the next year's outgo at the end of the
peflod.” The plan recognizes the need %o savy for the retiremant
of the baky boamers by going to partial advanqg_tundtng with
investments in the_private sector as wall 'dp_government bonds.
it {9 intendea to illustrata that “"great big changes" ara net
needed 20 solva tha long-ranga financing problem in Social
Securlty.

In response to guestiona from several membars, Steve Goss (OACT) Py
gald that under this plan benefit payments would exe¢sed incoma at

the and of the 75-ysar perlod and tha balance of the trust funds

would be drifting downward, but at about half tha rate of the

current system. Under current agsumptions, tha trust funds

would again show a long-range imhalance after 10 ox 15 years.

The trust funds would resch a high poinﬁ_in the 2015-2030 poried

with about § years' worth of reserves and would snd the

75~year period with about 2 1/2 years' worth of reserves.

It was elear during a general discusaion of the packaga thal Lhe
Councll was divided. Some members liked it because Lt wag a
package of modest changas that, eoupled with changss in
inveestment policy, would build public confideace and presarve ths
current system. However, others thought that 3 sors fundamental
change was neceded toO gecurae Eociml Security for teday's young
people.

Many of th¢ members were uneasy with this package because tha ”:] >
system would again become out of balance and anothar financial
crisis would occur {n 10 or Ho years. Therae was general condern
that the aystem would be "under fixed™ and that this would lead

to a further decrease in publioc confiderice. There was dlacuesion
of the ponssibility of some kind of “fallsafe" or automatiq
governor to take account of the inherent preblems in predicting
econamic and demographlc trends over. . a 75-year periad. Two \
posalble faillusafes—-a furture increase in the FICA tax, if needed,
and automatic lndexing of retlrement age to life expectancy
changea~~were discussed.

The membezeé decided to leave for a future discusslion the
queptions of what the target should be in terxmo of financing and
v/’whe!her fundamental or inc¢remental changed were needed, and focus
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plan. The dlscussion began with item 2--cogrection of the
_Consumer Price Index(CPI) used to measure inflation--becauae

" there wam agreement that the savings ‘shown~for-this change were
both guestionable and controversial.

Chalrman Edward Cramllch stated that, although there »sems to bs
general agreement that tha CPI ls flawed, there is no agreement
on the dagree to which it overststes inflatlon and no indication
of whan or how it will be adjusted. It seems rigky to count oOn a
gaving by the Secisl Security trust funds based on an unknawh
¢hange Ln the way the incresse in prices ls maasuged.

Dave Llndeman, Executive Diractor of the Advisory Council,
indicated that the D.25 percent of taiable payroll saving
sttributaed te the change may be overstated becaure in the
long-range the CPI and another measurs of price increases called
the GDP deflator ere assumed tO rise at the game rate. The
deflator eliminates a lot of the bias that is found in the CPI
and @oc the long-range mstimataes d¢ not necessarlly reflect the
full overstatement of price inoreanes found {n the CPI.

steve Cosd indicated that there was a basic difference of opiaien
among knowladgeable people about how té-eatlhate the saving due
to a change {n the CPI meacure. In response &o n question from

- Sylveater Bchieber, he sald that the 0. 28 gercent saving
reflocted the highast saving and that tho other sxtreme would be
a saving of as little as 0,03 percent.

There was genaral agreemont that there wan at least a reasonable
doubt about the amount of saving that should be epunted from this
kind of change,

The Council then turned to a discussion ef the first item--a
changa in i{nveetment policy for the trust fundg. The specific
prapoaal is to gradually invest tho excess trust funds in a
mixture of 1/2 govarnmant bends, 1/4 public atocks, and 1/4
corperate hends. This would gosult in increasc¢d carnings for the
trust funds and in smome real savings for the baby boomexe
retirement through the investment in stocks and corporate bonds.
The Council was troubled about the specxfie mix of inveatmants and
the mechanics of managing the investments without "political®
interference, but with enaugh flaxibxllty to make reasonable
financlal decisions.

ARfter a lengthy discussion, thé Council dacided that the current
Trugtees eould. pursue a passive investmont ctrategy based on an
index representakiva of the widest U.S- equity market aa part of
their fiduclary rasponsibilities. Thin strategy would be gimilar
to the ekrategy of many large corpuzate rutlrement systams. In
order to answer quastions about specific ‘indexos 3nd posmible
risks, the Council decided to have same work dene using a
asimulation model. Thomas Jones offered the assiutunce of his
employees wheo have expertise in this area. The Council agreed
that Lf the simulation showad no ailgaificant problems, they would

ba gympathetic to thia kind of approach to investment of the trust
tfundsa.

