SOCIAL SECURITY ADVISORY COUNCIL

I. Summary

The Social Security Advisory Council is expected to release a report on long-term financing
of the Social Security system this summer (mid-June at the earliest). They have not reached
agreement on a single recommendation, but are expected to release three different options,
each of which contains many controversial proposals.

Our position is not to comment on specific proposals, arguing that Social Security is one of
our most successful programs, and ensuring its long—term solvency shouldn't be a part
election—year politics, but needs a bipartisan solution. While we will not comment now on
specific elements of proposals, we believe that Social Security must remain a safety net for
all Americans and its financing must be sound. Therefore, we:

L] Oppose moving Social Security to a voluntary or private system that would put

retirement at risk; and
. Oppose Proposals That Would Make It Less Dependable for All Recipients.

Background on the Council, details on the options, expanded talking points, and questions and
answers follow.

II. Background

Recent estimates suggest that Social Security's total income, including interest on accumulated
assets, will continue to exceed payments until 2020, and that the shortfall will be covered by
drawing down assets until the trust fund is exhausted in 2030. Even after that, the revenues
would meet about 75% of the program's costs. Under the current economic assumptions, the
75 year projection shows a deficit of 2.17% of taxable payrolls. (Currently, the employee and
employer each pay 6.2% —- or 12.4% cumulatively. The 2.17% refers to how much the
12.4% payroll taxes would have to be raised to maintain 75 year solvency.)

The Quadrennial Advisory Council on Social Security is an independent, bipartisan council
appointed by Secretary Shalala and approved by the President in 1994 to consider long—term
issues related to the Social Security system —— specifically, which approaches are best to
ensure solvency over a 75 year forecast period. We expect the Council to release a report
this summer (mid-June at the earliest). At that point, the Administration will review their
options or recommendations.



III. Recommendations

Our current understanding is that no consensus recommendation will be reported from the
Advisory Council, but that they will instead report three separate plans. Listed below are the
main items that are considered in ecach plan.

The recommendations in all three options are:

Vo Expand coverage to excluded state and local employees

Ve Increase the extent to which Social Security benefits are counted as taxable income.
Reduce CPI used to compute COLAs by 0.21% (accepts the technical adjustment
announced by BLS in March 1996) T
T T

In/deition to these common elements, the following eclements are recommended by some of
the members: .
MOM’DACA %(/vue,/\ {’3
Option 1: This plan includes no private accounts.
 Increase length of perlod used to compute benefits from 35 to 38 years of earnings (in
effect, lowering benefit ‘Sightly) - hcgklux [ st bl comabs £ b('/l/\&/t =
Invest a portion of Trust Fund in equities = ooy ¢ fMma st imcatan f Lo
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Option 2: 7 s <2"7'"8>
Raise the retirement age to 67 by 2011
Reduce benefits for average and upper—income recipients
Require 1.6% increase in payroll taxes above the current amount which would be put
into private accounts CSusitue S /%olccﬁm T - 041? b spo-se 4,0\,\4/ -
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Ortion 3: This is the farthest move toward privatization'.
\uﬂ(if S(L‘J Raise the retirement age to 67 by 2011
b 5% of current payroll tax is put into a private IRA and managed by private investment
(wa’-.lﬂ : "
companies that would fund annuities.

The remaining 7.4% would cover a smaller, flat retirement benefit plus survivors' and

disability benefits.
2. i /ﬁl\'/évwo/\__'f' Q&t/ms\/\&g ;(( st

!Privatization refers to proposals to establish mandatory savings with the individual investing the savings and
in retirement getting back whatever the investment yields. Privatization is not meant to refer to proposals to
invest part of Social Security funds in equities.



IV. Talking Points

The Administration has not taken a position on the specific proposals expected to be
recommended by the Advisory Council. All questions about specific reforms should be
responded to with the following points/principles.

Social Security is One of Our Most Successful Programs.

It is the bedrock of retirement for tens of millions of Americans. It is all that keeps 13
million older Americans from poverty. It has helped cut elderly poverty by more than half
since the 1960s. In 1966, the poverty rate among older Americans was 28.5%; today, it is
11.7%.

We Have Time. Social Security Reform Shouldn't Be Part Of Election-Year Politics.
Social Security is on firm financial footing well into the next century. It will be able to pay
benefits through the year 2030. We should take advantage of the time we have to address its
long—term financing in a reasoned, rational, and bipartisan manner that will maintain the
existing broad national support for the Social Security program. It should not be caught up in
election—year politics.

Need Non-Political, Bipartisan Process To Ensure Social Security's Long-Term
Viability. Securing Social Security's long-term financing while maintaining the existing
broad national support for the program will require a bipartisan common ground plan
developed in a non-political process.

Would Be Counterproductive to Comment Now —- in the Middle of an Election Year --
on Specific Elements of Proposals. Any discussion of specific proposals should take place
in a non-political context where elements are judged in the context of overall bipartisan plans
to secure Social Security.

While We Will Avoid Commenting Now on Specific Elements of Proposals, the
Administration Has Some Guiding Principles. Social Security must remain a safety net
for all Americans and its financing must be sound and prudent. Therefore, we:

= Oppose Privatizing Social Security or Making It Voluntary. We oppose
moving Social Security to a voluntary or private system that would put retirement
at risk.

s Oppose Proposals That Would Make It Less Dependable for All Recipients.
We oppose proposals that would not provide the same true security that the
program has provided for millions of older Americans for decades.



Questions and Answers

Will the Administration even consider the proposals in the Advisory Council's report?

We need non-—political, bipartisan process to ensure Social Security's long—term
viability. Securing Social Security's long~term financing while maintaining the existing
broad national support for the program will require a bipartisan common ground plan
developed in a non-political process.

on specific elements of proposals. Any discussion of specific proposals should take
place in a non-political context where elements are judged in the context of overall
bipartisan plans to secure Social Security.

Does the Administration support the proposals by Forbes, Senate Kerrey and others to
allow people to use a portion of their payroll tax to set up their own IRAs?

Our general position is that we oppose proposals that seek to privatize Social Security or
make it voluntary. We oppose proposals that would put benefits at risk.

Yet it is our policy not to comment on specific elements of proposals. We want
discussion to take place in a non-political context where elements are judged in the
context of overall bipartisan plans.

Does the Administration support proposals to allow Social Security funds to be
invested in the stock market in order to bring the Social Security system higher
returns?

We will oppose proposals that undermine the current publicly managed and collective
nature of Social Security or proposals that would make it less dependable for all Social
Security recipients. There are some very serious questions that would have to be
answered before any of these proposals could be recommended. Again, we believe the
best way for this discussion to take place is in a bipartisan, non—political context where
we are looking at the viability of the whole plan and not have debate over hypothetical
elements in the middle of an election year.

Would the Administration consider including an adjustment in the CPI as part of an
overall plan to secure Social Security's long-term solvency?

Our position is simple. Any change in the CPI and cost-of-living adjustments should
be based on economics and not politics. Any change affects the standard of living of
millions of Americans. Therefore, changes should be made when experts in the field



reach consensus on the size of any bias in CPI, not when budget savings are needed.
There is currently no consensus on the size of the CPI's bias.

But there are serious problems with Social Security. Is the President going to have
recommendations this year on how he would handle this? Isn't it irresponsible for him
not to address these recommendations during the Presidential campaign?

As the President has long said, there are long-term financing concerns, and they need to
be dealt with in a bipartisan context in the most non—political atmosphere possible. But
we have time. The Social Security system is sound well into the next century; it will be
able to pay benefits through the year 2030.

Ensuring the long-term solvency of Social Security is a complicated and important
issue. It shouldn't be part of election—year politics. We should take advantage of the
time we have to address it in a reasoned, rational, and bipartisan manner.

This year's Congress would do well to focus on the urgent issues before it, such as
balancing the budget, welfare reform, and health care insurance reform.
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Summary of Advisory Council Plans P’
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Maintenance of Benefits Reform Plan (Bob Ball Plan) N
/«/l»/7 o Relatively small changes in the basic structure of the program 7
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A F// " * Assumption of a lower CPI for future COLAs =~ &Il ¢<5 -t Voto Ao ; Cri
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g >
/ v ( ' /" Expand coverage to all state and local workers
edl Lo Y .
“noed e VTG, ) - ore @ 67 e ,_,/L/ /Z\n/(“ ﬁg (,</ (/WWM{_
PURYN L’\‘\
lndlwdual Accounts Reform Plan (Ned Gramlich Plan ) “Little PIP? ~ ™ /)h/x 5 (Vg -
D/ Ve “'\ o Assumption of lower CPI for future COLAs
o Includes a new mandatory private_investment plan funded by a 1.6 % payroll tax f/—t}n(//i(foﬂm\/b
¢ Gradual increase in the normal retirement age (NRA) to 68
o Full taxation of benefits in excess of contributions
« Scale back benefits to high wage workers
« Reduce future benefit levels by extending the benefit computation period from 35
years to 38 years
+ Expand coverage to all state and local workers
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Personal Security Accounts Plan (Carolyn Weaver Plan) “Big PIP”
K (ﬁ + A more aggressive partial privatization scheme that diverts five percentage points
.\J_\M/ P\ . of the current 12.4% combined employer/employee payroll tax into private savings
ne e \{/ N accounts
A \\ \/’J « The remainder of the payroll tax funds a minimum flat benefit plus disability and
\ §<\ /\3\( survivors benefits
* A new tax equal to 1% of GDP (about 2% of payroll) would be created to fund the

transition to the new system

« Gradual increase in the NRA to 68, fully tax benefits in excess of contributions,
and expand coverage to all state and local workers
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EXECUTIVE OFFICE OF THE PRESIDENT

25-Mar-1996 07:03pm

TO: (See Below)

FROM: Desiree Filippone
Office of Mgmt and Budget, HRD

SUBJECT: Advisory Council Hearing

Hearing on the Social Security Advisory Council Report

[ attended the hearing on the Social Security Advisory Council Report today held by the Subcommittee on Social
Security and Family Policy. Senator Simpson stated that he was holding this hearing before the official release of
the report because there had already been so many leaks to the press. Senator Moynahan was pushing the CPI
adjustment issues again throughout the hearing and Senator Breaux was mostly interested in the more incremental
reform proposals such as raising the NRA.

Panel I

The hearing was broken up into two panels. The first panel was meant to give the general overview of the state
of Social Security and whether there was a necessity for reform.

Henry Aaron - Director, Economic Studies Program, Brookings Institute. Dr. Aaron had five points to make. 1)
The younger generation does not believe there will be Social Security when they retire, but they do want it and
they are overwhelmingly willing to have an increase in taxes to get there. 2) Actuarial estimates that we currently
use are very conservative and should be changed to a 25 year projection like the rest of the world — then we
would be in actuarial balance right now. 3)The current state of Social Security should not be labeled a crisis, it
isn?t. 4)Long run deficits should be seen as basis for remedial reform to ensure public confidence in the program.
5)The financial challenge of Social Security is modest compared to health care and Medicare. At the end he
stated that no radical change needed to be made since the program deficit is small, but that private individual
accounts or mandatory savings should be discussed above and beyond the current system.

Olivia Mitchell — Co-Chair, Technical Panel on Trends and Issues on Retirement Savings of the Advisory
Council. She stated that the panel she chaired was unanimous that reform was imperative and that therefore it
should happen soon to reduce the pain involved. She stated that they believed raising the NRA was the best way
to implement a benefit cut. She stated privatization looked like a good idea if the rest of the aspects of a change
in the program led to increased savings. She also emphasized the need for indexed bonds.

Howard Young - Chair, Technical panel on Assumptions and Methods of the Advisory Council. He stated that
there was division within the panel on what CPI adjustments lo consider for the basic assumptions. They went
with a 0.2% reduction in December 1997 and a 0.5% reduction in December 1998. He stated the long range
projections were questionable. They should be maintained, however, stochastic modeling should also be used.

Panel 11

Edith Fierst — Attorney of Law, Fierst and Moss — She presented the Ball plan. Her first statement was that all
of the Advisory Council proposals supported investment in private equities. This drew much attention from
Moynahan and Simpson. The plans differ on who should bare the risk of privatization. Ms. Fierst stated that the
Ball plan lets the Trust Fund bare the risk instead of individuals. She had 12 points explaining the strengths of



her plan and the weaknesses of the Weaver plan primarily.
DRisk of getting below average return on private investment are all on the individual with the private
investment programs.
2)Average earners would gain nothing from the private investment and low earners would gain little.
3)Payments from Social Security have always been on time. No scandals.
4)75 million workers would not know how to invest and wouldn?t have to in Ball plan.
5)Admin costs for Social Security are 0.8 of 1%, much lower than private sector.
6)Private plans do not require retirees to annuitize.
7)The private accounts reduce spousal benefits or even eliminate them.
8)Divorces would lead to fights over benefits in private plan.
9)COLAs would not be payable on private plans.
10)High cost of transition in private individual investment plans.
11)Invasion of private accounts before retirement.
12)No disabled benefits in the private investment accounts.

Edward Gramlich — Chairman of Advisory Council - Stated that his plan was very close to the Ball plan, just
without the investment of the Trust Funds in equities. He had six points about why his plan was better.

DIt preserves all provisions of Social Security, unlike the Weaver plan.

2)It clearly raises national savings.

3)It provides a convenient way to invest.

4)It raises the money?s worth ratios.

5)It avoids the transition costs of the Weaver plan.

6)It converts the individual accounts into indexed annuities upon retirement.

Sylvester Schieber — Vice President, Watson Wyatt Worldwide — He presented the Weaver/Schieber plan. He
basically presented nothing new here. He just outlined the plan emphasizing that there could be adjustments
within the program to address the concerns of Edith Fierst. For example, spouses would get their own personal
account and divorced people would be forced to split their benefits in half automatically. He stated that this plan
does create real savings for the nation and this is important for increasing economic growth.

Distribution:

TO: Kenneth S. Apfel
TO: Barry White
TO: Keith J. Fontenot

CC: Laurence R. Jacobson
CC: Mary I. Cassell

CC: Jack A. Smalligan
CC: Richard E. Green
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Aptil 10, 1996

Mr. Gene Sperling
Deputy Assistant o the President
for Economic Policy

Dear Mr. Sperling!

The uadvisory council on Social Security is having ils last meetiug on Saturday, April
13. The attached describe the position that six out of the thirteen members arc taking-the three
labor members, the president of TIAA/CRLF, Fdith Fierst, a D.C. Lawyer, and myself. The
other seven ure broken into 2 groups--ons is for a major privatization of Social Security (tour
or five) aind one for shrinking social security and flnanciuy a compulsory savings plan trom
an increasc in social security deductions from the present 12.4% of earnings o 14%.

We are now writing a supplementary stalcinent for the report and would hke to talk 10
the administration about it.
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April 9, 1696
R.M. Ball
Telephone/Fax:
703-768-3438

A PROPOSAL POR THE ADVISORY COUNCIL ON SOCIAL SECURITY
BY ROBBRT M. BALL. MEMBER®

There is No Social Security Criss

There is no financial crigis in Social Security. The Trustees
-- three Cabinet officers. the Commigsioner of Social Security, and
two representatives of the public, appointed by the President and
confirmed by the Senate -- keep careful watch on the financing of
Social Security and report on it every year in grcat detail. Every
four years, ap required by law, a council af private citizena has
aleo audited the program's financial condition.

The current Council appointed an outside group of economists,
actuaries, demographers, sociologists, and other experts to help it
evaluate the program's financing situation. The Council and the
expert group concur in the evaluation of the Trustees wha found
that without any change in lawv, full benefits as defined iu the
Social Security Act, can be paid on time for about 35 years.

