
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: 

• 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 each plan. 

The recommendations in all three options are: 
[/ . Expand coverage to excluded state and local employees 
y . 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) 

/-IiTaddition to these common elements, the following elements are recommended by some of 
the members: 

\ Option 1: This plan includes no private accounts. 
V . i/ Increase length of period used to compute benefits from 35 to 38 years of earnings (in 

effect, lowering benefit ^^ightly) - h^^kli^-^. r-a.\ U bh'^ ^ (^&v^/i/iyc^i^l^ 'h 
Invest a portion of Trust Fund in equities -^^ ^^jj i .•ctv.t-oVA . j^-^-'^li ch [-• '^t }-

Option 2: < \. ^ j 
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 -r^^v/i'/t" ? ̂ "^^^kcJs^ ') +- c^e-^'A JPA-S^ L-o^e/\h 

Option 3: This is the farthest move toward privatization*. 
1 i f JIJJI Raise the retirement age to 67 by 2011 

^ ^ i ^ c,«' 1̂  • 5% of current payroll tax is put into a private IRA and managed by private investment 
^ ' companies that would fund annuities. 

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

'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. 

• 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. 



V. Questions and Answers 

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

A: 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. 

It would be counterproductive to comment now ~ lO 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. 

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

A: 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. 

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

A: 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. 

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

A: 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. 

Q: 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 ? 

A: 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. 



ATTACHMENT 2 

Summary of Advisory Council Flans 

Maintenance of Benefits Reform Plan (Bob Ball Plan) 

• Relatively small changes in the basic structure of the program 

(/ ' • Assumption of a lower CPI for future COLAs -̂ K o <• ? -

• Partial investment of the trust fund in equities (37% of assets) - .^,c-^iti 

• Full taxation of benefits in excess of contributions and transfer revenue to OASDI 
(Benefit tax revenue is currently deposited in the Hospital Insurance Trust fund) 

Expand coverage to all state and local workers 

r 

Individual Accounts Reform Plan (Ned Gramlich Plan ) "Little PIP* 

) • Assumption of lower CPI for future COLAs 

• Includes a new mandatory funded by a 1.6 % payroll tax 

• Gradual increase in the normal retirement age (NRA) to 68 

• 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 

Personal Security Accounts Plan (Carolyn Weaver Plan) "Big PIP" 

• A more aggressive partial privatization scheme that diverts five percentage points 
of the current 12.4% combined employer/employee payroll tax into private savings 
accounts 

• The remainder of the payroll tax funds a minimum flat benefit plus disability and 
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 

Ail ^'n^y- h 
J1 Jrxj 



E X E C U T I V E O F F I C E O F T H E P R E S I D E N T 

25-Mar-1996 07:03pm 

TO: (See Below) 

FROM: Desiree F i l i p p o n e 
O f f i c e o f Mgmt and Budget, HRD 

SUBJECT: Adv i so ry Counci l Hearing 

Hearing on the Sociai Security Advisory Council Report 

I 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 to 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 I I 

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. 
1) Risk 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) C0LAs 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. 

1) It 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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ROBERT M. BALL 
l -dM PARK TERR. DR. 

nnN3ULTANT ON SOCIAL SECI iRITY. ALEXANDRIA, VA ?P3n7 
HEal TH ANU WELFARE POLICY ItLEPHONE 202-4D2-0037 

FAX ao2-a5a-8i \ i 

Avjiil 10, 1996 

Mr. Gene Sperling 
Deputy Assistant to the President 

for Economic Policy 

Dear Mr. Sperling: 

•1 <;ncial Security is hnvinu ilS last meeting on Saturday. April 

Wc are now writing a supplementary slatcincm for the report and would l,Wc to ulk to 

the administration about it. 
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April 9, 1996 
R.N. Ball 
T©1ephon«/Pa v: 
703-768-3438 

A PROPOSAL FOR THE ADVISORY COUNCIL ON SOCIAL SECURITY 
BY ROBSRT M. BALL. MKMBBR' 

Therg is No Social .Securiiry Criniti 

Ther* is no financial criatfl in Social Security. The Trusceee 
-- t:hrB« Cabinec ofiieerfl. the Commiasioner ot Social Security, and 
two representatives of the public, appointed by the Preoident and 
confirmed by tho Senate -- keep careful watch on the financing of 
Social Security and report on ic every year in great detail. Every 
four years, as required by law, a council of private citizens has 
also audited the program'a financial condition. 