Chalrman Gramlich asked if there were any objecticns to the third
ftem in the illustrative package--coverage-of-newly hired State
and local workera--that had a program rationale rather than a
poIktieal 6r financial rationala. Mr. Schieber said that
univergal coverage is desirabla from a palicy vlewpoint, but can
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populations and could cause financlal problems for these States.

Fidel Vargas sald that,speaking as a representative of locel
government, he would oppodse this proposal because it would have an
unfavorable financlal impact on local goveranment. However, he
vwould not let this conslderation stop him from supperting a
package of proposels including this provision that he was
convinced would solve the Social 8ecurity financing problem for
future genoratlons. (He L8 not convinced that this package would
do that.) Gerald shaa gaid that, although his congtituency would
normally oppose thia proposal, they would be willing to support it
in order to tolve the financing problem. (He indicated that thls
package wao moving in the right direction.) Chalrman Gramlich
summed up the discusslon by indiceting that all of the members
present Ware gympathetlc, or at lesast partially sympathetic, to
this proposal undér certain circumstances.

The Council turned to & disecussion of the fourth item--taxatlon
of that part of banafita that exceeds what the worker pald in
payroll taxes. This proposal weuld maintain the curzent law
income thrasholde that must be met before benefits axe taxable,
but would compute the part of boncfits that ara taxable on an
individual bagis. The 0.48 percént of taxahle savinga estimate
includes reallecating the inaome frxom the current taxation of
benafits provision back to the OASDI Truat Fund from the HI Trust
Fund. Ce 4.

Virtually all of the Council membero agrced that Social Securlty
banefits should be taxed "like other retlrement payments."
However, thare wa¢ disagreement about the use of the thresholds
and whether the proceeds from taxation should go ko the trust
funds rathor than the general fund. &5ix membere indicated that
they supportsd eliminatlon of the threaholds and seven members
indicated that they suppusivwd warmarking the revenucs for the
trust funde rather than letting them go te the general fund.

\ .
)

In responge to a question, 5tove dogs {ndicated that about 1/4 of
the 0.48 percent saving is new revenue and -3/4 im revenue that is
currantly going to the HI Trust Fund., The members discusssed
whether they ohould "toke eradit" for savings that were, lu
effect, just a veallocatien from tha Kl Trust Fund. Although all
members supportad the proposition that revenus frem tax on Secial
Securlty should not bo credited to the HI Trust Pund, they could
not sgree that they should count any crevenue currently going to
tha HI Tgust Fund against the OASDI long-range defiele, Chairman
Gramlich was particularly opposad to counting this revenue.

Thae Counell returned to the question of what they were trying to
do--just molve the financial shortfall by making inoremental
changes or make more fundamental changes in ordar tn assure a
Bound eystem for all future generations. ¥r. Vargas and Carolyn
Weaver indicated that the Council firat had to decide what they
wanted Soclal Securliy Lu bw in the future beforc they could
consider specific ways of gatting there. Mr. Jones, on the
other hand, Indicated that the Council should first eoa if thore
was a geries of incremental changes that would solva thé problem
before congsidering more fundamental changes that would basically
change the curceat gystem. Chairman Gramlich said that the
illuetrative proposal developed by Mr. Schleber, which the
Counoil would consider on Saturday, would allow conmideration of
some Of these issues and that further discussion should ke
postponad until then. '
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The Couricll then decided te begln discuesing incredsing
retirement aga. M™Mz. Llndeman and Mr. Schieber ralsed tha
quastion of how inoreasee in rotlrement age can interact the
benefit formula and real wage growth to reault in
"notches“-~i.a., decreases in benefits from year te year for
newly eligible rotisees. The Counall agreed that they wiphed to
avold puch notchaa and kbriefly dlscussed the posaibillity of
building in a fallsafe machanism to agsure this outcome before
adjourning for the day.

Aprll 22

At the beginning of the meeting, Mg. Echieber. presented a Social
Socurlty raform packiage that he hsd developed. This plen
includes several elemonta:

o Rais® nermal retiremont #ge to 68 over the period 2000-2017
and increase the earliest eliglbility age (nou age 62) to age 65 “\\\
over the game perlad. /

) Raplace the current banefit structure with cne that provides
a flat-dollar benefit at a lavel that would balance the syatem &t
thé currant payroll-tax-rata. (The amount weuld be waga-indexed
before initial eligibility and price~indexsd thersafter.)

Workera with 35 years of covorage credit would get 100 percent of
this amount. Workers with 10 years of uork would get 50 pereent
of the full flat benefit and each additional year of work over 10
years would accrua an additional 2 pozeent 8o that a €full benefit
woyld be earned with 35 years of edrnings.