: 75-Year P 1a) Shortfall

The Trusteee algo reportcd, and the Technical Panel and the
Advigory Council agree, that looked at over the 75 years for which
estimates are traditionally made in the United Scates -- a much
longaer pariod than in almoet all other countries -- the system hag
a financial deficit. Although not a crisis, thig situation needs
to be addressed in the near term, because any deficit can be
eliminaced with more moderate changes if action is taken early, and
people under the system can ba given advance notice of any changee
that may affect them.

! . - L Hag Declingd

Alchough when it comes to judging Social Security, the
criterion of "money's worth®" to individuals im nar an important as
the usefulness of the system to the nation as a whole, it is
imporcant chat people see themgelves as being trcated fairly.
Young workers now face a lifetime of contriburiang at a higher rate
than workers in the pagt, and increasing attention is being focused
on the ratio of lifetime protection to 1lifetime contributions plus
interest. Proposals for changes in Social Security financing need
to address this issue as well as the 75-year fund balance.

‘Five ulhier members of the Advisory Council generally guppozt

the views expressed here, although there are differences on some
poincs.
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How to Procaed

Wwe should agk Congrasa to proceed promptly with three
lagigslative changes quite within Social Security traditions,
changes which would reduce the Social Security 75-year deficic fTom
2.17 percent of payroll to about 0.80 of payroll and would postpone
the date estimated for Trust Fund exhaustion from 2030 to 20S0.

1 would also like to see put into effect in the near term the
proposal of six members of the Council to invest part of the fund
in private sLocks, indexed and managed passively by one or more of
the leading paesive equity index portfolio managers experienced in
serving large institutional accounta. This would aliminace the
remaining long-term deficit and greatly improve the conctribution/
penefit ratio for young vorkers and future generations.’

But this is a new idea to most people and it should be studied
thoroughly along with any other proposals to close the 0.80 gap.
And wve should Cry to reach a considerable consensus before making
substantial changes in this program which affects just about every
American family. However, the three Bteps well within the Social
Security tradition need not vait until this evaluation of equity
investment is completed.

roatly Raduca the Defics

Tne proposals I back to greatly reduce the deficit immediately
-- from 2.17 percent of payroll to 0.80 -- do not increase Social
Security deductions from wages oOr the wmatching contributions of
employers and reduce benefits only an average of 3 percent below
present law.

‘It is isportast oot to coofuse this proposal te jovest part of Secia] Security funds 1 passively-
aanaged isdesed equition vith the viriens privavization proposals beday discuseed. The sole purpose of Social
security's investsest in equities is o secure 3 bigher recurn thua can be obtuised from the prasent practice
of igvesting everything ic goversmest cbligations. Othervise, in avary regpect, Sarial Security would coacinue
as it is -- o defised deaefit plan with the amount af beaefits and the conditions woder which they are paid,
aad the detinitiom of who pays ig aad bow wmch would costiue to be 3 mattes of Tedaral lav acd the program
nmummnnuwmmunmnmuwmmnnumamumumuuunmnms
of the Soclal Security det that govers the program wonld de g the saction on investsest policy.

The privatizatica prepesals, by daligiticn, estadlish compulsary saviags plags witd tde {adividual
investing tde saviogs and ia retirsseat geteing Dack whatever the iavestesst yiclds. I3 aotder words,
nmmmummnuummumnmnu«m«mmmmunmuumuuuurn
diffezence Detveen our plan aud privacizaticl 18 @iCh 84re 1EPOTCARC (B4a LA coswon [edCule that {2 our plaa
Social Security iaveats in comnow stocks aad i privatisaties plass sows jadiriduals vill also iavest i3 stocks.
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The proposed changes are: 1. The extension of coverage to
chogce 3.7 million state and local employees who are still excluded
from the Social Security program (most are covered). 2. An
increagc in the periocd over which benefits are computed from 35
years ro 3B yeara. 3. A change in the policy governing the
taxation of Social Security benefits so that the income tax is
applied individually to benefits in excess of what the worker paid
in, as 18 now true for other contributory defined benefit plans.
Also, when Medicare is refinanced, at least by 2010 to 2020 vhen
the baby boom generation ls retiring, the part of the tax on Social
Security benefits now going to Hospital Insurance should be
redirected to Social Security. (Many members ¢f the Council do not
agree on this last point.) When these changes are added to the
corraation in the upward bias in the CPI as announced in March 1996
by the Bureau of Labor Statistics (CPI -0.21), the deficit of 2.17
is reduced to 0.80, and the date of Trust Pund exhaustion moves
from 2030 under pregent law to 2050.

RECOMMENDED FOR IMMEDIATE ACTION ON THE 75-YEAR DEFICIT
{Shown as a Percent of Payroll)

Reduction in Deficit 7S-Year Deficic
_ 2.17

Bxtension of coverage to

excluded state and local employees -0.22

Increase in length of computation

period from 35 to 38 -0.28

Change in benefit taxation -0.62

Correction of CPI by BLS -0.29

Interaction among the proposals +«0.04
Total 1.37
New geticit 0.80

These three legislative changes dare within the scope of
traditional Social Security changes and should be enacted ap soon
ag possible.

It is also of both short-term and long-term importance cthat
the Social Security system depart from the pay-ag-you-go financing
of cthe past and turn to partial advanced funding. Developing a
subotancial and permanent reserve fund would reduce the aize of the
ultimate contribution race chat would be necessary and would have
the baby-becom generation pay more of its own Cost &g compared to

requirin? 3 higher contribution rate from the emaller generation
chat followg them.
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The fund, which early in 1996 was almost S$500 billion, but
represented only about 138 percent of the following year's outgo,
was not yet above a coatingency leval appropriate for a pay-as-you-
go eystem (100 to 150 percent of the next year's oOutgo). Under
present law, however, and with the above changes, it will very
quickly exceed 150 percent and soon build to the place where
earnings on the fund will contribute importantly to long-range
financing.

. . . . . . .
1955%T-§%1935%=19?——%ﬁ-e5n%——D"1935r-ﬁn‘——IWPIQ!emﬁni——*n——ﬁhﬁ

Since Social Security in the past haa never developed a
reserve for advance funding the rate of return on the fund hag made
little difference in long-range financing. Thus, it was reasonable
to invest the fund in special obligations of the United States,
paying a low return eqQual to the average on -all long-term
outstanding debt of the United States. Now that the gystem is
rather quickly moving toward partial advance funding, the rate of
return does make 3z major 4ifference.

Under these circumstances, a portion of the funds should be
" invested 50 as to earn a higher return. Like the assets 0f other
pension funds, some of Social Security's reserves should be
invested in the stocks of private industry. A policy of diversity
in investments should be followved, and thus the amount in privace
ptocks should be limited, perhaps to about 40 percent of the total
Social Security fund. Thig proportion should be reached gradually,
starting perhaps in the year 2000, by putting 40 percent of the
addicions to the Trust Fund bulldup in stocks. Under this plan,
the total fund wvould alwaye exceed the pize of the fund expected
under pregant law and the part of the fund invegtmeant in government
securities would always be larger than a contingency reserve for a
pay-as-you go gystem.

A% in the case of the Pederal Employees Thriftc Plan, we would
suggest the appointment of an independent "Investmcent Policy Board*
made up of experts nominated by the Pregident and approved by the
Senate. This body, perhaps three in number, would operate under
the ptatutory fiduciary standard of "requiring that Trust Pund
invegtment policy be salely for tha economic benefit of Social
security participants and not for any other economic, social, or
political objective." We algo suggest that by law Social Security
investment hclders would be barred from exercising stockholder
rights to vote on company policy. '

The Board would have only three functionsg: One, it would
select an appropriate passive market index which would govern the
investment of Social Security in stocks: Por example, the Rugsell
3,000, or Wilshire 5,000.

Second, the BHoard would select, through bidding, one or more
of the leading passive equity index portfolio managers experienced
in serving large ingtitutional accounts. The manager would aleo
have the function of maintaining the proportion of Social
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Security's total funds at roughly a 40 percent level in stoeks and
a 60 percent level in coerporate bonde, instrumentalities of the
United States, such as Fannie Mae, and Social Security's
traditional inveslment in long-term government obligations.

Third, it would monitor portfolio management and set up
impartial reviews to evaluate the overall operation of the plan.
From time-to-time the Board would consider changes in the passive
index or portfolio manager as appropriate.

The difference for Social Security financing in having part of
the fund 1nvested in eqQuities and private obligations ie
substantial. Pirst, it would reduce the 75-year deficit by about
0.90 percent of fayroll. When added to the other proposals,
investing in equities would completaly eliminate the 7S5-year
deficit and produce a modest surplus.

Beyond thact, the twin proposals of partial advance funding and
investment in stocks would greatly improve the benefit/concribucion
ractio for younger workers and future generations. These
improvements, in fact, on averaga produce a better deal for just
about all workers over 30 as compared to either of the partial
privacizacion plans discussed by the Advigory Council. For those
who enter the labor market, say. 10 years from now, this improved
plan doee about the game for average and below average earners as
the plan requiring private investment of S5 percentage points, but
the privatization plan by that time begins to do better for the
higher paid.

Ihc Value of Social Security
The individyalized test of "money's worth," is not, by any
meang, the most important criterion in evaluating Social Security,

but it i8 neverthelegs important that young workers see their
genegration as being treated fairly., and our proposal does that.

The more important criteria for judging the usefulness of the
program are the contributions of the program to society as a vhole:
Por example, the fact that it provides disability and 1life
insuranca protection wvithout regard to the health of the
individual, and that it reduces the need for the less desirable
meang-tegsted programe such as £8I.

Social Security keeps some 15 million people above che poverty
line and millions more from near-poverty. As recently as 1959, the
poverty rate among the elderly was twice ag high as for the rest of
the population. Social Security has been the key factor in
bringing this rate down to below 13 percent (on a par with rates
among other adults). Without Social Security, about half of the
elderly vould have incomes below the FPaederal government's rock
bottom definition of poverty.

But Social Security is much more than an antipoverty program.
Because Soclal Security benefits are not meane-tested. thoge who
are above the poverty level are able to add other income to Social
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Security, and thue providc a level of living in retiremene that ig
not too far below what they were used to while wvorking. Thig is a
major objective of Social Security as the bagic tiar in a three-
tier syatem which includes private pensions and individual Ravings.

Social Security is just about univergal. Of those 65 and
over, 92 percent are receiving benefits, with another 3 percent
eligible to do go when they retire. Social Security follows the
vorker from job-to job and the protection before recirement riges
as wages rige. After benefit receipt begina, benefita are
inflation proof, a guarantee thar no private pengion has made.

Social Security is an earned right growing out of past work
and contributions, self-financed entirely by dedicated deductiunsg
from workers' earnings matched by the employer, by taxes on Social
Security benefits and earnings on the Trust Punds. Administracive
expenses, also financed entirely trom the above Sources, take less
than one cent out of every Qollar paid in. ' R

Social Security is not just saving for the future. It is a
machanigm today for 8haring among all working families the burden
of caring for che current elderly and those with disabilicies.
Because of Social Security, no one family has to bear alone what
could be the huge cost of caring for parents who are sicker than
average oOr who outlive their savings. As with all insurance,
families pooled together are protected by having to pay for oenly
the average risk. Social Security 1§ our family proteection
program.

Because Social Security spreads the risk and because of che
nearly universal coverage today, relatively few older retired
. pecple have to move in with their children to make a go of ic.
Similarly, milliong of married couples are spared the pain of
periodically having to arrive at mutually acceptable decisions
about how much of the family income should go to supporting elderly
parents and grandparents rather than being used for themsalves and
their children.

Social Security algo provides curreac family protection by
providing ongoing insurance against less of family income due to
death or disability. Among the 43 million Americans receiving
monthly benefits, over ) million are children under 18, mOStly
children of deceased vorkers, and nearly 6 million adulte are being
paid because they have disabilities or are depandents of thoge with
disabilities.

Social Security provides $12.1 trillion in life insurance
protection, an amount which cxcaads by $1.3 trillion the combined
value of all private life insurance policies of all types in force
in the United States in 1993. The protection for young families is
very substantial. Por example, a 27-year-old couple with two small
children and earning average vages in the event of the death of
e{ther would have gurvivors' protection worth $307, 000. Disability
protection for the same family amounts to $207,000.
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The contributions to Bociety are the mogt important ways of
judging money‘'s worcth under Social Security, but the
recommendations degcribed here greatly improve "money's worth" in
the narrow sense of the contribution/benefit racio for individuals
as well as in the larger societal cence.

It is extremely important that Social Security, the basis for
all retirement planning continue to be in the form of vhat the
pension experts call "a defined benefit plan®" promising specific
penefits that are not affected by market fluctuations. The
individual's voluntary investments in IRAs or 401 (k) plana, for
example, may reasonably form an additional rier of protecticn which
varies by investments returns. But this is desirable only if on
top of a reasonably adequate Social Security system that covers
juet about everyone. : .

Baaic protection one can count on is particularly important in
a dynamic, risk-taking economy such as ours, where long-established
businesses may fail even as newv ones are springing up and where
whole indugtries may find themselves quite cuddenly in decline.
More than most, our economy revards rapid adaptation to changing
condicions. <That is one reason why it functions well at the
aggregate level -- but the more dynamic the economy. the greater
the need for individual protection against major economic hazards.
We need the security that Social Security supplies regardless of
dowvnpizing, mergers, bankruptcies, and volatile employment levels.

Social Security is far fzom being broken and requiring major
change. It keepe up-to-date with wages and thus with increases in
productivity prior to benefit payment and the benefits, payable for
life, are protected againet inflation wherever it goes. The
benefits are modest but the protection is secure.

The situation with Social Security is similar to that of
homaovners with a sound house thay very much like but with a need
to refinance the morrgage. They 4o not need to tear anything down.
They do not need tO restructure or repair. They need only to
improve the £inancing.



e oi, e WG ULGLS LERISIALULE WOUIA DE WISE€ to
reinstate at least some of the money.

The CUNY branch presidents say the cuts will
result in a $97 million shortfall, causing the elimina-
tion of 1,300 faculty and staff positions — between 10
and 18 percent of the system’s full-time workers.

‘A Fresh Look at Social Security

A Federal advisory panel unanimously recom-
mended to Congress this week that Social Security
payroll taxes be invested in stocks, reversing a 60-
year policy of investing only in low-yield Govern-
ment bonds. This radical idea met with surprising
acceptance on Capitol Hill, testimony to how scared
Congress is about the system's financial future.

Social security pays benefits to current retirees

out of payroll taxes on current employers and '

workers. For now, revenues exceed expenditures,
generating surpluses that are used to buy Govern-
ment bonds. But by about 2030 the system is expect-
ed to run deficits — leading to tax increases and
benefit cuts. Some economists also say that the
system depresses the nation’s already low savings
rate. It relieves families of some of the need to save
for retirement and turns over surplus money to the
Treasury, rather than to private capital markets.

The panel split on how to move to a new system.
One group would allow workers to direct their
payroll taxes into individual retirement accounts
that would invest in stocks or bonds. Over time,
stocks typically generate more profit than bonds.
But stocks can be riskier, especially in the short
term. This risk largely diminishes, however, for
longer-term investments — the proper investment
horizon for retirement.

Yet this partial privatization of Social Security
creates grave problems. Private accounts would be
enormously expensive to administer, as millions of
workers would continuously be directing small
amounts of new money into stocks and bonds. By
tying retirement benefits to the individual’s own
contributions, the plan strips away much of Govern-

!

_—
S Rré

SYSLEm > pvus oo -

this week’s vote puts her on nou...
administrators' are nervous about the cu..
suspicious of her motives. The only way to allay that
suspicion is by allowing a broad and open debate on
CUNY'’s future.
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ment’s ability to subsidize low-income families.