The current Council appointed an outside group of economista, 
actuaries^ demographers, sociologists, and other experts to help i t 
evaluate the program's financing situation. The Council and the 
expert group concur in the evaluation of Che Trustees who found 
that without any change in law, full benefits as defined lu the 
Social security Act. can oe paid on time for about 3S years. 

Thft Svatem DQBB Faro It l ' i .ym»r Pinmnri»l SharhfAll 

The Trustees also reported, and the Technical Panel and che 
Advisory council agree, that looked at ov«r the 75 years for which 
escimates are traditionally made in che United States a much 
longer period than in almost a l l other countries -- the ayotetn has 
a financial deficit. Although not a crisis, this situation needs 
CO be addressed in the near tern, because any deficit can î e 
eliminated with more moderate changes if action is taken early, and 
people under the system can b« giv«n advance notica of any changes 
that may affect them. 

Tha Rate of Return on ContTibutAnT »̂ Han norHrn/< 

Although when i t comes to judging Social Security, che 
criterion of "money's worth" to individuals is nrtf. ss iir^jortant as 
the usefulness of the system to the nation as a whole, i t is 
intporcanc that people see themaelvas as being treated fairly 
Young workers now face a lifetime of contributions at a higher rate 
than workers an the paec. and increasing attention is being focused 
on the ratio ot lifetime protection to lifatiree contributions plus 
interest. Proposals for changes in Social Security financing need 
CO address this issue as well as the 75-year fund balance 

T i v c wuiier memDers ot tne AOViaory Council generally gueperc 
the views expressed here, although there are differences on some 
poinCB 
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We should ask Congress to proceed promocly wich Chree 
legislative changes Quice wichin Social Security traditions, 
chligia which would reSce the Social Security 75.year ^ J j l c l c from 
2 17 oerccnt of payroll to aDout 0.80 of payroll and would postpone 
?hrdate esti^t^ed^ for Tr^sc Fund exhaustion from 7030 to 2050. 

1 would also like to see put into effect in che near term the 
proposal of Six members of the Council to P f " J^S? 
in private scocks, indexed and managed passively by one or more of 
JS- ieadina passive emiity index portfolio managers experienced in 
iSJvinf laVe rnatitJ^io accounts. This would eliminate the 
"wining long-term deficit and greatly improve the contribution/ 
benefit ratio for young workers and future generacions 

Buc this ia a new idea co most people and it snould be studied 
thoroughly along with any other proposals to close the Ô BO gap^ 
Ind 22 Should cly to reach a considerable consensus before making 
^s«n??ai chiJ^es in this program which •"^^"^ 
LtieT-iean familv However, the three seeps well within the social 
T c l i l l y ttSii^ion need not wait until this evaluation of equity 
investment is completed. 

TH^^dii>te flrrr* fl^"<-1v Heduce rhfi DftfiCit 

The proposals 1 back to greatly reduce the deficit immediately 
from 2 17 percent of payroll to 0.80 do not increase Social 

Secu^^y dedu^ctions from*̂  wages or che "1^"^^°"^^ °i 
employeis and reduce benefits only an averago of 3 percent below 
present law. 

•II ll iiwrmt aot ro MOIBM tiii propoiil to iswit p*rt of Joelil Jeeariiy taodi la H»»[»ely; 
umti itiuti tiltiM till the utin* primiutioi propoull l«ia! diicwed. TJt lole pirpoie of Soeul 
S u y ' 7 u " . t 2 « l 1. .qoiii« ll to lecurc • higher teiun c« bt ri.tii..d froi tho priint prKti« 

imit 110 enm^^ i« jomawt ofclijtti.M. Otkitiiu. ii onry roiptet. Jotial "entity loalQ COnciMO 
It V, I doSU^^^"^^ t l iKoat 01 b<a«(lCi »d ti. coiditloM .odor rtich th.y u. paid. 