-] Spouse’'s benafits for non=insured dpauses would aqual
one-third of the basic banefit paid to the worker, Retlrees with
a spouce would be requlired to purchase (through an approprlate
reduction in their primary benefit) a surviver benefit equal %o
7% porcent of the primary benegit.

o To compensateé for the increase in the earliest eligibllity
age, a speclal proyram would Allew a worker to purchase (alther
at age 62 or through pra-tax payrell deductiens during hie or her
wozrking yearg) an indexed annuity payable for the peried betwaen
age 62 and 65. This program would &lsc allow the person to
purchase additional indexed annuities up ta 150 percent of the
poverty line, payable throughout his or her retirement yeaze.
The assets from these prefunded annuities would be separite from
Soglal securiey. They would not be part of any Federal figeal
oparations and wsould be managed by an independent managemant
board.

) A transition would be accomplisned over 2000-2020 for nevly
eligible tetirass through a phased-in blanding of the benefit
¢alculated under the new formula and the benefit calculated under
vurrent law,

Mr, Ball Indicated that he had sericus concerns with providing a
benefit structura based on a flat benetit if it were to be
financed by the current regressive payroll tax. Ha wan concerned
that high earners would pay much more {n taxes than low earnera,
yot get the same benefit. He gsaid that this result would ba
inequitabla and that public support for the program among high
oarners would evaporate. HNc. Schieber responded that the ratea
of return for high earners are already ineguitable and that it ie
just a matter of degree. Ms. Weaver noted that cutting rates of

~N
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€lnanced with the curreont lavael ef payrell toxes.

Chalrman Gramlich noted that Mz. Schieber'a flat benefit could be
modilfled so that higher earnsrs could receive a greater benefit 'N
than low earnera. Hr. Lindeman suggested that one approach would

be to increase the 90 percent factor in the benefit farmula and

deorease the 15 percent factor. Alternatively, ths rule could be

that the worker gets the higher of a specified percentage of

average earninge, or the flat banefit.

M. Weaver and Mr. Vargas generally expreesed support for Mz,
Schieber’'s flat-benefit plan. In additlen, Ms., Weaver asked that
more consideration be given by the Council to a double decker v/
plan==i.e., a plan that provides a flat benefit plus a benefit i;
directly propertional to the worker's earningas. 8he said that

ona of the advantages of a double decker scheme is that the

adequacy and equity components of the program are cleagly
dlstinguished, sc the program would be mere uwnderstandable. Hr,
Lindeman, noted that there was some congressional_intersst in u/
double decker plans and that the plan sdvocatsd by the World Bank
wag @ varlation of a doubla decker—-a flat benefit supplemented

by a privately managed savinga plan.

Edith Flerst, Marc Iwinnay, Gsrald Shea, and Thomas Jonoa sald

they had preblems with golhg to a flat-bencfit plan like that
suggasted by Mr. Schieber. Mr. Jones Baid this would be a
fundamental change in tha pregram and caould only be juatified if

the current system is “brokan"., However, he did not think that

was the case, and thal iuncrumwntal change seemed mero

appropriate. s

Ms. Fierst sald that the elemont ¢f the Mr. Schieber's package v/
that would allow a worker to contribute to a special savings plan
to supplement S$ocial Security benefits wae intriguing, Eeveral
membora of tha Council aleo expressed interast in this idea. Ha.
Weaver eaid that under such a pavings plan, the publle could be
sgsured that they are getting what they paid for. Chairman
Gramlich agreed that thia idea warrants further study and
congideration. ' :

. L
Mr. Shea sald thar Lf the normal retirement age wara i{ncreased V/
hayond azge 67, he was rot sure he ocould 4upport othor additienal
benefit cuts because of the disproporticfiate impact. Rather, he
thought a modest payrol)l tax incraase would be better. Ann Combs
said that, given the financing problems of the HI Teust Fund,
which could reguire an HI tax increasa, ghe did not think it was
2 good idea to aleo increase the OASDI tax. Mes. Weaver noted
that the Sceial Rerurity tax {3 already a bigqer burden than tho
income tax for many peepla.

MB. Combs Buggested that conaideration be given to a "middle
ground“ approach that could include elements frem both Mr. Bill'e
plan and Mr. Schieber's plan. Although she 8aid she was not
claimling "~ownership” ot such a plan, it could includes (1) raising
the normal retirement age tO 6§ and tha earliest eligibility age
to 65, (2) permitting the purchase ¢f a "bridge annuity® hetween
ages 62 and 63, (3) taxing benefizs to a greatar degree, (4)
covaring newly-hired State and local government cmployees, (5)
some form of a flat-penefit plan, and (6) a means-tested
cost-of-lilving adjustmant.