A better plan was proposed by a group led by
Robert Ball, a former Social Security Commission-
er. This group also would invest a substantial frac-
tion of payroli taxes in the stock market. But in this
plan, the Government, not individuals, would do the
investing — saving overhead costs and preserving
the option to redistribute retirement benefits to
poorer workers. Under this plan, Government would
invest passively — putting money in funds that
mirror all companies represented in the stock mar-
ket — in order to keep politics out of retirement
decisions.

A third group on the panel would impose a small
additional payroll tax, to be invested in stocks. This
is attractive because it could do more than the other
plans to cut the Federal deficit, but it is also
politically unlikely. }

What Congress has to ask of any plan to reform
Social Security is not only that it provide for low-
income retirees but also that it boost national
savings. Future retirees live off food and other
goods that they no longer produce. That puts a
burden on workers unless they are highly produc-
tive. The best protection, then, is for society to save
and invest.

The advisory panel has started a conversation
about how Social Security can contribute to this
need. But as Prof. Peter Diamond of M.LT. points
out, the panel’s options are complex and incom-
pletely fleshed out. He advises Congress to appoint
another, technical panel to sort out the pros and
cons. There is no crisis that warrants Congress's
making hasty changes.

New Money for Old, With Care

The Treasury has introduced a new $100 bill
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More recently a sadder change rattled the
regulars — the closing of Grand Central Books, one
of the most popular of the many small businesses
that thrive in the terminal. The renovators needed
the space. In coming weeks there will be more
dislocations and closings. Some stores will take up
temporary residence in the refurbished waiting
room near the 42d Street entrance.

"It will be worth the pain. The plans for the
station include removal of the ceiling over the
walkway that leads to the Oyster Bar, leaving the
ramp open to the 120-foot ceiling, and a new life for
the lower level, converting it into a food market and
something of an urban living room.

The original plans for the station, which opened
in 1913, included a matching staircase for the one
leading to Vanderbilt Avenue. This has been dusted
off, and where a Chemical Bank branch stands at
the east end of the concourse, stairs will ascend to
the opposite balcony. All concourse balconies will
‘house restaurants — of various price ranges, the
planners assure us — from which to eat and survey

Abusing_ the Debt Bill

“ The House Republican leadership has loaded up
a bill to raise the Federal debt limit — which
Congress must pass if the Federal Government isto
pay its bills — with two offensive provisions.

One provision would lower taxes on Social
Security beneficiaries by raising the amount they
can earn without losing benefits from about $11,000
to-$30,000. At a time when Congress is slashing
Federal programs for many Americans, and espe-
cially for low-income families, it should not hand out
tax breaks to a group that already reaps the lion’s
share of Federal handouts.

- Worse yet, Congress wants to pay for this tax
cut by trimming Social Security payments to some
disabled individuals. But the savings from those
tri‘rps was already targeted as a way to pay for

Grand C...
also one of the woiwu
monument to New York’s
The only danger is that the mau..
station of its more prosaic but imy
The planners have vowed to avoiu
mall feel of Washington's Union Statu
Central needs, along with fancy restaur.
shoe repair shops and newsstands.

The displaced businesses will have the oppoi
nity to bid for the new retail space, but many fea.
they will not be able to afford the new, higher rents.
It would be a pity to lose independent operators like
Grand Central Books in favor of the big chains. The
Metropolitan Transportation Authority’s director of
real estate, Susan Fine, says the agency is commit-
ted to New York-based stores.

Scaffolding has already appeared on the north
and east balconies, and commuters will be subject-
ed from now on to varying amounts of chaos,
confusion and noise. They can comfort themselves
with thoughts of air-conditioning in the summer,
adequate access for the handicapped, new exits, a
place to shop for food on the way home — and all
those constellations alive on the ceiling once again.

3%

welfare reform. If Congress uses the savings to help
the elderly, it will almost certainly be forced to
make more severe cuts in welfare.

The House debt bill also includes a line-item
veto, with which the President could nix individual
items from spending bills rather than vetoing the
entire bill. The proposed line-item veto would mas-
sively shift political power toward the White House,
giving Presidents a hammer with which to bring
individual representatives — many of whom would
have pet projects at risk — in line.

Sadly, both the Senate and President Clinton,
who welcomes the line-item power, seem willing
to go along. The country would be better served by
removing these harmful provisions from the debt
limit :pill.
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Senate Hears
Idea to Invest
Some Money
For Pensions

By ROBERT PEAR

WASHINGTON, March 25 — Mem-
bers of a Federal advisory panel told
Congress today that a portion of So-
cial Security payroll taxes should be
invested in the stock market, and
several senators expressed cautious
support for the idea.

The .proposal, which represents a
radical change in Social Security pol-
icy, survived its first test on Capitol
Hill without criticism from any
member of Congress or any of the
experts on pension policy who testi-
fied before a Senate subcommittee,

Details of the proposal have not
been worked out, and Congress is not
expected to take action this year.

But lawmakers were clearly in-
trigued with the possibility that So-
cial Security could earn a higher rate
of return by investing some of its
trust fund assets in common stocks
and mutual funds. Since creation of
the Soclal Security program in 1935,
the money obtained from payroll tax-
es and not immediately needed for
benefits has been invested in Govern-
ment securities.

Members of thé advisory panel
sald stocks had outperformed bonds
over long periods of time. The return
on Government securities, while rel-
atively low, is guaranteed. The panel
acknowledged that stock invest-
ments would entall a slight increase
in risk for Social Security, but said
the risk was manageable.

After hearing from 3 of the 13
members of the panel, the Advisory
Council on Social Security, Senator
John B. Breaux, Democrat of Louisi-
ana, said: *There is agreement that
the trust fund could be invested in
equities. The question is, who con-
trols those investments?”’

The hearing today was held by the
Finance Subcommittee on Social Se-
curity and Family Policy, headed by
Senator Alan K. Simpson, Republi-
can of Wyoming. The council, ap-
pointed in June 1994 by Donna E.
Shalala, the Secretary of Health and
Human Services, includes business
-executives, union leaders and pen-
sion experts chosen to represent self-

Members of a Federal advisory panel told Congress today that part of Social Security payroll taxes should be
invested in the stock market. They were, from left, Sylvester Schieber, Edward Gramlich and Edith U. Fierst.

employed workers and consumers in
general.

Some council members said that
Social Security payroll taxes should
be kept in one big pool, and that a
portion should be invested by Fed-
eral officials or their agents in a
broad selection of stocks intended to
mirror the overall performance of
the market. Other council members
want to create an investment ac-
count for each person covered by
Social Security. Workers could then
decide for themselves how the mon-
ey should be invested, though the
Government would still provide
some basic Social Security benefits.

Edith U. Fierst, a member of the
advisory panel, testified: ‘All mem-
bers of the advisory council favor
private investments. That's a very
significant change. The difference
among us is whether investments in
equities should be made by individ-
ual workers or by the trust fund.”

Mrs. Flerst said she believed that

the money should be invested by the -

trust fund because many workers
had no experience in the stock mar-

ket and could not make sophisticated

Cautious support for
aradical shitin

Social Secunty

| poltcy

investment decisions. In addition,
she sald, private investment options
would be more vulnerable to scan-
dals and swindles than the current
Social Security system.
" Senator Daniel Patrick Moynihan,
Democrat of New York, said he was
surprised and pleased that council
members, though divided on details,
were ‘“‘unified in support of the prin-
ciple that some portion of the retire-
ment system should go into private
investment.”

“I represent New York City,” the

. home of many stockbrokers, invest-

ment advisers and mutual funds,
satd Mr. Moynihan, a longtime stu-
dent of Social Security. Mr. Moyni-
han said he was not shocked, but

-delighted and surprised by the broad

support for the recommendations
among council members.

Senator Breaux said, “'If we can
encourage investment in equit
it's a good idea, but we also want
maximum protection” for Social Se-.
curity beneficiaries.

The Social Security trust fund now’
takes in more money in t: and”
interest than it pays out in efits.-
But Federal officials say the pro-
gram will not be able to pay all the
benefits earned by members of the
baby-boom generation because, un-
der the latest estimates, outlays will
exceed income starting {n 2020, and
the trust fund will be depleted in
2030. - -
Mr. Simpson said: “A yawning
chasm is not far down the road. The
sooner we address this problem, the

. less painful the solution will be.”

Mr. Moynihan said Congress could
alleviate the problem by slowing the
growth of Social Security benefits
paid to 43 million people. He said the
Government could reduce the annual
cost-of-living adjustment in such
benefits because the current formula
overstated inflation.
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Social Security advisory panel proposes radical changes

Investment in stocks
seen asway to increase
revenue asworkers age

By JouN B. O'DONNELL
BUNNATIONALBTAPP

WASHINGTON — For years,
Washington has considered Social
Security sacrosanct, and &any
changesinit taboo.

But now, a proposal that would
be truly revolutionary — investing
some of the giant pension fund's
assets in the stock market and giv-
ing workers control over their own
investment accounts — is gaining
credibility, thanks to a Clinton ad-
ministration advisory group.

Six of the 13 members of the
Advisory Council on Social Securi-
ty want to Keep the existing sys-
tem but would invest excess So-
cial Security tax revenue in the
stock market, which, in the long
run, would produce higher re-
turns.

The seven other members
would go further.

They would require that some
of allrevenue be invested in stocks
and bonds, but have each worker
manage his or her own account, as
many people do now in 401(k)
company retirement accounts.

“That's never happened be-
fore,” said Sen. Daniel Patrick
Moynihan, a New York Democrat,
alluding to the council’s propos-
als.

“It would have been unimagin-
able ... 20 years ago,"” he told a So-
cial Security subcommittee hear-
ing this week.

“Privatization” — the self-man-
agement of Social Security money
— long “has been considered a
kooky right-wing idea,” Sylvester
J. Schieber, a council member,
said in an interview. “But now, 1
think we're going to get a legiti-
mate political debate.”

Investing in stocks entails
“some risk factor,” Harry C. Bal-
lantyne, Social Security's chief ac-
tuary, cautioned yesterday, be-
cause in the short run, stock
investments can lose money.

“But it [the risk]) may be worth
taking,” he said, citing the long-
termrecord of stock market gains.

Responded Mr. Moynihan:
“The 1990s have been great; the
1830s weren't so good” for the
stock market. :

Fueling the engine of change is
a stark demographic fact: Without
revision, the Social Security sys-
tem is headed for big trouble once
the huge baby boom generation,
now beginning to turn 50, begins
toretire. Moreover, young workers
have little faith in the system.

“None of my clients under 35
believe Social Security wil be
around for them,” says Michael
Engler, a Baltimore financial plan-
ner.

ABBOCIATED PRESS

Daniel Patrick Moynihan, tke
New York Democral, said changes
such as those being considered
would have been “unimaginable”
20 years ago.

Social Security is a pay-as-you-
go system, financed by a 12.4 per-
cent payroll tax, half paid by the
worker and half by the employer.
An average of 3.3 workers support
eachretiree.

Once baby boomers begin retir-
ing, there will be only 2.7 workers
for eachretiree. And by 2040, there

‘will be only 1.6 workers for eachre-

tiree, according to the trustees of
the system.
Revenue exceeds expenses by

'$34 billion a year, and the trust

fund’s surplus is $500 billion. That
money is invested in government
securities, with an average return
above .inflation of 2.3 percent.
Stocks would pay a much higher
rate, on average, in the longrun.

See SUN, Next Page
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Beginning in 2013, payroll tax
revenue will no longer cover the
cost of benefits. At that point, the
Treasury will have to begin paying
billions of dollars in interest and
principal on the securities held by
the trust fund. To do that, the
Treasury will have to raise taxes or
borrow money, thus swelling the
budget deficit.

“We'll have a real crisis,” Mr.
Moynihan said this week.

Advisory council members
would get at this problem in a vari-
ety of ways, including trimming
benefits, raising taxes and in-
creasing returns on Social Securi-
ty investments.

The quadrennial council,
whose report is expected by early
April, is likely to outline three al-
ternative approaches.

Mr. Schieber and Carolyn
Weaver, a scholar at the conserva-
tive American Enterprise Insti-
tute, favor the most far-reaching
proposal.

They would require workers to

invest in equities $4 of every $10
that the worker and employer pay
in Social Security taxes. Each
worker would make investment
decisions, becoming more respon-
sible for the amount that is avail-
able at retirement.

The remaining payroll tax pay-
ments would go into the Social Se-
curity trust fund, as all revenue
now does, and would go to pay &
sharply lower pension benefit.

The Schieber-Weaver plan
would require a transition from a
pay-as-you go system. They pro-
pose & 1 percent national sales tax
for 70 years to finance the shift.

“What they really want to do is
abolish Social Security as we have
known it,” complains Robert M.
Ball, a council member.

Mr. Ball, a former Social Securi-
ty commissioner, is pushing his
own proposal to preserve the cur-
rent system while increasing its
earnings. He has the support of
five other council members.

Mr. Ball would maintain the
current benefit structure but
make changes to raise revenue, in-
crease taxation of Social Security
benefits and reduce cost-of-living
increases.

He would invest the Social Se-
curity surplus in stocks, starting
small and gradually building to 40
percent of the trust fund.

His plan, Mr. Ball says, would
increase the after-inflation rate of
return on the entire trust fund

- from 2.3 percent to 3.8 percent.

A third proposal that includes
individual investment accounts
has been put forward by Edward
Gramlich, dean of the University
of Michigan School of Public Poli-
cy and chairman of the advisory
councll. Only one other member
supportsit.

Mr. Gramlich would continue
to put the 12.4 percent payroll tax
revenue into the trust fund and
would slightly cut benefits fi-
nanced by the payroll tax. He
would require each worker to put
an additional 1.6 percent of pay in-
to an investment account and give
the worker a limited range of in-
vestment options.

There's no chance that Con-
gress will do anything in an elec-
tion year. Still, some Republican
lawmakers have advocated partial
privatization.

Senate Majority Leader Bob
Dole has said the idea should be
considered.

Sen. Alan K. Simpson, the Wyo-
ming Republican who will retire in
January, is sponsoring legislation
that includes some privatization
and is pressing his case.

“The longer we wait to take cor-
rective action, the greater the cri-
sis will become,” he said.
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GOP Eases Demands in Balanced-Budget Battle

By Davib ROGERS
Staff Reporter of THE WALL STREET JOURNAL

‘WASHINGTON — Republicans are re-
treating from earlier demands that major
budget legislation must be attached to any
long-term bill to extend the government's
borrowing authority.

Instead, GOP leaders have lowered
their sights, focusing instead on more
moderate, bipartisan initiatives such as
relaxing the Social Security earnings test
and enacting the line-item veto promised
in the House GOP's ‘“‘Contract "With
America.”

Both measures could be attached to &
bill this month that would give the Trea-

sury sufficient borrowing authority to
carry the government into mid-1997. By
taking that approach, the GOP hopes not
only to avoid another veto standoff with
President Clinton but also to show some
progress on its own agenda going into the
fall elections.

The shift, reflected in a meeting yester-
day between the House and Senate GOP
leadership, contrasts with the confronta-
tional rhetoric of the past year. Republi-
cans had once sought to use debt-ceiling
bills to force Mr. Clinton to accept all or
part of their ambitious seven-year bal-
anced budget plan. While there is still a
desire to pursue welfare and Medicaid
reforms in this Congress, the leadership
has apparently decided it has neither
the time nor the will to link these with the

-debt-ceiling legislation.

“AS our case is new, so we must think
anew and act anew,” said Tony Blankley,
Speaker Newt Gingrich's spokesman,
quoting Lincoln.

The Treasury, under & short-term bill
signed by Mr. Clinton Tuesday. has suffi-
cient borrowing authority now to carry
the government through the end of this
month. Republicans hope the new long-
term bill will resolve the issue until July
1997. But based on prior estimates, this
might require raising the current debt
ceiling to about $5.5 trillion from $4.9 tril-
lion.