Id difi i i 0 rto WI 1. UA ioi mi mW coail«« to be • mux.! ».d.«i I . , .nd ib. pr-jra. 
.oolS coSii. to b. .dtiaî ^̂ ^̂ ^̂ ^ by tk. ridoHl jonriwat. Tl. oily fiiB̂ t "it leold b« lade in tie Tld.i 
fl{ tbt l«eial Uetrlty i « ibit jonn tb* projfU loald b« U tb. HCtioi on UT.ltuit policy. 

He primiwiioa ptopoiili, by diliaitioi, oiiibliib eotpiliory laTlagi pliai ilti (U Udl»ld«l 
iitoitlM cbi MTiô i aad ia retiriMit J.ttlBi biei tbato»ir tbi lanitMit yitldi. t» otl« wtii. 
Btintltition ibKti (roa i ditlud boaefit pita to a detiaed cottribitioa plii liko a 4ll(i) or ID I U . Tbe 
dilforoiet bctiNa ear pliD asd prlTKiiatioi ii net tor. iiporiui lua ut nnoi teitiit Uai ia on pi«a 
Sodil S«eirity ia»eiti ii conoi iixki aid ia prititimioa plui loii ladUldiili »ill alio ia»tit ia itocki 



SENT BY:AFL-CI0 • 1-10-96 : 3-51PM • AFL-CIO- 91562878;# 5/ 9 

The proposed changes are: 1. The extension of coverage to 
chose 3.7 million state and local employees who are s t i l l excluded 
from che Social Security program (most are covered). 2. An 
increase in the period over which benefits are computed from 35 
years ro 38 years. 3. A change in the policy governing the 
taxation of Social SecuriCy benefits so that the income tax is 
applied individually to benefits in excess of what the worJcer paid 
m, aa ia now true for other contributory defined bcnefic plans. 
Also, when Medicare is refinanced, at least by 2010 to 2020 when 
the baby boom generation is retiring, the part of the tax on Social 
Security benefits now going to Hoaplcal insurance should be 
redirected to Social Security. (Many members of the Council do not 
agree on thie last point.) when these changes are added to the 
correr.tion 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 
ie reduced to 0.80, and the date of Trust Pund exhaustion moves 
from 2030 under present law co 2050. 

RECOMMBNDKD FOR IMMBDIATE ACTION ON THE 75-YEAR DEFICIT 
(Shown as a Percent of Payroll} 

Reduction in Deficit 75-Year Deficit 
2.17 

Rxcension of coverage co 
excluded state and local employees -0.22 

Increase in length of computation 
period from 35 to 38 -0.28 

Change in oenefit taxation -0.62 

Correction of CPI by BLS -0.29 

Inceraccion among the proposals 4̂ 0.04 

Total 1.37 

New oefilcic 0.80 

These three leqislative chanqes are within the scope of 
traditional Social Security changes and should be enacted as soon 
as possible. 

It is also of both short-term and long-term importance chat 
the Social Security system depart from the pay-as-you-go financing 
of the past and turn to partial advanced funding. Developing a 
aubetanclal and pex^Mnonc reserve fund would reduce che else of che 
ultimate contribution race chac would be necessary and would have 
che baby-boom generation pay more of its own cost as eott^ared to 
requiring a higher contribution rate from the smaller generation 
Chac follows chem. 
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The fund, which early in 1996 was almost SbOO billion, but 
represented only about 138 percent of the following year's outgo, 
was not yet above a contingency level appropriate for a pay-as-you-
go system (100 to ISO percent ot the nexc year's outgo) . under 
present law, however, and with che above changes, i t will very 
quickly exceed 150 percent and soon build to the place where 
earnings on the fund win concribuce importantly co long-range 
financing. 