Chaliman Gramllch also cuggested that, in addition to thLis
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offared by Mz, Ball, ng modified to eliminate both the correction
for the CPI end the transfer of money now easmarked for the HI
Tryst Fund. He suggested that, for purposes of comparlng it o
other plans, the payroll tax be further increascd under such a
modified plan to make up for the reduction in revenue due o the
modifications.

Ma. Weaver zaieed a question about whether tha Council vas going
to ntudy the problems facing the Sovial Sscurity disabillity
program. Chalrman Gramllch indicated that the group had
previously agreed to not to do an in-depth review of the
dleadility program. Ms. Weaver said she had many aancerns about
the current disebllity program, but acknowledged that the
dipability program wee very complex and that it would likely take
6 montha for the Council jupt tO get e good understanding of the
intricacies of the program. Chairman Gramlich nated that, by
law, the Coundii. was supposéd to submit its report by the end of
the year and that he dld not think thoy would have time for 3
comprehensive review of the dieability program.

With respect to agenda items for future meetings, Chaizman
Gramlioh indicated that further dlscusslon was needed on the idsa
of {nvesting truat fund assets in equl¥les. He then asked
Coupnell membere for othep items. MNa. Weaver offered three
program changes that needed furthes discussion: a double decker
beneflt wtructure, providing an optional ‘individual retirement
account (IRA) as a substitute for part of Scolal Security, and )
the *companion proposal" to reduce disahlility henefits if the J
normal retlremant age were increased. :

At tha end of tha mearing, Chairman Gramllieh L{ntroduéed Chris
Bender who has developed (under a contract with the Couneil) a
uger~friendly computer software packaga“ghat can rapidly assess
the effect 0a Syvlal Swcurity Tetirement benefies of many
different ORS! pregram changee. HKr. Bender ckplained that the
package will provida data en the teplacémgnb rates (benefits 23 a
percent of praretirement earnings) for caresr low, averagae, and
maximum earners that would rmsult under'a myriad of pessible
program changee that the user could specify. Mr. Bender
demonstrated the software and said thit he would make coples of
the softwara and the usger manual and prévide them to all
interested Council members. o

Attachmank

Robert Ball's Illustrative Plan to nesﬁore Long=Range Solvency
1995 Trustees Report Defliclt : 2.17

Changes that do not affact benafitg or contributions:

1. Build fund and change investment policy 0.70 7
2. Correct inflation measure (0.2) : 0.258
3. Cover newly=hired State anpd local workers 0.21

Total 1.16

-1.01
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Tax that part of benefits that exceads what
worker paid

Extend computatlon from 35 to 38 years

Increase masimum banefit and ¢ontribution bame
in two $5,000 steps

Increase contelbution rate two-tenths of
1 pexcant each

Eliminate hiatus in present law schedule for
inareasing the normal retirement ege

Total

Interaction

Ak e &

Reduce zpouse’'s benefit and provide wldow's
benefit equal to 75 % of couple's benefit

Sufﬁlbc

Robert M. Ball
April 21, 1995

0.48

0.28

°I 17

0.38

0.12

1.43

FAX NO. 00000000000000000000

ID. 2024827106

0.42
-0.10
0.32
-0, 15

0.17
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Report of March 10 and 11, 1995 Meetings
of the 1994 Advisory council en Social Security

Report of the Assumptions and Methods Technical Panel

The panal's report was divided into two parts--methods and
assumptions. On the issue of methods, two panel wmenbers, Martin
Holmer and Michasl Sze, explained to the Council that they had
developed stylized (highly eimplified) models to illustrate mors
sophisticated methods for predicting the probable range of future
outcomes of program income and outgo. Thay had prepared graphs
baced on their i. lels using existing data Lut cuutioned that the
graphs were not intended to be strictly accurate but to show that
the models could, in fact, be used. Nr. 8Sze added that the
models were neot intended to replace the current gystem for
modeling ocutcomes but to supplement it. Howard Young, the panel
chair, also warnad that a change to new models would take
considerabla work and resources. -~ U7 '

The panel next addressad the issue of assumptions about variables
that affect the program. Panel nember Sam Preston bogan by
focusing on the queation 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 recomnend a

change in assumptions for the next 20 years but, beyond that

time, to recommend an annual rate of mortality improvement in

line with the faster rate which has characterized the twentieth
century. Mr. Preston noted that other countries with better data
are showing an improvement in mortality rates.

Next, panel member Diane Macunovich presented her conclusions on .
the subjects of fertility and labor force participation of women.
Ms. Macunovich had translated existing data to apply to "cohorts'
(i.e., groups of individuale dorn in particular yeare). Cohorts
vary as to the number of children wemgn have ag vwell as the age
at vhich they start having children. In the 1950's, women had
children at earlier ages; the "baby hoomers®, in contrast, are
having thelr children at a later age. There is some {ndication
that younger cohorts may be starting familiesa earlier.
Accordingly, the panel recommended a slightly higher fertility
rate over the next decade before a stable level is rcached.