Among the amendments under discus-
sion, the line-item veto remains controver-
sial because it surrenders power from
Congress to the executive branch. But the
president and many Democrats have come
to embrace the concept, and Senate Major-
ity Leader Robert Dole, the presumptive
GOP presidential nominee, said yesterday
that House and Senate negotiators are
near agreement on a compromise bill,

Relaxing the Social Security earnings
test is a popular issue as well with elderly
volers. Under current law, seniors age 65
through 69 lose $1 of benefits for every $3

See JOURNAL, Next Page
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ORAFT ADVIBORY COUNCIL REPORT
RECOMMENDATIONS REGAKDING THE OVERALL SOCTAL StCURZiY SYBTEIM

Birce its incantidn, the Sccia) Security system has tried to
insure both soccia)l adequecy and {naividuai oquity. By the first
is meant insuring & minimnm standard cf living in zevirement for
American workers and their families, along with proRcction
against inflation, disobility end the finarcial *zisk" of 1iving
a very long life. By the vecond is moant essuring, within some
1imits, thal wuskers whe have paid morew {nte the systen {n the
‘°'§ gt peyroll taxes receive higher benstits than thuse whe have
pat o8&

In the sariy years of the rystom, tncoe adequacy and equity
gosls worc oasily compatible. Low-wage workers could roceive
bonetits thet rwplaced a golot{ively largar share of their
pPreretiremwnt earnings than {or high-wage workers. thouqh nxgh-
vege workers 8till received higher absolute benefits. Jut &l
groups ¢f workers cuould receive benefils that cleazly sxceeded
the present valuw of the taxes that thay had paid {n 10 the
systen and vhst thair employrrs had peid on thelir behalg.

Because Lhe program hac now matured tc the point thet almopt
ell workers pay taxod for thelr whole werking careers, and
Lecause underlying rates of economic and population growth have
levelled off, it {3 nc longor possiblw to schieve both obimctives
simulraneously. Were low wage workers to eentinue IecCeiving
present levels of banefits relative to their preretirement wagea,
Righ woge workerd Could me lenger receive benefits that clearly

sxcewivd the prasent value of the taxec they and their employerzs
paiQ in. _ .

These underlying trends ars cemplicated by anvthar factor.
A3 the nation looks shwad, using zeasoneble scosnmic and
demographic essumptions, future expendi{tures undoy the 8oclel
Security cash programs -- Qld-Age, Survivero, and Disgblliecy
Inaurance (CASDI) =- are now projectod to exceed inteme. UAder
rhe intermodiate essumptions get by the Board cf Trictaeey,
average expenditures over the next 73 years are projected to
excewd average revenyea by abour 14 percent ef Lota
expsndituree. Por the firpt 2% yesra of this torecasting horiaoun
thére will sctually Be & olight surplus in the syctem, but unoe
the encrmous Baby Boon qeneretion begine retiring., lnrge doticive
ensue. A8 the netion looks out 73 years and beyond; the deficits
get ctoedily larger.

Thig long term finarcial solvency Issua complieates fuither
the problem of tiying to achieve both social sdequecy and
- individual equity. ore benafita vro be ovut for cuxlent retirees

b Poe-Bucioional urE 1/88/8¢
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and older wurkers to bring the syetem {nto long tirm palance, the
Gaprrted 1ifetime retirement benefits of older workwrr would Re
less. Ware toxes Lu be raised to bring the system inte long term

balance, all future rctiress would be paying in mors liferime
Laxwsg. .

Thesé wrrre the 18sues that cunfronted the 150493
Quadrewnnial Advisory Councll. Fer the most past the Council
agreod to use the name etonomic and demoyraphic assumptions thot
were used Ly the Trustcos. Therw s one tangible reascn why
theaw assumptions could be unduly possimistic -- the pessibility
that ae a result of the report of the Advisory Comaission to
Study the Consumer Pricc Index, there could be a downward
edjustment In the way retlrumert bDanetits ace adjusted gor
intiation -- and the Council did make an adjustment for this
posnibility in comparing different policy approaches.

4he Councll eapressed 1ntorest in th.uw fifferent approaches
for insuring auulal adequacy while improving individual equity.
One epproauh lavolves & 8l1ight increase in taxes on bensfits, and
Lhen letting the Social Smcurity oyster invest these and sther
funds directly in common stocks, or equities. Historically,
Teturns on eguitieo have eaceded those on govecrnment bonds
(whare all S¢cial Security gunds are now invezted . And 4€ this
equity pramiun persists, 4t would be possible te incresse
benefits for future setirens without worsening social adequaoy
protections sgaingt low wages and retiremert Benetito,
aisability., end the :2inancis] risk of a very long life.

Arcther very different cpgroach i’ to create indivicdual
#ccounts with.n or alongside the Socinl SecCurity eystam. One
option here woulg involve & wlight reauction 4in the future growth
of Socisl Security benefitr alongside e mandslory contzibution of
1.6 perccnt of covered payroll te individual accounts. Thaxm
individual mccounts weuld be jivld by the OABDI Truat Tunds but
with congtrained {nvestuwnt ehoicec availeble to anaividuals. 3¢
irdividuale weze to duvote the same sliars af the funds to
equities ae Lhey &6 in private funds they already uwn and manage,
it would he possible to rasnw Benefita for fulure retirees, again
withaut harming social adegquacy protections. :

A third approach would yu mven turther down this road of
cruating individual acconnty by devoting & much larger share, 8
percent ef covered payroll, to these i1raividual accountis, werc
this approach to be followed, fOr younger workere the present
Sccial wecurity system would move gredually 4n the direction of
just providing a tlat benefit to full career workers, along with
dLs-hilLtK and survivuzr's protection. The individual aecounts
might be held by the central eystew or they might de held

gr vately. Again, individuals woulrm have sondtreinvd ernicos on
she funda were managoed. There worid need to b a tAx of tho

equivalent n? 1.56 percent uf payrol} necessary to finance the

e Rav-Deeiesonal Bratc 1/10/94
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transrition to thic new segike, Though the tax would not actuslly
have to be a payroll tax.

A)J! of these approsches have in common Lhat they inveolve
higher rationel saving gor retirement, with sore way to get aome
of thie higher nitional saving invested an the stock market. At
the same time, the apprraches involve very difrerant vicions for
the future evolutlion of the U.S. retirement syostem. JIndividual
Council membera want it undezrsluod that whiie they 41] andorsas at
lesst one nt the suggested epprcachos, they may not want to
endnrse in any way, shepe, ¢r form the other approdches.

This report first outlines rress principles on whieh there
wa» brosd agroement within the Councal., It covers
recommcndatlions for tre gemers) Socisl Sezupity cysten,

- ¥ecomnendat Ions regarding resvarch and data, and recommendations

‘Iegarcing privete pennions. It then deauribes tho three
dirtercnt epproaches in more detell. There arc then fucther
SUPplementary statoments frur individual Councll members.
Finally, the gzeport includes summagzies of reports of two
technical panels of experts commisa!oned by the Council; one
{nvolving the agsumpticns and metheas ysed by the Trugtees, and
one involving trends and issuce in retirwmwnt saving.

The Council affirms the desizadbility fur the nation te maintain a

universal and mandatory yetirement, SuUrviverc, and disenilicy
Program,

The Councl) rejects the proposition that 8oaial Security
#ill “not he there" for future generatiers. Charges can he made
tc balarce tre program in ways that preserve Loth individual
equity eand social ndequacY. and provide for eontinued protectiun
3gaingt intistion, 6isabllity and for workers who live very leng
lifer:mes. Thege chauges, i rade toca enouyli, can provide for
significant inCrwasws in The benefits rerelvea by younger
wocLkels .

The Council urges that early action b taken to reform and
supplement Social Secuziry.

While OASCI revenues are @Xpectos to coxceed eaprnditures fer
annther two decades, Llie Council uzges thet early action be taker
to correct Lhe actuarial {mbalance in the system. Expenditures
begin tv tig9 ropidly once the Baby Boom qeneration beg:ins
ratizing in little mure ThaAn a docads. AcLiona taken new to cut
Bonetits or yeisw TAXES tan generate reverues tight awvay, thesw
Trevenues uan be invested in equities rignt away (whuther diroctly
or through ind.vidyal avuounts), and these investments can raise
Denerits for younger workeré. 1he younger the worker, she more
theze ia to be yeined from early actien.

3 Pre-Beas siensl Sgaly 3730/9%
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The Counril expresses its cancern about the increasing cost of
the Disability Insurance (DI) Program, and urqes theat the new
Advisory Poard work with the social Security Administration (8sa)
and Congross to manage thesoc costs. -

As {s common practice, the Counu:i) coneidcred forecasts tor
the combined OQASD] rogram, and 31l three approsches gor
belancing the system uver the long run contadn oxplicit
disability insurance policies. mBut beyond thet Lhe Ceuncil did
not study the DI program, end urges only that B6A and Congress be
concerned about {ts increasing cost. 1Its caseloads are likely to
Qrow because of the namp aemcgraphic factors that affect the
forecasts for the Qld-Age and Survivors Insurance program,

The Council believes that the traditional 75-year forscasting

Rerirzon shoula be buttressed with ddditional measures of long
term stability.

The Board of Tructees now zelies on o numbur of demographic
end economic acsymptions in proicctinq the Jongeterm balance of
the QOASDI Trust Punds 79 yoar:s 1n advance. Boceuse of underl ingQ
demogrephic and cconomlc Lzends, J4f the programs were otherwise
bProught into financial balance for 7% yodro in 1997,. after that
date the passage of time elone would change thie forecasting
pericd and put the systom out of balance.

The Council thargtoze Urgep that forecasts otill be done for
the 78 yaar hor{zon, but thal instead of just arriving at
actuarial baslance for 75 years, these forecatts in eddition
4t3ure that the ratic of fund ussets to annual expengitures,
known as the trust fund ratic, be stable over the last two
decades of the forecast horizon. All the Plans discussed above
satisfy this requiremenct.

The Council agrees that the curzent practice of annual cost-of-
living adjuxtments should continue aceerding to an sutomatie
formula.

The Councl] believer that annual edjustments for inflation,
especially for older retirees, help masntain their real living
standards. The Council «ffirms that one of Lhe important
pProtections of Social Becurity is ayeingt inflatien in the post-
retirement years. Under the current structure of Social

: Socurity, tie Cuuncil belioves that u program with lower ijnitiad

- benefitr levely coupled with predictadie cost-of-living
4djustmcnts s auperior to one thet prumises higher {nitial
Lunetsre but leaves those benefits haostage to intlatien.

The Counc{l nas discussed the irnterim report of the Advigsory

4 " PessDecizienal Deaf 1/19/9¢
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Comminsion to Gtudy the Consumer Price Index, which finds that

the Bureau of lLahar Stacigtics (BL8) astimates of the Couwvumer

Price Index (CPI) arc blasec upwarga by about one puwrcentage point

Per ywar. Thc Ceuncil understands thot the ALS may already be in

the process ef revising the CPI to correlt Lor coms of Lhis dBiag,

and that further ccrrections corld bo made. In kesping with this /4L/O/
¢iyuctation, the Council factors a elight reduction in inflatian

into 1ts forecasts. 1In opder to be prudenz, however, this

reduction s only oac-half percentage peint per year. _ /Kzégnj-

The Counct1 rejects conventional means testing of Sooial
Sacuritcy. :

Suclal Yecurity elrzesay takes income into acepunt in
deternining eligibility. Benefits slreddy depend on life-time
earnings, 8 key component of 11fe-time income. The Couneil
fejac:ts Che further proposition that Joulel secuzity should alse
cond.tion benefitn on othor incone in retiremcnt - populari
known as "means-eogting", Meanr-testing on the busis of otxer
retiremwn: income would creste saving end wnark disincentivas,
particularly a3y tndividuale approach retiroment.

The Council zecummends that denefitx for low wage retirees de
protected.

The Council! recognizeo thet soae cuts in benefits, as
compared to current law, may be nececsary tu Aarhieve long-tezm
Aactudrial baleance. At the zame time, the Council is mindful op
RUMcrous stallnrical data that rwport very Righ rates of poverty
emong certain qIoups vl older dbeneficiarivs, mueh Righer rates
than in other duve.oped countries.

1t and when Lenefits are to be cut, ths Council prefurs to
pProtect benefits for werkers with low to dverage wayes, to avoid
oacrificing on the goal of mnontal adcquacy, Workers at the toup
of the uago scale sLi1) can be protected by a sombination uf
Pollcies to contrn) tax increases and Py zetiroment fund
inveatment policies, along with private pansioin.

The Counci) recommends that if bensfits are to be rut as compared

to evrrent law, they be tut ir o Vay that gvoids real declines in
QQ$3 bencfits, or notches.
Q\g Previeus rwdurtions in Boelel S«cutity benefite have
N;& sometimes 1nvoived roal cuts in benetits, situations whore
N YUUnger retirees with the same relative watnings tccords a» older

Totaroos recuived lower real benefits., These rasl bunefie
- reductions, or notchec, have duen perceived to be lnequitanle
among retivecs. The Council urges that banefit changes de made

8 Pre-Deotsionsl Broafs L7586
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in & way that avoids real veduutions in benefite for simllarly-
situated workers reriring later {n time. .

The Council believes that the structure of'!-nlly bensfits 4in
Socinl Security should Be revised and racommends a echange in the
relative level of spouse and survivor benefits.

Staticticel studies 1m§1y that it coats retired survivors
about thriee-quarters a8 much to live as retiree couples. On the
basis ot this informatien, the Council bwlisves that the berefit
structure for spouscs and widow(er)s should be reviwed. ypouse
benetity (benefiis payeble to a wife or husband when both Bpouses
are alive) should bc gradually reduced, go that they are sither a
smallor frection of the penofit paid to the principal earning
Spouse or & flat dollar amount,

The Council aleo believen that survivors' (wldow or widower)
bvnefits should be increased a8 & fraction of what a couple wax
receiving hefore one ocpouse died. In the ecurrent structure of
Social Eecurity, the Council recommends gradually {ncreasing-

“survivor benefits ¢to the higher of the decedent's benefit {that
is, the present-law survivor's benefit), or 75 percent of the
combined benatit that the aurvivor and decedent spousc were
receiving when both were alive.

The Council recommends that, effective In 1998, all new hirws in

now uncovared state and local government juriadictions sheuld be
brought within Social Security.

A

The one remaining gector of the ecunomy with less than
virtually complete Bocisl Security coveraqe i{s the nrate and
local goctor. Since the Councdl believes that all working
Americans should both receive and pay for Social Secuvity's
protectione, the Council recommends that all new state and leral
hires be brought within Sociel Secuzity, beginning {n 1vy9s. :

As when Social Security coverage was extended to other
sectors, thic expanxion of Coverage will ontall some transition
difficulrims. In particular, the Ceuncil recognizes tnat this
change could sdversely affoct the financing of some lués-than-
fully-funded state and local pension plens. But the Council sees
the long run edventages of complete coverags cutweighing the
costr, which sheuld be moderate in eny case because only new
employees are roquired to be brought into the syatem.

The Council recomnends that the zetizement sarnings test be 4; ’r
substantially modified. I 4!

The Council zrecommonds substantially modifying Lhe

¢ Pov-cecisional Drafe 1/19/0¢
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Ictiremen. marringc test. As @ resuit ef earller le lslative
chanioo, the lerng-term actuarial cvol «f wUCh a wedilication is
negligible. Thc¢ Council approves of eafforts cLrrently undex
Ciscusrion in Cornress to ralse the reziremont eaxrliuys 1@st
exenyL amount for benefi.iuri{es who heve Attaingd Aermal
rotizemcnt ayw. Undar this legislatien, Lhe cxempt amvurt would
he inczeaped jin steps Lo 330,000 in 2002, with s.beequent
adiustments buved on the grywlh I average wages.