Tgrai siiminatifln of Dcticit InprOYemcnc—io 

Since Social Security in the past haa never developed a 
reserve for advance funding the rate of return on the fund has made 
lit t l e difference in long-range financing. Thus, i t was reasonable 
CO invesC che fund in special obligations of the United States, 
paying a low return equal to the average on all long-term 
outstanding debt of che United States. Now chac the system is 
racher quickly moving coward partial advance funding, the rate of 
return does make a major difference. 

Under these circumstances, a portion of Che funds should be 
invested so as to earn a higher return. Like the assets of other 
pension funds, some of Social Security's reserves should be 
invested in che stocks of private industry. A policy of diversity 
in investments should be followed, and thus r.he amount in private 
stocks should be limited, perhaps Co about 40 percent of Che total 
Social Security fund. This proportion should be reached gradually, 
starting perhaps in the year 2000, by putting 40 percent of the 
additions to che Trust Fund buildup in stocks. Under chis plan, 
che total fund would always exceed the sise of the fund expected 
under present law and the part of the fund Investment in government 
securities would always be larger Chan a contingency reserve for a 
pay-as-you go system. 

As in che case of the Federal Employees Thrift Plan, we would 
suggest the appointment of an independent "Investment Policy Board" 
made up of experts nominated by the President and approved by the 
Senate. This body, perhaps chree in number, would operaCe under 
che scacutory fiduciary standard of "requiring chat Trust Pund 
investment policy be solely for the economic benefit of Social 
Security parcicipanca and noc for any ocher economic, social, or 
political objective." We also suggest that by law Social Security 
investment holders would be barred from exercising stockholder 
rights to vote on company policy. 

The Board would hava only three functions: One, it would 
select an appropriate passive markec index which would govem Lhe 
inveatmenc of Social Security in stocks: For example, the Russell 
3,000, or Wilohire 5,000. 

second, che Board would select, through bidding, one or more 
oZ che leading passive equity index portfolio managers experienced 
in serving large institutional accounts. The manager would also 
have the function of maintaining the proportion of Social 
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Security's total funds at roughly a 40 percent level in stocks and 
a 60 percent level in corporate bonds, instrumentalities of che 
United States, such as Fannie Mae. and Social Security's 
traditional investment in long-term government obligations. 

Third, it would monitor portfolio management and set up 
impartial reviews to evaluate che overall operation of che plan. 
Prom time-Co-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 
che fund Invested in equities and private obligations ic 
substantial. First, i t would reduce Che 75-year deficit by about 
0.90 percent of oayroll. When added to the other proposals, 
investing in equicies would completely eliminate rhe 7S-year 
deficit and produce a modest surplus. 

Beyond chac, che twin proposals of parciai advance funding and 
investment in stocks would greatly improve che benef ic/concribucion 
ratio for younger workers and future generations. These 
improveroencs, in face, on average produce a better deal Cor just 
about a l l workers over 30 as coo^ared to either of Che parcial 
privatization plans discussed by che Advisory Council. For those 
who encer che labor markec, say. lO years from now. this improved 
plan does about the same for average and below average earners as 
the plan requiring private investment of S percentage points, but 
the privatization plan by that time begins to do better for the 
higher paid. 

The Value of eoei»^ «}«i<-tir-i 

The individualized cast of "moneys worth," is noc, by any 
means, the moot inporcant criterion in evaluating Social Security, 
but it is nevertheless important that young workers see their 
generation 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 whole: 
For example, the fact that it provides disability and life 
insurance protection without regard to the health of the 
individual. And that i t reduces the need for the less desirable 
means-eeaeed programs euch as 8SI. 

Social Security keeps some IS million people above che poverty 
line and millions more from near-poverty. As recently as 1959, the 
poverty race among cne elderly was twice as high as for the rest of 
the population. Social Securicy has been che key faccor in 
bringing this rate down te below 13 percent (on a par with rates 
among other adults). without Social Security, about half of the 
elderly weuld hava incomes below ch« Pad«r«l govemmenc' s xuck. 
bottom definition of poverty. 