With respect to labor force participation of women,

Ms. Macunovich noted a steady increase for cohorts born in 1921
and later. However, labor force participation rates dropped coff
for those horn aftar 1961. Further, these cohorts which started
off with high labor force participation rates continued to have
high labor force participation rates. Based on these findings,
Me. Macunovich predicted 2 higher rate of labor force
participation for women than did the Social Security actuaries,
She mentioned that this work was very recently completed and had
not been discussed by members of tha panel.

P, 13
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The panel was split on the issues of real wage growth and real
interest rates. Some felt that the Scclal Security cstimates
were reasonable; others felt that lower wage growth and higher
intercet rates would be more reallstic because of recent
davalopments concerning savings on the part of the government,
businesses, and individuals. Advisory Council chair Ned Gramlich
guggested that the panel "split the difference" in these rates,
but Mr. Young stated that the panel had discussed this option but
decided against it.

In addition to the presentations, several members of the panel
submitted papers they had written. (Thesa papers did not,
however, constitute official panel documents). Of the
assupptions discussed, the panel's recommendations on fertilicy
and labor force participation ratea for womsen 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 sheuld be handled, i.e., whether to commeht, adopt the
recommendations, recommend the inclusion of new models in the
trustees' report, etc.. Some felt that now models would be
valuable {Schieber, Lindeman); others (Jones) disagrced and
thought they would alarm or confuee the public. Carolyn Weaver
suggastaed that Council accept the panel's report but not depart
from current practices at this time.: Beb Ball agreed.

Taxing Social Becurity 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 might be
assesned (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 members (Ball, Bok, and Fierst) argued in favor of taxing
only the anmount of benefits that exceed contributions.

Raising Retirement Age and Changing the Benefit Formula

David Lindeman presented the Council members with a set of graphs
on options for increasing the retirement age and/or changing tha
benetit formula. Thae options included ralsing the normal
retirement aga (NRA) to 68 or 70, with varying phase-in
schedules. Some of the options would algo increase the carliest
eligibility age to three years befora the increased NRA. The
suggested changes to the benefit formula would reduce benefits
ror above-average Qarners. -

Funding

Ned Gramlich initiated discussion about how the Social Security
trust funds should be funded (e.g., advanced funding, partially
advancad funding, or pay-as-you-go funding) and how the trust
funds should ba invested. Byl Schieber and Carolyn Weaver
favored advanced funding. Bob Ball recalled early arguments
againet building up large reserves. Some people had blumed the
trust fund buildup for the 1937 recession. Fidel Varqus was
concerned that large bulldups could lead to pressure for social
investing (investment of trust fund assets in instruments other

P, 14
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than U.8. 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
{ndividual accounts, like the Thrift Savings Plan, as & way to
prev nt political or social investing. Tom Jones veighed the
current risk of low returns against the potential risk of
collapsing markets resulting from more adventurous investments.
Edith Flerst 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's investing in private firmg. David
Lindeman brought up experiences in some other countriea: in
Japan, there was political pressure to invest in low-yleld 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 o -
John Haley, member, Technical Panel, presented the first report,
regarding private employer pension policy and how to augment
private pensions in view of 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 lossas.

To achieve these goals, he emphasized the need to simplify the
current systen through defined contribution plans with increased
portability. To reduce pension losses, pensions should be fully
funded and some inflation protection ghould be offered. '
Inflation protection 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 effact,
offer an interest rate of inflation plus a fixed percentage.

Indexed Bonds

John Shoven, next reported on the concept of the Federal

gov rnment issuihg indexed bonds to provide protection against
inflation. The primary benefit of indexed bonds is that, with
more people directling 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

¢c¢ panies would be willing to offer inflation-adjusted life
annuitias, similar to Social Security payments (that receive
coras), if they could invest in government-issued indexed bonds.

According to Mr. Shoven, indexsd bonde 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 is little support on Wall Street for these bonds
because demand 1s unproven and the secondary market for them may
be very weak. 1In a Yesponse to a question from Gary Burtless
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1 jarding who could purchase these bonds, Mr. Shoven repled that
they would be offered only to pehaion planms.