The Council vecommends that there be no, or very little, general
vevenue financing for Gecial Security.

Soeiel Swcurity has worked weil ac an actuerially youna
pregsow Inguring social adequacy and incividual oquity amuny
Ancriosrn werkwis. A8 diBcussed above, 3L will be hardoxr to

soante theso geals fiur nOw on Within a censtart pavroll tax,

But the Council still docd not winh tO use general rcvenues Lo
finance the pystern. :

he ene excaption to Lhip prinvmiple soertalns wu the incomn
taxetiun ur Deretits. As & result yf previeus degiolasive
~hangoc, revesuwr ITOM taxing 8ocls) Sesurity benetite aze
credited both to the CASDI TTus® Funds and <he Hoalth inAurance
(H1) Trust Fund. While ell Lhiwe plars mentloned above would
écnt.nue or gxpand thls taX treatment for requiar Gocial Brcurity
benef-te (no: tre proceeds fcor indivaidual ACCOUNts ), AOME
courcll memders would favor Ccrediting the foderal tIeagury, no:
the OAODI anv HI Trust Furds, withr any DeNGTit tax sevenues at
the eurliest opporsunity.

? ConTars AU, Regk] & - - e
. ieeemie snvuew MUTA TOBCAIVE ARd puy fOr Bocial Security's
protactions, the Council recomnsnds tanat all new gtate and leral
hires be brought within Sociel security, beginning in 1y9s.

AS when Socidl Bacurity coversage was extendea t.A nthar
aectars, thic eapansici: 0f Coversge »ill ontall pure tranaition
difficultien In particulas, Lh¢ veunecil recognives that this
chinge ovuld gdvarsely sffoot the finaucing 0f some legs-than-
fully-funded state and loce) pensien plons., But the touneil sees
the iong run edvantages ¢! COMElerta ceverago cutwelgliing the
Cusir, WRiCh £neuld br moderate in eny cass bacavsc orly new
employees arv TOQUITed to be brought into the Kystem

The Council recamawnds that the swiizement sarnings tesi be
substantially mocified.

The Council rucomrands substantially modifying Lhe

3 Pee-Secisiunal DPATY 4/19/8€
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RECOMMENDATIONS REGARDING RESEARCN AND DATA

The Council recommuends that §5A enhance its reseazch and analysis
eapabllities with greater in-house rvsources and outside
consultant gervices. '

The Council has becoow aware that the rescurces available
within the S3a to provide reosearch and analysie gre not
suffirient to address adequately the problema facing the program
over both the shert- and long-term. S$ophisticated research and
HNAlYSis must be readildy available to policy-makers to promote
sensiblu policy changes.

The Council belicves that the rescarch and analytical
capacity of the agenvy, particularly the Office ot the Actuary,
should be enhanced with additlional {n-nouse resourcas as well as
outsidc consultant and contractual research services. This
assisrance would be helpful not only in understanding ginancing

implications of reforme, but alsu in determining distributrional
impacts 0! varjous propusals.

The Council supports thc use of stochastic simulation modeling as

a tool for recognizing explicitly the uncertainty surrounding the
Tzustec'e demographic and economic assumprionc.

The Council feels that projectinng for the 73-year har!zon
should be made through the use of gtocestic simulataons. This
technique employs probability distributions rather than point
estimatos of the possible futurc trends Lu drrive potential
future outcumes. 1t allows for corgelations between combinations
of assumptions. The LeChANiqQUO 0i90 recognizes tho impossibility
of exactly predicting future lunj-term macroeconumic and social
trends. It permits policy anilysis to be conducted {n & way that
more richly and zobuotly incorporates this uncertainty iato §ts
reasures of long-term financial viability.

The Council zecosmends that private researchers be granted
greater access to agency data.

The Council believes thit the value of rescarch and analysis
of Pocial Security data will be snhanced dy providin private
researchers with greater acoees to these data as well as Lo the
economic end actudricl models nsed in forecasting and analyois.
Thie accers will facilitate oollaboration of outside research
with SSA research for an exchange of {deas, analysis, and
findings.

Greaver access to date, however, would mean providing

8 Pre-Ducinianal Drafy 37198796
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additlonal security ro PrXotect confidontiality of records. dt.

ir possible tu emnsure tight security through 4 variwty o
mechanians whilc facilitating resvarch Projects using theav data.
Thin acccss may requixc legislativo changes and assurances by
Private cesrarshers of confidentiality. Greater arcoes also may
Rean better documentation ef files.

The Council yecommends that & technical pansl of experts be
eppninted periudically (say every tive years) to conduct a
comprehensive review of the assumptions end nethodolegy used in
evaluating tha financial status of the OASDI Trust Funds,

The Advisory Council has appoirnted a tochnical pancl of
CxpelLlx to review the Sssumptions and methods used in evaluating
the tinancing of thc OASDI Trust Funds. The Ceunci) beliaves
that it ig highly destirable to continue the periodic appointment

of actuaries, demographers, cconemists, and other experts tv a
Panel for sucsh @ review. _

Pewrbacs sxonal Orags 1/30/9¢
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POLICIES RIGARDING UTHER RETIREMENT INCOME

The Council supports the creation of inflation-indaxed donds.

The Counc!l recommends the creation of inflation-indexed
Treasury bonds to enable individuals and pension plans t0 protect
retirement Incums against inflation. Indexwd bonds could be
issued by the Treasury and Lheir real intercst rates could be
determined in @ competitive auction. The Council Pelieves thess
bonds could make it wusler to plan tor retirement by Lranslating
lump sum accumulatione {nte retirement income flows. Indexed
bonds would also nake it eagier for private pennion plans to
convert lump sumg into lifetime benefits and for private insurera
to ofter indexed life annuitiey.

The Council believas that goverament and employers should provide

workeIs with adegquate and realistic retigzement income
infermation.

The Council cupports the initiative of tho Dcpartments of
Labor and Treasury to raise each individusl's awareness of how
much neads to be gaved for retirement. The §8A's distribution of
"Pergonal Farnings end Benafit Estimate Statement" to those age¢
60 amd over An 1995 under current law, and to everyone over age
44 atter the year 2000, is & helpful first step. Tha
Adninistration and Congress should work on messures thet enable
employers Lo provide more rotirement pianning agsistance,
including inveatment sllucution and returns.

information is 8180 nemded on how tO Ssave and how to
8llocate rullrement savings disteibutivns over Temaining
lifetimos. Eahanced education on the advantages of maintaining
tetizxement savings distridutions in tex-frem accounte slong with
the creatsion o2 a market in Truaryry indexod bonds would help to

counter the tendency 0f younger individuals to consume their
distributions.

The Council Ieels that retircmcnat pension plians should de
encouraged to cover & larger portion of the labor force ang teo
meot moxe of the need for increased retiremgnt savings.

The Cuunctl believec that the eleborate rotirzement plan
rules that have been added since the early 1980y 8hould be
streamlined ang reviged to enuuvurage more growth of private
pension plens. Legirlative proposals Lo permit amal) busineas to
adopl siwplified pension plans (such as the Administration’'s
Katinnal Employee Savings Truet, or “NEST") and simplified "ssfe-
harbor" xzyles fur all businesces maintalning a salary redurtion

10 Pse-Pucisionat Dreafe 1/39/96 :
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plan should be enacted promptly. Redundant end oveglapping rules
should be considered for gimplification or elimination. Folicy
should be aimed at providing consistent contribution and benefit
1imits acress various types of zetirement savings plans.

In the light of the revised ages for full or sarly Social

Security benefits in present law and in some of the {1lystrative

lans recommended by the Council, there might have to be changes
gn the rules related to retirement ages and integration of Scocial
Security benefits. The Council believes that any such changes in
the rules should be aimed at making it sasier for the employer
plans and individuals to adjust tc the new Social Becurity
benefits and conditionas. ‘

The Council endorses rules that permit "full funding" of private
defined bensfit pensicn plans.

The Council feels that changes sinze 1587 that have limited
the funding of the obligation of defined bénefit plans are
unwise. The Council urges that employers be allowed to fund
fully their on-going qualified benefit obligations calculated
with reasonable economic assumptions and sotme margin for risk.
Projected benefit cbligations should fnclude anticipated psy
increase sffects in both salary-related and flat-dollar defined
benafits. -

The Council favors rules that would encourage or :ehusro workers
to maintain their retirement saving in tax-free accounts until
revirement, '

The Council supporte changes that would eliminate the
remaining access to employer-nade contridbutions during employment
with the employer who made the contributions ("in-service"
withdrawals). The Council recognizes that increased resirictions
on withdrawal or loans of employee-made contributions could
discourage participation in some plans. The Council supports
efforts to maintain retirement savinge in tax-free accounts after
employment ceages, eppecially prior to early retirement ege, and
expresses concern adbout the growing trend of converting lifetime
benefita to lump sum distributiens.

The Council balievas that pension plan manacorl'lhould congider
the interest of participants in making {nvestment decisions.

Tha Council epposes legislation that would require pension
managers to invest for social odbjectives, and aiso legislation
that would permit such investments at the cost of pension

articipants’' ecenomic interests. The Council is not against
nvostments that have social bensfits, as long as those
investments are otherwise prudent,

31 Pra-Deeisional Dasft 1/19/06
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The Council feels that more of the provisions of the Employee

Retirement Income Becurity Act of 1994 should apply to state and
local government plans.

The Council agrees that the time has come to apply the Title
1 provision on disclosure, fiduciary standards and spousal
protection (pre ana post-retirement surviver annuities and
qualified domestic relation orders) to these plans to protect the
benefits of the workers and their survivors. The Ceuncil does
not recommend extending the minimum funding standards to state
8nd locel governments at this time {n light of the effects on
some jurisdictions 0f the recommendatien to cover all new hires
at the state and leocal level,

12 Pee-Dvoisional Draft 1/19/9¢
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MAINTENANCE OF BENEFITS REFORM PLAN

one group of Council members favors 2 maintenance of

benetits plan. It maintains the present soclal Security benefit
structure essentially as i3, This structure has worked well for
s long time now, and the plan does not change it. The plan gainsg
gsome revonue by more complete faderal income caxation of current
Bocial Secuzity benefits. Implicit in this taxation policy e an
eventual diversion of some revenues new going to the HI Trust ,
Yund. It envisions & lsrge scale investment of OASD! Trust Furd
moniés in the eguity market.

The important spacific provisiocns sre ae follows:
Tax §ocial Security benefits under income tax principles.

The plan would repeal the present provision whereby from 50
percent to 83 percent of Social Security benefits are subject to
federal income taxes, above some thresholds. It would replace
this taxation scheme with an entirely different approach, under
which all Social Security benefits in excess of already taxed
smployee contrxibutions would be included in the taxable income of
beneticiaries. This s the standard income tax princtiple for
taxing the benefits of retirement saving, though it should be
noted that today retizement gaving ig now often taxed under
consumption tax principles (which basically imply that 50 percent
of Social Security benefits should be taxed).

This change requires several further adjustments. For one,
the income thresholds below which Social Security benefits are
now net subject to federal income taxes would be gradua11¥ phased
out, resulting sventually in the complete and consistent income
tax treatment of all Social Security benefits. For saother, the
revenus from this taxation that now goef to the QOASDI Trust Funds
(basically from the 50 percent inclusion of benefits) would
continue to be credited to these funds. For a thizd, the
revenues that now go to the HI Trust Fund (basically from the
difference between 50 percant and 83 percent inclusion shares)
would be gradually diverted to the OASDI Trust Funds.

Cover state and local employees.

There would be mandato:y'covcraqo under Sccial Becurity tot
all state and local government employees hired after 1597.

13
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Invest & portion of the trust fund in equities.

The OASDI Trust Funds would begin devoting & share of thelr
tinancial assets to the e;uity market. Eventually this share
would build up to about 37 percent of the runds' asssets, an
amount that would be tantamount to one-seventh of GDP at today's
rates (& lower share of the likely aggregate value of cemmon
stock). Since the returan On equities hasz histerically outpaced
that on government BOnds that the Bystem now holds, this equity
{nvastment would make it possible to pay higher benefits Or have
lowver taxes than would etherwise be the case. The Council has
done simulations indicating that from the standpoint 0f the OASDI
portfolic alone, such equity investments entail a slight increaze
in portfolic risk, but & risk that {s probably manageable. :

8ince equity invastment by Social Security would now be
considered as eutlays under federal budget scoring rules, thie
change would require either a8 chénge in fedezel budget Bcoring
ruleg, or it would require that Social Security's finances .1
entirely removed from the federal budget. guch & zemoval might
be undertaken ot some point in the future, sO 88 MOt to
complicate present fedexal budget balancing efforts,

grabilize the trust fund ratie.
To stabilize the trust fund ratic there would need to be a 2

percentage point increase (to 14.4 psrcent combined employer-
employee rate) in 2050.

14 Pre-Deeisional Beafs 1/19/9¢
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INDIVIDUAL ACCOUNTS RIFORM PLAN

Another group of Council members favoxs an individual
accounts plan. 1t tries to preserve the social adeguacy
protections of the present Socisl Becurity benefit system, though
benefits are scaled back slightly as compared to present law.
Part of this reduction in benefits is standard tor all workers
resulting from a gradual increase in the Kormal Retirement Age
(NRA). Part is specific to hLTh wago workers coming gtrom a
slight adjustment in the benefit schedule, though with an
improvemant in survivor's protection. There wéuld De & mandatory
contribution of 1.6 percent of coevered payroll that would be held
by the OABDI Trust Yunds as tndividual accounts. Individuals
would have congstrained investment choices on how these funds were

~to be invested -- ranging from 8 portfolie consisting entigely of
safe bonds to common stock index funds that zeplicate the
behavior ©f the sntire stock market. The sccumulatiens from the
individual accounts would be converted to minlmum guarantae
{ndexed annuities when the individual elects retirement, which
could happen any time after the present age of sarliest
eligibility (EEA) for Social Becurity benelits.

The importent specific provisicns are as follows:

Create mandstery individual accounts in the amount of 1.6 percent
of covered payrell. -

1ndividual acceunts §n the amount of 1.€ percent of covered
payroll would be crested. 1adividusls would have constrained
ehoices on how the funde were to be invested. The accumulated
funds would be converted to minimum guarantee Indexed annuitien
when the individual elects retirement, any time after the EEA.
These individual accounts would not be included in the tedaral
:uggot. though the rest of Boclial Security would remain on-
udget.

9tadually inczease the NRA,

The NRA would increase by one month s year from year 2000
through year 20335, at which point it would be 6§. This means
that the NRA would bs about the same s under present law until
year 2011. After 2035, the NRA would be keyed to increases in
longevity, which means that it would increass by about One month
eavery two years under present demographic forecasts. The EXA
would remain unchanged at age §3.

18 " Sue-Docissunsl Drats 1/49/44
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Scale back benefits for high wage workers.

The 32 and 15 percent conversion retes in the present
benefit schedule would be gradually lowered over time to 35 and
12 porcant, respectively. In combination with the change in the
NRA, benefitc could be financed with a stable trust fund ratio by
the 12.4 percent payroll tax. The combination of all changes in
boenefits would medn that for low wngo wozkers Bocial Security
benefits would grow nearly as rapidiy as cverall wages, while for
high wage workers Bocial Becurity bensfits would grow lltghtly
more rapidly than prices. BPenefit changes would be phased in to

- aveoid notches, o drops in real benefit levels.

Increase survivors protoction and alter spousal benefits.

A suzviving spouse's benefit would be based on the highest
of (1) his or her own basic benefit, (2) the deceased spouse's
basic benefit, or (3) 75 percent of the couple's combined basic
benefits. The spousal benefit would be gradually phased down
from 30 percent to 33 percent.

Tax Socisl Becurity benefits under income tax principles.

All Eoclal Security benanfits in excess of already taxed
employee contributiony would be inCluded in federal taxable
income. The f{ncome thresholds would be graduaslly phased out.
This zevenus would be credited to the OASDI Trust Funds, with the
HI Trust Fund cyedited with the same revenue it is now getting.

Cover state and leocal employees.

There would D¢ mandatory coverage under Social Security for
2ll state and leocal employeed hired after 1957.

gxtend the computation period to I8 yea:s.

The §ocial Becurity benefits computation peried would be
.raised from the prerent level of 33 yeazs to 38 years.

Zliminate income taxas on the proceeds of individual accounts.

8ince the individual accounts could be {nvested in equities,
they weuld not ba included in the federal budget. To avoila
short-term revenue loss, contributions to individual accounts -

would not be deductible under the present federeal income - . t
whan benefits Irom thess 1ndzv$duur accounts are :oeuiv:d?.:hogz

benefits would be exempt from all federal income taxes
16
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PERSONAL SECURITY ACCOUNTS

A third group o2 Council menbers favoss @ pazsonal security
account (PSA) plan. It would create mandatory PSAs dedicated to
retirement saving and financed by & rebate of 5 percent of
covered payrcll. The PSAs would not be held by social Security
but they would be subject to necsssary regulatory restrictions to
meke sure they were invested in reputable financial instruments.
They would be avatlable to workers &t the EEA ~~ the 8oclal
Becurity Trust Fund would be required to create sctuarially faiz
{ndexed annuities for thess P8AS, but indlviduals weuld nét be
roquizred to receive thelir PSAs in the form of indexed snnyities,
The 7.4 percent of covered payroll still devoted to gocial
Security would be used to cover a flat benefit availadle to all
full cerecer workers, plue continued survivors and disadbllity
covezage. Present day retirees would be left unaffected by the
plan, and present day workers over 30 would receliva credits pased
on present day benefits. There would be an additional tax in the
amount of ebout one percent of GDP to finance the transitien,
slong with some additional berzoewing.

The important specific provisions are as follows:

Create the PEAs.

The plan creates mandatory PSAs in the amount of 3 peresnt
of covered payzoll. The accounts would be held privetely, though
they must be invested with regulated private firms and they would
not be available to individuals any time befors the EEA.
Individuals would have the option of buying actuarially-falir, '
minimum guarantee indexed annuities from E5h at that time, but
they would not have to use thelr PSAs in this way. They could
also retain theix PSAs and include them &n their estate.

increase the NRA.
- It is necessary to spacify the NAA in suth a plan bBecause
the credits due workers from the existing system depend on this
NRA. The NRA Will be increased bI two months each year beginning
in 2000 through 2017, at which point the NRA would be §8. After
that time the NRA would be ksyed to increases in longavity and
would riwe by asbdut one month every twd yeard. "The EEA would
renmain unchanged at 63.

17 : Pre-Depisisnal Drals L/19/06
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Alter the benefit schedule.

For individuals age S5 and older at the beginning of 1598,
benefits would be unchenged from present lavw except as implled by
chenges in the NRA. TFor individuals under age 30 at the
beginning of 1998, bensfits would consist of the accumulations
grom thelr PSA, plus a flat benefit. At today's levels this flat
benefit would be $2475 per year for workers with at least ten
yeszrs of coverags, rising in steps up to $4550 per year for
wozkers with at least 35 years of coverage. Both amounts would
be wage indexed from 1958 until the year the worker retires.

Workers between the age of 30 and 535 wculd receive a first
tier benefit under Social Security that was a combinatioen of
their accrued benefit undex the existing system at the point of
transition, price indexed until thelr year of retirement, and
their proratsd share of the flat benefit that would be provided

under the new system. They would alse receive accumulations from
their PSAs.

Finance ths tr;nnition.

pDifferences between the present aysten credits of workars
ever 30 and disabled workers and the 7.4 percent of covered
psyroll now devoted to Social Security will be met by & liberty
tex. This tax will be in the amount of about one peroent ¢f GDP.
Additional borrowing of a like amount would be necessary in the
sarly years of the system, though these borrowings will be
completely repald beginning in adout 40 years. All of the comts
of the flat benefit, survivors and disadllity costs, and present
systom credits, along with the 7.4 percent payroll tax and the
1iberty tax, will remain {n the federal budget. The PSAs will
not be included in the federal budges.

Tax 8ocial §ecurity benefits under income tax p:ihciplcn.
All Social Sscurity benefits in excess of already taxed

employee contributions would be insluded in federal taxable

incoma. The income thresholds will booxgcduclly phased out.

-This zevenue would be credited to the DI Trust Punds, with thi
H1 Trust Fund credited with the same revenue it is now getting.

Cover state and local employees.

There would be mandatory coverage under Social Security for
all state and local employees hired after 1997, : '

16 Pre-Demiaional Drags 1/19/96
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Eliminate income taxes on the procesds of Individual accounts.

gince the individusl accounts could be inveated in equities,
they would not be. included ({n the federal budget. To aveid
short-term revenue loss, contridutiens to individual accounts
would net be deductible under the present federal income tax, but
when benefits from these individual sccounts are received, these
benefits would be exempt from all federal income taxes.
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CONPARISON OF PLANS

The tollowing charta compare these three plens. These
comparisons are shown ssparately for single and married workers
with low, average, and high wages. All workers are assumed toO
nave normal incidence of disadbility and normal mortality.

The charts show what are known as the money's worth ratios,
the ratio of the present value of expescted banefits to the
present value of expscted taxes paid by the enployse and the
employer on behal?f of the employee. The liberty tax of the PSA
plan is alsoc included on the tax aide. These money's worth
ratxo;oare given by year of birth, for cohorts born ae late as
yeazr 10.

When these money's worth ratios squal 100 percent, the
relevant worker gets, on average, the same return in Boclal
Security as he or she would get in the government bond market.
But since Socilal Security provides goveral protections that are
not aveilable elsewhere -- against inflation, againat disabilicy,
and actuarially fair insurance for extremely long lives -- Boclal
Secuzity is still often a very good deal for workers whose
money's worth ratiecs are below 100 percent. Added to this i{s the
comnunitarian satisfaction in knowing that all American workers
are well taken care of, The difficulty in quantifying these
insurance and communitarian values for Soclal Security sheould
make one cautious about interpreting too much from precise levels
of thess reticos, though trends in the ratics could still be
meaningful. _

It can be seen that for all classes of workers these money's
worth ratios are gradually drepping. They will stay roughly at
present levels, with some cycles due to past movements in wages
and interest rates, unless changes are made in Soclsl Sacurity.
But 4f changes are mode, both tO raise aggregate Eaving for
retirement and to plow some of the funds Into common StOocks, the
money's worth retios will rige for workers born after about 19353.
All three plans described in the garlier sections make the
roquisite changes, &nd all three are responsible for rises in the
woney's worth raties for younger workers. This is the reason f{oz
acting now, whichevexr plan one favors. farly action protects the
retirenent {ncome of our children and grandchildren.

In terms 0f tha specific plans, the money's worth ratios
depend both on the structure of benefits and the amount of funds
invested in the equity market. FoP workers with steady low
earnings, shown &n Chart 1, the Malntain Benefits (¥B) plan and
the Personal Security Accounts (PSA) plan do abcut equally well.
Both preserve low wage benefits (the PSA largely because of the
giat bensfit) and both invest a large share of retirement funds
{n the equity market. For workers with average earnings, the MB

a0
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plan hes a slight edge because of the benefit structuxe, while
for workers with steady high earnings the accumuletions fxom the
PEA ars sufficient to give that plan an edge. The Individusl
Accounts (IA) plan dods not show as high money’'® worth ratiocs as
el{ther of the others, but it might bs viewed as a reagonable
second cheice in the event that scme of the legislative changes
implicit in the Oother plans prove to be stumbling blocks.
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SUPPLEBMENTAL STATENENTE BY COUNCIL MEHMEBERS

EXECUTIVE SUMMARY OF THE TECHNICAL PANEL ON TRENDS AND ISSUES IN
RETIRIHSNT SAVING

EXECUTIVE SUMMARY OF THE TICHNICAL PANEL ON ASSUMPTIONS AND
METHODS
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Preamble - General statement explaining evolution of social

' adequacy and individual equity goals in the
framework of achieving long-term balance within
the Social Security system.

Section I - Consensus Principles - General principles and
specific recommendations on which the Council
agrees:

Universal & Mandatory OASDI

Mix of Current Cost & Advance Funding
Action Sooner rather than Later

More Measure of 75-year Status
Efficient Management of DI Caseload

Burden-sharing by Today's Retirees (Near Retirees) - Benefit
Taxation & Threshhold Repeal

Continue Full COLAs

Reject Means-Testing

Decrease Spouse/Increase Survivor
Include All Earnings in Computation

Include New State & Local Hires V///
’) Modify RET

Segregate Social Security Reserves

Phase-in Off Budget

Reject General Revenue Financing

More Research Resources

Stochastic Simulation Modeling

Private Access to Data

Review Panel on Assumptions & Methods

Include All Other Retirement Income Rec's



Section II - Majority Principles - General principles and
specific recommendations on which a majority of
the Council agrees:

No Payroll Tax Increase
Raise NRA to 68 and Use Indexing Formula Therafter

Raise EEA to 65

Invest in Equities/Corporate Bonds

Section III - Illustrative Reform Plans
Plan I - Leaves benefit structure essentially unchanged,
increases some taxes & cuts some benefits.
Plan II - Moves in the direction of safety net program,
holds down benefits & tax rates for high-wage workers,
gradually converting to a double-decker system.
Plan III - Moves more toward conversion to safety net

program, creating individual accounts for earnings-related
portion, called Personal Investment Plans (PIP).

Section IV - Supplemental Statements by Council Members

Section V - Chairman's Annexes - Based on sections dealing
with these issues from the original staff draft
long report as well as additional material
provided by agency staff.

Economic and Demographic Annex

Benefit Structure Annex

Private Saving

Section VI - Technical Panel Exective Summaries
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EXECUTTIVE OFFICE OF T H E PRESIDENT
11-0ct-1995 10:00am
TO: Molly Brostrom
FROM: Diana M. Fortuna

Domestic Policy Council

SUBJECT: conflicts for meeting

My conflicts next week are few:

Not Monday 10/16 after 3:30
Not Wed 10/18 from 12-3

The week after that is totally open!
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CRAFT ADVISORY COUNCIL REPORT
RECOMMENDATIONS REGARDING THE OVERALL SOCIAL SECURITY SYSTEM

Since its inception, the Social Security system has tried to
insure both social adequacy and individual equity. By the first
is meant insuring a minimum standard of living in retirement for
American workers and their families, along with protection
against inflation, disability and the financial "risk" of living
a very long life. By the second is meant assuring, within some
limits, that workers who have paid more into the system in the
form of payroll taxes receive higher benefits than those who have
paid less,

In the early years of the system, these adequacy and equity
goals were easily compatible. Low-wage workers could receive
benefits that replaced a relatively larger share of their
preretirement earnings than for high-wage workers, though high-
wage workers still received higher absolute benefits. But all

all workers pay taxes for their whole working careers, and
because underlying rates of economic and population growth have
levelled off, it is no longer possible to achieve both objectives
simultaneously. Were low wage workers to continue receiving
present levels of benefits relative to their preretirement wages,

paid in.

These underlying trends are complicated by another factor.
As the nation looks ahead, using reasonable economic and
demographic assumptions, future expenditures under the Social
Security cash programs -- 0Old-Age, Survivors, and Disability
Insurance (OASDI) -- are now projected to exceed income. Under
the intermediate assumptions set by the Board of Trustees,
average expenditures over the next 75 years are projected to
exceed average revenues by about 14 percent of total
expenditures. For the first 25 Years of this forecasting horizon
there will actually be a slight surplus in the system, but once
the enormous Baby Boom generation begins retiring, large deficits
eénsue. As the nation looks out 75 years and beyond, the deficits
get steadily larger.

This long term financial solvency issue complicates further
the problem of trying to achieve both social adequacy and
individual equity. Were benefits to be cut for current retirees

1 Pre-Decisional Draft 1/19/96



and older workers to bring the system into long term balance, the
expected lifetime retirement benefits of older workers would be
less. Were taxes to be raised to bring the system into long term
balance, all future retirees would be paying in more lifetime
taxes.

These were the issues that confronted the 1994-95
Quadrennial Advisory Council. For the most part the Council
agreed to use the same economic and demographic assumptions that
were used by the Trustees. There is one tangible reason why
these assumptions could be unduly pessimistic -- the possibility
that as a result of the report of the Advisory Commission to
Study the Consumer Price Index, there could be a downward
adjustment in the way retirement benefits are adjusted for
inflation -- and the Council did make an adjustment for this
possibility in comparing different policy approaches.

The Council expressed interest in three different approaches
for insuring social adequacy while improving individual equity.
One approach involves a slight increase in taxes on benefits, and
then letting the Social Security system invest these and other
funds directly in common stocks, or equities. Historically,
returns on equities have exceeded those on government bonds
(where all Social Security funds are now invested), and if this
equity premium persists, it would be possible to increase
benefits for future retirees without worsening social adequacy
protections against low wages and retirement benefits,
disability, and the financial risk of a very long life.

Another very different approach is to create individual
accounts within or alongside the Social Security system. One
option here would involve a slight reduction in the future growth
of Social Security benefits alongside a mandatory contribution of
1.6 percent of covered payroll to individual accounts. These
individual accounts would be held by the OASDI Trust Funds but
with constrained investment choices available to individuals. If
individuals were to devote the same share of the funds to
equities as they do in private funds they already own and manage,
it would be possible to raise benefits for future retirees, again
without harming social adequacy protections.

A third approach would go even further down this road of
creating individual accounts by devoting a much larger share, 5
percent of covered payroll, to these individual accounts. Were
this approach to be followed, for younger workers the present
Social Security system would move gradually in the direction of
just providing a flat benefit to full career workers, along with
disability and survivor's protection. The individual accounts
might be held by the central system or they might be held
privately. Again, individuals would have constrained choices on
how the funds were managed. There would need to be a tax of the
equivalent of 1.56 percent of payroll necessary to finance the

2 Pre-Decisional Draft 1/19/96



transition to this new regime, though the tax would not actually
have to be a payroll tax.

All of these approaches have in common that they involve
higher national saving for retirement, with some way to get some
of this higher national saving invested in the stock market. At
the same time, the approaches involve very different visions for
the future evolution of the U.S. retirement system. Individual
Council members want it understood that while they all endorse at
least one of the suggested approaches, they may not want to
endorse in any way, shape, or form the other approaches.

This report first outlines those principles on which there
was broad agreement within the Council. It covers
recommendations for the general Social Security system,
recommendations regarding research and data, and recommendations
regarding private pensions. It then describes the three
different approaches in more detail. There are then further
supplementary statements from individual Council members.
Finally, the report includes summaries of reports of two
technical panels of experts commissioned by the Council; one
involving the assumptions and methods used by the Trustees, and
one involving trends and issues in retirement saving.

The Council affirms the desirability for the nation to maintain a

universal and mandatory retirement, survivors, and disability
program.

The Council rejects the proposition that Social Security
will "not be there" for future generations. Changes can be made
to balance the program in ways that preserve both individual
equity and social adequacy, and provide for continued protection
against inflation, disability and for workers who live very long
lifetimes. These changes, if made soon enough, can provide for
significant increases in the benefits received by younger
workers.

The Council urges that early action be taken to reform and
supplement Social Security.