Interrelationship of Retirement Ages

Peter Diamond, member, Technical Panel, reported on the
interaction of the various rules regarding retirement age. For
exarmple, in examining changec in the ratirement age for woTkers,
the Council will have to examine how this will impact on the
retirement age for widows. In examining changea in the
retiremant age, the Council must also exatine the reasons people
decido to retire such ae loss of job, short life expectancy, and
poor health. He stated that raising the early retirenment age for
workers may have many adverse social affects. Also, changes in
the retirement age will impact on the disability program and
considerations must be given to the area of overlap betveen
disability and early retirement.

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

Investnent of Trust Funds

olivia Mitonell, co-chair, Technieal Panel and Steve Zeldes,
mbey, Technical Panel, reported on alternative methods of
investing the trust fund surplus. They stated that it would be
casier to remedy the long-range balance of the trust fund if
action is taken nowv. However, in doing this, the surplus in the
trust fund will grow even larger. Two alternatives they examined
involved investing some of the trust fund surplus in the stock

rket and channeling esome 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 whe would bear the
risk would have to be determined. 7They stated that investment in
the stock market would not be the "magic bullet™ that many
advocates of such investment contend.

Alternatively, some of the surplus could be converted inte
pandatory individual defined contribution accounte. Suen
accounts would:

o Afford people the opportunity te allocate their own
investnents.

0 Appeal to many middle-aged and younger workers whe may be
willing trade what they believe is an uncertain prowmise of
future benefits for the certainty of their own investnment
account.,

o Reduce long-term Social Security liabilities.

P. 16
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‘o Create a naw source of investment funds.

Howevey the creation of individual accounts would have some
potential negative aspacts such as:

o The contributions may not be gufficient to reilacc 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, if allowed, could lead to tha removal of money
before retirement.

-] Private holdings do not provide inflation protection.

Q Tax collection costs may rise. It would be advisable to
continue to have the IRS collect the full payroll tax.

o Mandatory individual accounts zmay' crowd-cut employer
sponsored pensians.

After the presentations by the Technical Panecl, the members of
the Advisory Council discussed some of their concerns. One iasue
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 cited the
current healthocare system as an example ¢of this problem. Tom
Jones gtated 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 1f the social Security
system becomes just a means-tested sisten with individual

v ndated plans, there would be palitical pressure from people who
wvill want to leave the systemn.

Sylvester Schreiber commented that while it appears that Social
Security remains committed to addressing the problam of adeguacy,
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
E ctor, but not through individual accounts.

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

P, 17
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Conference agreement

The conference agreement follows the House bill (i.e., no provi-
sion).

m. Advisory Council

Present law

An advisory council is appointed by the Secretary of HHS
every four years for the purpose of reviewing the status of the So-
cial Security and Medicare programs.

House bill
No provision.
Senate amendment

There would be no quadrennial advisory councils for Socia] Se-
curity, although quadrennial councils would continue to be con-
vened for Medicare.

ﬁ Conference agreement

The conference agreement follows the Senate amendment, ex-
cept that the provision does not authorize quadrennial adviso
councils for Medicare. Also, the Advisory Council appointed in 1994
would be authorized to complete its work. The conferees cxpect
that the Congress will consider authorizing quadrennial advisory
councils for Medicare in future legislation.

n. Annual Report
Present law

. The Secretary of HHS is required to ma'ie an annual report to
Congress on the administration of the functions with which the
Secretary is charged under the Social Security Act (including
OASDI and SSI).
House bill

No provision.

Senate amendrment

The requirement for an annual report with respect to QASD|
and SS] would be eliminated.

Conference agreement

The conference agreement follows the Senate amendment, with
a technical amendment modifying provisions of cxisting law which
require the inclusion of information in SSA's annual report so that
this information will be provided to Congress separately.

The conferees do not intend this Provision to override any stat-
utory requirements that SSA provide information to Congress.
Rather, reports that are mandated by law will continuc to be pro-
vided. Furthermore, in the absence of the annual report, the con-
ferces expect that SSA will include in its annual statistical supple-
ment basic information similar to that currently included in the an-
nual report on: (1) the OASI, 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 any 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 trust 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 in 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. -nowever, Comm. Chater has full powers because she
was previously 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 imminent, they have
contributed to decreased confidence in the future of the program and have lead to
calls for immediate attention to the Social Security 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, Secretary
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 Socidl 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, amnong other things. replace the current benefit

structure with one that provides a flat-dollar benefit at a level that would
balance the system at the current payroll tax rate. The proposal would also
allow a worker to contribute to an IRA-like 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
interest 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, aimnong other things.
channel 2% of the payroll tax into private investment accounts. In response to a
hearing held by Sen. Simpson last week, Comnm. Chater issued a statement explaining
that SSA has concerns because, instead of supplementing 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 Securily COLAs and raise the
retirement age to 70.

SSA REGO 11

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 million 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 resulted in a slew of critical mail, primarily from attorneys. A proposal to
consolidate regional offices from ten to five has met with some Congressional
resistance. Details of REGO Il recommendations are attached.