While OASDI revenues are expected to exceed expenditures for
another two decades, the Council urges that early action be taken
to correct the actuarial imbalance in the system. Expenditures
begin to rise rapidly once the Baby Boom generation begins
retiring in little more than a decade. Actions taken now to cut
benefits or raise taxes can generate revenues right away, these
revenues can be invested in equities right away (whether directly
or through individual accounts), and these investments can raise
benefits for younger workers. The younger the worker, the more
there is to be gained from early action.
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The Council expresses its concern about the increasing cost of
the Disability Insurance (DI) program, and urges that the new
Advisory Board work with the Social Security Administration (SSA)
and Congress to manage these costs.

As is common practice, the Council considered forecasts for
the combined OASDI program, and all three approaches for
balancing the system over the long run contain explicit
disability insurance policies. But beyond that the Council did
not study the DI program, and urges only that SSA and Congress be
concerned about its increasing cost. Its caseloads are likely to
grow because of the same demographic factors that affect the
forecasts for the Old-Age and Survivors Insurance program.

The Council believes that the traditional 75-year forecasting
horizon should be buttressed with additional measures of long
term stability.

The Board of Trustees now relies on a number of demographic
and economic assumptions in projecting the long-term balance of
the OASDI Trust Funds 75 years in advance. Because of underlying
demographic and economic trends, if the programs were otherwise
brought into financial balance for 75 years in 1997, after that
date the passage of time alone would change the forecasting
period and put the system out of balance.

The Council therefore urgec that forecasts still be done for
the 75 year horizon, but that instead of just arriving at
actuarial balance for 75 years, these forecasts in addition
assure that the ratio of fund assets to annual expenditures,
known as the trust fund ratio, be stable over the last two
decades of the forecast horizon. All the plans discussed above
satisfy this requirement.

The Council agrees that the current practice of annual cost-of-
living adjustments should continue according to an automatic
formula.

The Council believes that annual adjustments for inflation,
especially for older retirees, help maintain their real living
standards. The Council affirms that one of the important
protections of Social Security is against inflation in the post-
retirement years. Under the current structure of Social
Security, the Council believes that a program with lower initial
benefit levels coupled with predictable cost-of-1living
adjustments is superior to one that promises higher initial
benefits but leaves those benefits hostage to inflation.

The Council has discussed the interim report of the Advisory
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Commission to Study the Consumer Price Index, which finds that
the Bureau of Labor Statistics (BLS) estimates of the Consumer
Price Index (CPI) are biased upward by about one percentage point
per year. The Council understands that the BLS may already be in
the process of revising the CPI to correct for some of this bias,
and that further corrections could be made. In keeping with this
expectation, the Council factors a slight reduction in inflation
into its forecasts. 1In order to be prudent, however, this
reduction is only one-half percentage point per year.

The Council rejects conventional means testing of Social
Security.

Social Security already takes income into account in
determining eligibility. Benefits already depend on life-time
earnings, a key component of life-time income. The Council
rejects the further proposition that Social Security should also
condition benefits on other income in retirement-- popularly
known as "means-testing". Means-testing on the basis of other
retirement income would create saving and work disincentives,
particularly as individuals approach retirement.

The Council recommends that benefits for low wage retirees be
protected.

The Council recognizes that some cuts in benefits, as
compared to current law, may be necessary to achieve long-term
actuarial balance. At the same time, the Council is mindful of
numerous statistical data that report very high rates of poverty
among certain groups of older beneficiaries, much higher rates
than in other developed countries.

If and when benefits are to be cut, the Council prefers to
protect benefits for workers with low to average wages, to avoid
sacrificing on the goal of social adequacy. Workers at the top
of the wage scale still can be protected by a combination of
policies to control tax increases and by retirement fund
investment policies, along with private pensions.

The Council recommends that if benefits are to be cut as compared
to current law, they be cut in a way that avoids real declines in
benefits, or notches.

Previous reductions in Social Security benefits have
sometimes involved real cuts in benefits, situations where
younger retirees with the same relative earnings records as older
retirees received lower real benefits. These real benefit
reductions, or notches, have been perceived to be inequitable
among retirees. The Council urges that benefit changes be made
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in a way that avoids real reductions in benefits for similarly-
situated workers retiring later in time.

The Council believes that the structure of family benefits in
Social Security should be revised and recommends a change in the
relative level of spouse and survivor benefits.

Statistical studies imply that it costs retired survivors
about three-quarters as much to live as retiree couples. On the
basis of this information, the Council believes that the benefit
structure for spouses and widow(er)s should be revised. Spouse
benefits (benefits payable to a wife or husband when both spouses
are alive) should be gradually reduced, so that they are either a
smaller fraction of the benefit paid to the principal earning
spouse or a flat dollar amount.

The Council also believes that survivors' (widow or widower)
benefits should be increased as a fraction of what a couple was
receiving before one spouse died. In the current structure of
Social Security, the Council recommends gradually increasing
survivor benefits to the higher of the decedent's benefit (that
is, the present-law survivor's benefit), or 75 percent of the
combined benefit that the survivor and decedent spouse were
receiving when both were alive.

The Council recommends that, effective in 1998, all new hires in
now uncovered state and local government jurisdictions should be
brought within Social Security.

The one remaining sector of the economy with less than
virtually complete Social Security coverage is the state and
local sector. Since the Council believes that all working
Americans should both receive and pay for Social Security's
protections, the Council recommends that all new state and local
hires be brought within Social Security, beginning in 1998.

As when Social Security coverage was extended to other
sectors, this expansion of coverage will entail some transition
difficulties. 1In particular, the Council recognizes that this
change could adversely affect the financing of some less-than-
fully-funded state and local pension plans. But the Council sees
the long run advantages of complete coverage outweighing the
costs, which should be moderate in any case because only new
employees are required to be brought into the system.

The Council recommends that the retirement earnings test be
substantially modified.

The Council recommends substantially modifying the
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retirement earnings test. As a result of earlier legislative
changes, the long-term actuarial cost of such a modification is
negligible. The Council approves of efforts currently under
discussion in Congress to raise the retirement earnings test
exempt amount for beneficiaries who have attained normal
retirement age. Under this legislation, the exempt amount would
be increased in steps to $30,000 in 2002, with subsequent
adjustments based on the growth in average wages.

The Council recommends that there be no, or very little, general
revenue financing for Social Security.

Social Security has worked well as an actuarially sound
program insuring social adequacy and individual equity among
American workers. As discussed above, it will be harder to
promote these goals from now on within a constant payroll tax,
but the Council still does not wish to use general revenues to
finance the system.

The one exception to this principle pertains to the income
taxation of benefits. As a result of previous legislative
changes, revenues from taxing Social Security benefits are
credited both to the OASDI Trust Funds and the Health Insurance
(HI) Trust Fund. While all three plans mentioned above would
continue or expand this tax treatment for regqular Social Security
benefits (not the proceeds from individual accounts), some
Council members would favor crediting *he federal treasury, not
the OASDI and HI Trust Funds, with any benefit tax revenues at
the earliest opportunity.
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RECOMMENDATIONS REGARDING RESEARCH AND DATA

The Council recommends that SSA enhance its research and analysis
capabilities with greater in-house resources and outside
consultant services.

The Council has become aware that the resources available
within the SSA to provide research and analysis are not
sufficient to address adequately the problems facing the program
over both the short- and long-term. Sophisticated research and
analysis must be readily available to policy-makers to promote
sensible policy changes.

The Council believes that the research and analytical
capacity of the agency, particularly the Office of the Actuary,
should be enhanced with additional in-house resources as well as
outside consultant and contractual research services. This
assistance would be helpful not only in understanding financing
implications of reforms, but also in determining distributional
impacts of various proposals.

The Council supports the use of stochastic simulation modeling as
a tool for recognizing explicitly the uncertainty surrounding the
Trustee's demographic and economic assumptions.

The Council feels that proiections for the 75-year horizon
should be made through the use of stocastic simulations. This
technique employs probability distributions rather than point
estimates of the possible future trends to derive potential
future outcomes. It allows for correlations between combinations
of assumptions. The technique also recognizes the impossibility
of exactly predicting future long-term macroeconomic and social
trends. It permits policy analysis to be conducted in a way that
more richly and robustly incorporates this uncertainty into its
measures of long-term financial viability.

The Council recommends that private researchers be granted
greater access to agency data.

The Council believes that the value of research and analysis
of Social Security data will be enhanced by providing private
researchers with greater access to these data as well as to the
economic and actuarial models used in forecasting and analysis.
This access will facilitate collaboration of outside research
with SSA research for an exchange of ideas, analysis, and
findings.

Greater access to data, however, would mean providing
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additional security to protect confidentiality of records. It
is possible to ensure tight security through a variety of
mechanisms while facilitating research projects using these data.
This access may require legislative changes and assurances by
private researchers of confidentiality. Greater access also may
mean better documentation of files.

The Council recommends that a technical panel of experts be
appointed periodically (say every five years) to conduct a
comprehensive review of the assumptions and methodology used in
evaluating the financial status of the OASDI Trust Funds.

The Advisory Council has appointed a technical panel of
experts to review the assumptions and methods used in evaluating
the financing of the OASDI Trust Funds. The Council believes
that it is highly desirable to continue the periodic appointment
of actuaries, demographers, economists, and other experts to a
panel for such a review.
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POLICIES REGARDING OTHER RETIREMENT INCOME

The Council supports the creation of inflation-indexed bonds.

The Council recommends the creation of inflation-indexed
Treasury bonds to enable individuals and pension plans to protect
retirement income against inflation. Indexed bonds could be
issued by the Treasury and their real interest rates could be
determined in a competitive auction. The Council believes these
bonds could make it easier to plan for retirement by translating
lump sum accumulations into retirement income flows. Indexed
bonds would also make it easier for private pension plans to
convert lump sums into lifetime benefits and for private insurers
to offer indexed life annuities.

The Council believes that government and employers should provide
workers with adequate and realistic retirement income
information.

The Council supports the initiative of the Departments of
Labor and Treasury to raise each individual's awareness of how
much needs to be saved for retirement. The SSA's distribution of
"Personal Earnings and Benefit Estimate Statement" to those age
60 and over in 1995 under current law, and to everyone over age
24 after the year 2000, is a helpful first step. The
Administration and Congress should work on measures that enable
employers to provide more retirement planning assistance,
including investment allocation and returns.

Information is also needed on how to save and how to
allocate retirement savings distributions over remaining
lifetimes. Enhanced education on the advantages of maintaining
retirement savings distributions in tax-free accounts along with
the creation of a market in Treasury indexed bonds would help to
counter the tendency of younger individuals to consume their
distributions.

The Council feels that retirement pension plans should be
encouraged to cover a larger portion of the labor force and to
meet more of the need for increased retirement savings.

The Council believes that the elaborate retirement plan
rules that have been added since the early 1980s should be
streamlined and revised to encourage more growth of private
pension plans. Legislative proposals to permit small business to
adopt simplified pension plans (such as the Administration's
National Employee Savings Trust, or "NEST") and simplified "safe-
harbor" rules for all businesses maintaining a salary reduction
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plan should be enacted promptly. Redundant and overlapping rules
should be considered for simplification or elimination. Policy
should be aimed at providing consistent contribution and benefit
l1imits across various types of retirement savings plans.

In the light of the revised ages for full or early Social
Security benefits in present law and in some of the illustrative
plans recommended by the Council, there might have to be changes
in the rules related to retirement ages and integration of Social
Security benefits. The Council believes that any such changes in
the rules should be aimed at making it easier for the employer
plans and individuals to adjust to the new Social Security
benefits and conditions.

The Council endorses rules that permit "full funding" of private
defined benefit pension plans.

The Council feels that changes since 1987 that have limited
the funding of the obligation of defined benefit plans are
unwise. The Council urges that employers be allowed to fund
fully their on-going qualified benefit obligations calculated
with reasonable economic assumptions and some margin for risk.
Projected benefit obligations should include anticipated pay
increase effects in both salary-related and flat-dollar defined
benefits.

The Council favors rules that would encourage or require workers
to maintain their retirement saving in tax-free accounts until
retirement.

The Council supports changes that would eliminate the
remaining access to employer-made contributions during employment
with the employer who made the contributions ("in-service"
withdrawals). The Council recognizes that increased restrictions
on withdrawal or loans of employee-made contributions could
discourage participation in some plans. The Council supports
efforts to maintain retirement savings in tax-free accounts after
employment ceases, especially prior to early retirement age, and
expresses concern about the growing trend of converting lifetime
benefits to lump sum distributions.

The Council believes that pension plan managers should consider
the interest of participants in making investment decisions.

The Council opposes legislation that would require pension
managers to invest for social objectives, and also legislation
that would permit such investments at the cost of pension
participants' economic interests. The Council is not against
investments that have social benefits, as long as those
investments are otherwise prudent.
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The Council feels that more of the provisions of the Employee
Retirement Income Security Act of 1994 should apply to state and
local government plans.

The Council agrees that the time has come to apply the Title
1 provision on disclosure, fiduciary standards and spousal
protection (pre and post-retirement survivor annuities and
qualified domestic relation orders) to these plans to protect the
benefits of the workers and their survivors. The Council does
not recommend extending the minimum funding standards to state
and local governments at this time in light of the effects on
some jurisdictions of the recommendation to cover all new hires
at the state and local level.
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MAINTENANCE OF BENEZFITS REFORM PLAN

One group of Council members favors a maintenance of
benefits plan. It maintains the present Social Security benefit
structure essentially as is. This structure has worked well for
a long time now, and the plan does not change it. The plan gains
some revenue by more complete federal income taxation of current
Social Security benefits. Implicit in this taxation policy is an
eventual diversion ot some revenues now going to the HI Trust
Fund. It envisions a large scale investment of OASDI Trust Fund
monies in the equity market.

The important specific provisions are as follows:
Tax Social Security benefits under income tax principles.

The plan would repeal the present provision whereby from 50
percent to 85 percent of Social Security benefits are subject to
federal income taxes, above some thresholds. It would replace
this taxation scheme with an entirely different approach, under
which all Social Security benefits in excess of already taxed
employee contributions would be included in the taxable income of
beneficiaries. This is the standard income tax principle for
taxing the benefits of retirement saving, though it should be
noted that today retirement saving is now often taxed under
consumption tax principles (which basically imply that 50 percent
of Social Security benefits should be taxed).

This change requires several further adjustments. For one,
the income thresholds below which Social Security benefits are
now not subject to federal income taxes would be gradually phased
out, resulting eventually in the complete and consistent income
tax treatment of all Social Security benefits. For another, the
revenue from this taxation that now goes to the OASDI Trust Funds
(basically from the 50 percent inclusion of benefits) would
continue to be credited to these funds. For a third, the
revenues that now go to the HI Trust Fund (basically from the
difference between 50 percent and 85 percent inclusion shares)
would be gradually diverted to the OASDI Trust Funds.

Cover state and local employees.

There would be mandatory coverage under Social Security for
all state and local government employees hired after 1997.
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Invest a portion of the trust fund in equities.

The OASDI Trust Funds would begin devoting a share of their
financial assets to the equity market. Eventually this share
would build up to about 37 percent of the Funds' assets, an
amount that would be tantamount to one-seventh of GDP at today's
rates (a lower share of the likely aggregate value of common
stock). Since the return on equities has historically outpaced
that on government bonds that the system now holds, this equity
investment would make it possible to pay higher benefits or have
lower taxes than would otherwise be the case. The Council has
done simulations indicating that from the standpoint of the OASDI
portfolio alone, such equity investments entail a slight increase
in portfolio risk, but a risk that is probably manageable.

Since equity investment by Social Security would now be
considered as outlays under federal budget scoring rules, this
change would require either a change in federal budget scoring
rules, or it would require that Social Security's finances be
entirely removed from the federal budget. Such a removal might
be undertaken at some point in the future, so as not to
complicate present federal budget balancing efforts.

Stabilize the trust fund ratio.

To stabilize the trust fund ratio there would need to be a 2
percentage point increase (to 14.4 percent combined employer-
employee rate) in 2050.
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INDIVIDUAL ACCOUNTS REFORM PLAN

Another group of Council members favors an individual
accounts plan. It tries to preserve the social adequacy
protections of the present Social Security benefit system, though
benefits are scaled back slightly as compared to present law.
Part of this reduction in benefits is standard for all workers
resulting from a gradual increase in the Normal Retirement Age
(NRA). Part is specific to high wage workers coming from a
slight adjustment in the benefit schedule, though with an
improvement in survivor's protection. There would be a mandatory
contribution of 1.6 percent of covered payroll that would be held
by the OASDI Trust Funds as individual accounts. Individuals
would have constrained investment choices on how these funds were
to be invested -- ranging from a portfolio consisting entirely of
safe bonds to common stock index funds that replicate the
behavior of the entire stock market. The accumulations from the
individual accounts would be converted to minimum guarantee
indexed annuities when the individual elects retirement, which
could happen any time after the present age of earliest
eligibility (EEA) for Social Security benefits.

The important specific provisions are as follows:

Create mandatory individual accounts in the amount of 1.6 percent
of covered payroll.

Individual accounts in the amount of 1.6 percent of covered
payroll would be created. 1Individuals would have constrained
choices on how the funds were to be invested. The accumulated
funds would be converted to minimum guarantee indexed annuities
when the individual elects retirement, any time after the EEA.
These individual accounts would not be included in the federal
budget, though the rest of Social Security would remain on-
budget.

Gradually increase the NRA.

The NRA would increase by one month a year from year 2000
through year 2035, at which point it would be 68. This means
that the NRA would be about the same as under present law until
year 2011. After 2035, the NRA would be keyed to increases in
longevity, which means that it would increase by about one month
every two years under present demographic forecasts. The EEA
would remain unchanged at age 62.

15 Pre-Decisional Draft 1/19/96



Scale back benefits for high wage workers.

The 32 and 15 percent conversion rates in the present
benefit schedule would be gradually lowered over time to 25 and
12 percent, respectively. In combination with the change in the
NRA, benefits could be financed with a stable trust fund ratio by
the 12.4 percent payroll tax. The combination of all changes in
benefits would mean that for low wage workers Social Security
benefits would grow nearly as rapidly as overall wages, while for
high wage workers Social Security benefits would grow slightly
more rapidly than prices. Benefit changes would be phased in to
avoid notches, or drops in real benefit levels.

Increase survivors protection and alter spousal benefits.

A surviving spouse's benefit would be based on the highest
of (1) his or her own basic benefit, (2) the deceased spouse's
basic benefit, or (3) 75 percent of the couple's combined basic
benefits. The spousal benefit would be gradually phased down
from 50 percent to 33 percent.

Tax Social Security benefits under income tax principles.

All Social Security benefits in excess of already taxed
employee contributions would be included in federal taxable
income. The income thresholds would be gradually phased out.
This revenue would be credited tn the OASDI Trust Funds, with the
HI Trust Fund credited with the same revenue it is now getting.

Cover state and local employees.

There would be mandatory coverage under Social Security for
all state and local employees hired after 1997.
Extend the computation period to 38 years.

The Social Security benefits computation period would be
raised from the present level of 35 years to 38 years.
Eliminate income taxes on the proceeds of individual accounts.

Since the individual accounts could be invested in equities,
they would not be included in the federal budget. To avoid
short-term revenue loss, contributions to individual accounts
would not be deductible under the present federal income tax, but
when benefits from these individual accounts are received, these

benefits would be exempt from all federal income taxes.
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PERSONAL SECURITY ACCOUNTS

A third group of Council membl.s favors a personal security
account (PSA) plan. It would create mandatory PSAs dedicated to
retirement saving and financed by a rebate of 5 percent of
covered payroll. The PSAs would not be held by Social Security
but they would be subject to necessary regulatory restrictions to
make sure they were invested in reputable financial instruments.
They would be available to workers at the EEA -- the Social
Security Trust Fund would be required to create actuarially fair
indexed annuities for these PSAs, but individuals would not be
required to receive their PSAs in the form of indexed annuities.
The 7.4 percent of covered payroll still devoted to Social
Security would be used to cover a flat benefit available to all
full career workers, plus continued survivors and disability
coverage. Present day retirees would be left unaffected by the
plan, and present day workers over 30 would receive credits based
on present day benefits. There would be an additional tax in the
amount of about one percent of GDP to finance the transition,
along with some additional borrowing.

The important specific provisions are as follows:

Create the PSAs.

The plan creates mandatory PSAs in the amount of 5 percent
of covered payroll. The accounts would be held privately, though
they must be invested with regulated private firms and they would
not be available to individuals any time before the EEA.
Individuals would have the option of buying actuarially-fair,
minimum guarantee indexed annuities from SSA at that time, but
they would not have to use their PSAs in this way. They could
also retain their PSAs and include them in their estate.

Increase the NRA.

It is necessary to specify the NRA in such a plan because
the credits due workers from the existing system depend on this
NRA. The NRA will be increased by two months each year beginning
in 2000 through 2017, at which point the NRA would be 68. After
that time the NRA would be keyed to increases in longevity and
would rise by about one month every two years. The EEA would
remain unchanged at 62.
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Alter the benefit schedule.

For individuals age 55 and older at the beginning of 1998,
benefits would be unchanged from present law except as implied by
changes in the NRA. For individuals under age 30 at the
beginning of 1998, benefits would consist of the accumulations
from their PSA, plus a flat benefit. At today's levels this flat
benefit would be $2475 per year for workers with at least ten
years of coverage, rising in steps up to $4950 per year for
workers with at least 35 years of coverage. Both amounts would
be wage indexed from 1998 until the year the worker retires.

Workers between the age of 30 and 55 would receive a first
tier benefit under Social Security that was a combination of
their accrued benefit under the existing system at the point of
transition, price indexed until their year of retirement, and
their prorated share of the flat benefit that would be provided
under the new system. They would also receive accumulations from
their PSAs.

Finance the transition.

Differences between the present system credits of workers
over 30 and disabled workers and the 7.4 percent of covered
payroll now devoted to Social Security will be met by a liberty
tax. This tax will be in the amount of about one percent of GDP.
Additional borrowing of a like amount would be necessary in the
early years of the system, though these borrowings will be
completely repaid beginning in about 40 years. All of the costs
of the flat benefit, survivors and disability costs, and present
system credits, along with the 7.4 percent payroll tax and the
liberty tax, will remain in the federal budget. The PSAs will
not be included in the federal budget.

Tax Social Security benefits under income tax principles.

All Social Security benefits in excess of already taxed
employee contributions would be included in federal taxable
income. The income thresholds will be gradually phased out.

This revenue would be credited to the OASDI Trust Funds, with the
HI Trust Fund credited with the same revenue it is now getting.

Cover state and local employees.

There would be mandatory coverage under Social Security for
all state and local employees hired after 1997.
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Eliminate income taxes on the proceeds of individual accounts.

Since the individual accounts could be invested in equities,
they would not be included in the federal budget. To avoid
short-term revenue loss, contributions to individual accounts
would not be deductible under the present federal income tax, but
when benefits from these individual accounts are received, these
benefits would be exempt from all federal income taxes.
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COMPARISON OF PLANS

The following charts compare these three plans. These
comparisons are shown separately for single and married workers
with low, average, and high wages. All workers are assumed to
have normal incidence of disability and normal mortality.

The charts show what are known as the money's worth ratios,
the ratio of the present value of expected benefits to the
present value of expected taxes paid by the employee and the
employer on behalf of the employee. The liberty tax of the PSA
plan is also included on the tax side. These money's worth
ratios are given by year of birth, for cohorts born as late as
year 2010.

When these money's worth ratios equal 100 percent, the
relevant worker gets, on average, the same return in Social
Security as he or she would get in the government bond market.
But since Social Security provides several protections that are
not available elsewhere -- against inflation, against disability,
and actuarially fair insurance for extremely long lives -- Social
Security is still often a very good deal for workers whose
money's worth ratios are below 100 percent. Added to this is the
communitarian satisfaction in knowing that all American workers
are well taken care of. The difficulty in quantifying these
insurance and communitarian values for Social Security should
make one cautious about interpreting too much from precise levels
of these ratios, though trends in the ratios could still be
meaningful.

It can be seen that for all classes of workers these money's
worth ratios are gradually dropping. They will stay roughly at
present levels, with some cycles due to past movements in wages
and interest rates, unless changes are made in Social Security.
But if changes are made, both to raise aggregate saving for
retirement and to plow some of the funds into common stocks, the
money's worth ratios will rise for workers born after about 1955.
All three plans described in the earlier sections make the
requisite changes, and all three are responsible for rises in the
money's worth ratios for younger workers. This is the reason for
acting now, whichever plan one favors. Early action protects the
retirement income of our children and grandchildren.

In terms of the specific plans, the money's worth ratios
depend both on the structure of benefits and the amount of funds
invested in the equity market. For workers with steady low
earnings, shown in Chart 1, the Maintain Benefits (MB) plan and
the Personal Security Accounts (PSA) plan do about equally well.
Both preserve low wage benefits (the PSA largely because of the
flat benefit) and both invest a large share of retirement funds
in the equity market. For workers with average earnings, the MB
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plan has a slight edge because of the benefit structure, while
for workers with steady high earnings the accumulations from the
PSA are sufficient to give that plan an edge. The Individual
Accounts (IA) plan does not show as high money's worth ratios as
either of the others, but it might ke viewed as a reasonable
second choice in the event that some of the legislative changes
implicit in the other plans prove to be stumbling blocks.
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Benefits as a Percentage of Taxes

Chart 1 Benefits as a Percentage of Taxes --
Single Workers with Steady Low Earnings
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Chart 2 Benefits as a Precentago of Taxes --
Single Workers with Steady Average Earnings
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Chart 3 Banefits as a Percentage of Taxes --
Single Workers with Steady Maximum Earnings
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SUPPLEMENTAL STATEMENTS BY COUNCII MEMBERS

EXECUTIVE SUMMARY OF THE TECHNICAL PANEL ON TRENDS AND ISSUES IN
RETIREMENT SAVING

EXECUTIVE SUMMARY OF THE TECHNICAL PANEL ON ASSUMPTIONS AND
METHODS
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Side-by-Side Chart

Provision

Current Law

Rostenkowski

Pickle

1. Old-Age Benefit

Current PIA--90% of first $426 of average indexed
monthly earnings (AIME), plus 32% of AIME over
$426 up to $2,567,plus 15% of AIME over $2,567,
based the number of years after 1950--or age 21,

if later--up to age 62, minus "dropout years" (up to
5 years) with maximum of 35 years.

Create a fourth PIA formula bracket with a factor of 10%
applicable to the highest marginal average earnings. This
change would be effective for workers newly eligible in
2002 and later. Gradually reduce, between 2002 and 2051,
the relative level of the earnings thresholds used in all

but the first bracket.

Provide a 5% benefit increase for individuals who are aged 85
and over in 2024 or later. (Phased in beginning in 2020.)

Gradually lower the age for receipt of SSI benefits on the basis
of age from 65 to 62, with a phase-in period beginning in the year
2000 and ending with the year 2011.

2. Retirement Ages

NRA, for workers 62 in 2000, increases 2 mos/yr
until NRA is 66 for workers 62 in 2005 & remains
66 until 2017 (the "hiatus"). NRA increases again,
for workers 62 in 2017, 2 mos/yr until NRA
becomes 67.

Earliest Eligibility Age (EEA) remains 62 for retired
workers and spouses and 60 for widow(er)s.

Accelerate the increase in the NRA already scheduled in the
law by eliminating the "hiatus".

Raise normal retirement age for persons who reach age 62 after
1999 by 2 mos/yr until it reached aged 70 for people reaching 62
in 2029 and later.

Modify reduction factors for retired-worker beneficiaries, aged-
spouse beneficiaries, and widow(er) beneficiaries to soften the
effects of the increase in NRA. Once NRA reached age 70,
retired workers and aged spouses retiring at age 62 would receive
60% and 55%, respectively of PIA. Widow(er)s at age 60 would
receive 60% of the PIA.

3. Spouse/Survivor Benefit

Spouse receives 50% of worker's PIA, subject to
early retirement reductions (either spouse or
worker).

Widow(er) receives 100% of deceased worker's PIA,
subject to early retirement reductions (either
widow(er) or deceased worker).

Gradually reduce the percentage of PIA payable to spouse 50%
to 33%. Phase in change for newly eligible, 2000-2016.

Repeal the provision that requires a reduction in a widow(er)'s
benefits if the deceased worker received benefits prior to NRA.
Effective for persons reaching 60 after 1999.

For persons 85 and over, recompute reduction in widow(er)'s
benefit at 1/12% per month of benefit entitlement prior to
reaching NRA. Once NRA reaches age 70, maximum reduction
applicable at age 85 or later would be 10% so that at least 90%

of the PIA would be payable to widow(er)s at this point. Increase
the percentage of PIA for a surviving child from 75% to 90% in
2025 and later.
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4. Disability Benefit

Disability benefits are converted to retirement
benefits at NRA and generally equal 100 percent
of the PIA.

Provide for disabled-worker conversion to retirement benefits at age
65 (rather than NRA), and provide that the percentage of PIA
payable to all disabled-worker beneficiaries who become newly
eligible after July 2003 would be equal to the percentage of PIA

payable to all retired-worker beneficiaries newly entitled at age 65 in
the same year.

Repeal the current variable drop out year provision and, instead,
provide 5 drop out years for all disabled worker beneficiaries
regardless of age, and eliminate the child-care drop out provision.
Effective for workers who become eligible for disability benefits
after July 2003.

5. Individual Accounts

No current-law provision for individual accounts
under Social Security.

16. Payroll Taxes

Current OASDI rate is 6.2% for employers &
employees (each) and 12.4% for self-employed.
HI rate is 1.45% for employers & employees
(each) and 2.9% for self-employed.

Provide for a gradual increase in the OASDI payroll tax
rate for employers and employees, each, from its currently
scheduled level of 6.2% in 2020 to 8.15% in 2058. The tax
rate for self-employed would increase from 12.4% in 2020
to 16.3% in 2058 and later.

7. Taxable Eamnings Base

OASDI taxes are paid on earnings up to $61,200,
adjusted annually balance to increases in average
wages. HI taxes are paid on total covered
earnings, without limitation (starting in 1994).

8. Taxation of Benefits

Up to 50% of benefits taxable with income $25,000-

$34,000 (singles) and $32,000-$44,000 (couples).
Up t085% of benefits taxable with income over

$34,000 (singles) and income over $44,000 (couples).

Proceeds from the 50% taxation are credited to the
OASDI Trust Funds and proceeds from the 51% to
85% taxation are credited to the HI Trust Fund.

Lower the threshold at which 85% of OASDI benefits
must be included in taxable income from $34,000 for
individuals and $44,000 for joint tax filers, to $25,000 and
$32,000 respectively, effective January 1995.
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9. COLA/CPI

Benefits indexed to CPI-W. COLA of 2.8% paid
January 1995.

Reduce the December 1994 COLA by 0.5 percentage
points.

Beginning in 2000, delay the COLA to the following June with

a corresponding shift in the computation period and pay the
COLA biennially, reflecting 2 years of increase in the CPI, unless
the increase over the 1-year period since the last COLA exceeds
4%. As aresult, no COLA would be payable for the first year of
eligibility beginning with 2000.

10. Investment Policy

A portion of 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.

11. Coverage of State
& Local Workers

State/local employees not under a retirement system
are covered mandatorily under Social Security and
Medicare since 1990. Emplovees hired after
March 31, 1986, are mandatorily covered under
Medicare.

Provide mandatory coverage for all State and local
employees hired after 1994.

Provide mandatory coverage for all State and local government
employees hired after 1999.