Attachments

cc: Carol Rasco
Jeremy Ben-Ami
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WASHINGTON

16 May 1995
MEMORANDUM FOR JOHN ANGELL

FROM: Molly Brostrom&go
Domestic Policy Council

RE: Social Security Advisory Council

Per your request, this memorandum provides background information
on the Social Security Advisory Council, as well as a brief
summary of the proposals expected to be discussed at the
Council's May 19-20 meeting.

Advisory Council [3
The Social Security Advisory Council is a statutorily created <
member body, appointed every four years (thus, often called the
Quadrennial Advisory Council) to review Social Security Act
policy issues. As required by statute, the Advisory Council was
appointed by Secretary Shalala (announced June 9, 1994). The
Secretary asked the Council to focus on Social Security financing
and to develop recommendations for improving the long-range
financial status of the Social Security program. Commissioner
Chater and others have often pointed to this Advisory Council as
providing the groundwork necessary for the Admnistration to

s address long-term Social Security solvency.

Also as required by statute, membership of the Advisory Council
is bipartisan and encompasses a wide range of views on Social

. Security. Edward Gramlich, director of the Institute of Public
Policy Studies at the University of Michigan, was appointed chair

Updlvizj of the Council. Members include:
jbjd . Bob Ball--Commissioner of Social Security, 1962-73;
. Jerry Shea, Gloria Johnson, and George Kourpias--all
affiliated with the AFL-CIO;
Lw/b»o Fidel Vargas--25-year old mayor of Baldwin Park, CA;
and
. Carolyn Weaver--American Enterprise Institute.

Attached is an HHS press release that includes a full list of
members and short biographies. The executive director of the
Council is David Lindeman, career civil servant from the Pension
Benefit Guarantee Corporation.

There is concern about the Council because of their independence
and the widely disparate views held by members. It is very

unclear at this time where the recommendations will come down.
Potential scenarios include: the Council, like the Kerrey
Commission, will be unable to arrive at a consensus; or a

consensus will be forged that includes very controversial proposals.



Through public hearings and other open meetings, the Council has
compiled a list of possible options, and is now beginning to

. focus in on specific proposals to address the long-term solvency
of the Social Security Trust Fund. The May 19-20 meeting will be
an open discussion of these proposals. The Council is expected
to release recommendations in September.

Pfoposals
The primary proposals under consideration at this time are:

1. A Bob Ball 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 Sylvester Schieber proposal that would, among other
things, replace the current benefit structure with one that
provides a flat-dollar benefit at a level that would balance
the system at the current payroll tax rate. The proposal
would also allow a worker to contribute to an IRA-like
savings plan, managed by an independent board, to supplement
Social Security Benefits. (Chairman Gramlich is 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
(suggested by Carolyn Weaver; reportedly there is
congressional interest in double decker plans).

4. A "middle ground" approach that would include elements of
both Ball's and Schieber's proposals. :

Please let me know if you would like further details on these
proposals.

Advisory Board

As somewhat of a side note: This will be the last Advisory
Council. The Social Security Independence Act eliminated the
Quadrennial Advisory Council, creating a seven-member Advisory
Board to provide ongoing policy guidance to the Social Security
Administration. On March 31, the President announced his three
appointees to the Board (Jerry Shea, Harlan Mathews, and Bill
Brooks--one of Presidential appointees required to be of opposing
party). The other four members (Martha Keyes, Lori Hanson,
Carolyn Weaver, and Pete Singleton) were appointed by the
Congressional leadership last fall (two Democrats; two
Republicans).

. Attachment
cc: Carol Rasco Jeremy Ben-Ami
Kathryn Higgins LeeAnn Inadomi

Kenneth Apfel
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Stressing the importance of ensuring the long-term golvency end
viability of this nation's Social Security program, HHS Secretarf .
Donna E. Shalala today ngnounced the appointment of the 1994
Advisery council on Social Security-

osgach and every American citizen has a stake in the continued

good health of this country's Soclal Security progran,” Sacretary

Shalala said. "This eouncil, composed of leading experts in public

and private pension systans in the United states, will examine some
of the most challenging issuas that go to the core of providinq
adequate and equitable inceme for the eldarly in retirement."

By law, the advisory council, comprised of 12 members in-
additian to the chairman, ie appointed every four years to cihmine
issues af:ecting the Social security old-Age, Survivers, and
pisability Insurance (OASDI) prograus, as well as the Medicare
program and Medicaid, which were created under the Social Security
Act.

Unlike adviscry councils of the 135808 which focusad primarily
on disability,6 Medicare and health-care issues, the 1994 council
will fooua ¢n tha Social Sacurity OASDI program. Spacifically, the

secretary has asked the council to exapine the following areas:

o  Social Security financing, including developini |
recommendations for improving the long-range f£inanclal
status of the OASD] program; '

- More -
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Gloria Johnson, €6, of Maryland - director of the

Departuent of Soclal Action, Internaticnal Uniomn of _ E)
glectronic, Electrical, Salaried, Machine and rurniture
Workers and vice president of AFL-C10 Executive Council)
prasident of the Coalition of Labor Unien Women. .

Thopas Jones, 45, of Connecticut - president and €00, 5 -
Teachers Insurance and Annuity Asgociation - Collegse B [>//, A
Retirement EQuities Fund (TIAA-CREY) 1 member, boards of /et
directors of Thomas & Betts Corporation and Eastern
Enterrrises; trustee of Cornell University, Brookings
Tnstitution and Coxmittee for Econonic Development.

George Kourpias, 61, of Naryland = president,

International Associstien of Machinists and Aerospaca

Workers, AFL~CIO! meabet, poards of directors for the B [7
National Counc¢il of Senior cirizens, Space Cause snd the
Anerican Association for the AMvancenent of Scienca; <

member of Overseas Private Investzent Corporation (OPIC).

,f.silvester schieber, 47, of Maryland - vice president and
diraector of the Research and ‘Information Center, The Wyatt 7\7
Company; former dirsctor of research, Employec Benefite - 1<
Resoarch Instituter a senior econozist and dep;ti director
of policy analysis for the Social Ssecurity Administration.

Gerald Shea, 47, of Washington, D.C. - director,

pepartument of Employee Benefits for health care, pensions,

Socia)l Security and child care, in AFL-C10; previously, a t>
assistant to the president for government affairs for the

Service Employees International Union and organizer for
SEIU in Massachusetts.

Marc Twinney, 64, of Michigan - director of pensions for

the Ford Motor Company; makber of tha Anmerican Acadenmy of g,
Actuaries and the Pension Research council of the ¥Wharton —
School: previously, a consultant at Hevitt Associates,
¥illiman and Robertson, and Hangen consulting Actuarles.

Fide)l Vargas, 25, of California - mayor of Baldawin Park,
Calif., and senior policy analyst to les Angeles Mayor = t>
Richayd Riordan; gast vice president of Phillipa Brooks
gogge, the community service organization of Harvard :
ollege.

Carolyn Weaver, 42, of virginia - directer, Social ~
Security and Pension Studies, The American Enterprise - e
Tnatitute; member, 1987 Social Security Disability S 1
Advisory Council and senicr advisor, National Conmission:

on Social Security Reform (Greenspan); former staff Repbder

of Senate Finance Cozmittes and the econemics faculties of

Tulane University and Virginia Tech. '
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© The adeguacy and equity of Social Security banetits paiad

to persons at various incoae levels, in various family

gituations, and varicus age cohorts, taking into account

guch factors as the increased labor participation of
vcmen, lower marriage rates, increased likelihood of
divorce, and higher poverty rates of aged womén; and

° The relative roles of the public and private aector in
providing retirement income and how policiea in both

P, U3
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ecctors agfect the retirement decisions and economic well-

being of individuals.

secretary Shalala appointed as cheirman of the council Edward

Gramlich, director of the Institute of Pudblic pPolicy Studies and

professor of economics and publicd policy at the University of

Michigan. Professor Cramlich, 54, also has served 2s chairpan of

Michigan'e Econcmics

director of the Congressional Budget Office. Other nanbers are:

Robert Ball, 80, of Virginia - former commiceioner of
Social Security (1962-1973)1 member of the 1961 Advisory.
Ccouncil on Secial Security and the National Commission on
Social Security Reform (Greenspan)?’ chair of the board, .
National Academy of Social Insurance.

Joan Bek, 64, ©f Massachusetts - chairman of the New
Zngland Electric Systen; penber, boards of directors of
Avery Dennison Carporation, the rederal Reserve Bank of .

-

Boston, John Hancock Mutual tife Insurance Compary and the
Mensanto Company. ,

Ann Combs, 37, of Washington, D.C. < principal, william M.
Mercer, Inc.: former deputy assistant secretary for
Policy, Pension and Welfare Benefite Administration, Labor
Department (1986-1993): staff ménmber, National Cozpission

on social Security Reform (Greenspan).

Edith Fierst, €9, of Maryland - attorney, Fierst & Moss,:
P.C., and member of the Advisory Committee of the Pension
Rights Center; chair, Technical committee on Earmings .-

sharing: specialist in federal and militaxy pension
1itigation.

- More -

Department and as acting director and deputy
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