Buc Social Security is much more than an antipoverty program. 
Because Social security benefics are noc meanB-ceacea, those who 
are above the poverty level are able to add other income to Social 
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security, and thus provide a level of livlnq in reciremenr rh.r < 

SSor°obit=t^"'°^.^1=" '""̂ y ^° while w o S i n r ^hS is : major objective of Social Security as the basic tier in ^ ^ K ^ 
tier system which includes priv.ce^>en.ions an5\ndlv?duai ^aSiSgS; 

over ^sl^nirrlS^'tV " ^y*^ ^^"^^ Universal. Of those 65 and 
e l i i l h i i P^rcP.nt are receiving benefits, with another 3 percent 
eligible to do so when chey retire. Social Securitv foil£wl?^^ 
:r'w%e^"" l̂s"e'''° - ^ ^ ^ P f c c e c t i o n beforeTeKr^Siirris'S^ 
as wages rise. After benefit receipt beqins, benefits ar*. 
inflation proof, a guarantee that no private p'enŝ on has rJade. 

social security is an earned right growing out of oast work 
and contributions, self-financed entirely^by diSicated dS^ctiCnJ 
from workers' earnings matched by the employer, by taxes on |ocl2l 
security benefits and earnings on the T^Sst Funds A^iniacratJji 
expenses, also financed entirely from the above sources take lea« 
than one cent out of every dollar paid in. take less 

™rhJ?!«*iJ*''"f^^^ "̂""̂  "''^"S the future. It ie a 
mechanism today for sharing among al l working families tho burden 

SLauVe of S o c i i ? % ' ^ " r ? ' •'̂ ^̂ '̂  '̂ ^̂ ^̂  "̂ ^̂ ^ disabilities •ccause of Social Security, no one family has to bear alone wh*f 
could be the huge cost of caring for parents whS Trl elci^r tht^ 
average or who outlive their savings*; AS with a l l ineura^cr 
families pooled together are protected by having to pay for only 
p J ^ r a ^ " ^ * securicy is our famll/ ]protec??iJ; 

n..;,̂ i5®':f«"i™JSf/"̂  Security spreads che risk and because of che 
nearly universal coverage today, relatively few older retired 
people have to move in with cheir children to make a go of i t 
no^tiJfi^'i "^i^""® °' married couples are spared the pain of 
periodically having to arrive at mutually acceptable decisions 
acout how much of the family income should go to supporting elderly 

grandparents rather than being used for themsllves and 
their children. 

™ , S e c u r i t y also provides current family protection by 
providing ongoing insurance against loss of family income due to 
death or disability. Among the 43 million Americans receiving 
monthly benefits, over 3 million are children under 18. mostly 
children of deceased workers, and nearly 6 million adults are being 
disabilities ^^^^ <li8abilicies or are dependents of those with 

Social Security provides $i2.l trillion in l i f e insurance 
protection an amount which exceeds by 51.3 trillion the combined 
ln^L°Lf i \^^^' '^ ' '^ }^^^ insurance policies of a l l types in force 
52rl !„2̂ ii'?.̂ *̂''*'2 '̂̂  "̂ ^ P^tection for young families is 
^hn^t^ t ^ " ^ ^ - * 27-year-old couple with two small 
fvJ:;!^^ «nd earning average wages in the event of the death of 
either would have survivors' protection worth 5307,000. Disability 
protection lor cne same family amounts to $207 000 
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The contributions to society are the most important ways of 
judging money's worch under Social Security, buc che 
reeonmendations described here greatly improve "money's worth" in 
cne narrow sense of che concrlbucion/benefit ratio for individuals 
as well ae in che larger societal cense. 

It is extremely important that Social Security, che basis for 
all retirement planning continue to be in the form of what the 
pension experts call "a defined benefit plan" promising specific 
benefits chat are not affecced by markec fluccuations. The 
individual's voluncary investments in IRAs or 401 (k) plana, for 
example, may reasonably form an additional tier of protection which 
varies by investments returns. Buc this is desirable only if on 
cop of a reasonably adequace Social Security system chac covers 
just about everyone. 

Basic protection one can count on is particularly in^ortant in 
a dynamic, risk-taking economy such as ours, where long-established 
businesses may fail even as new ones are springing u^ and where 
whole induocriee may find themselves quite suddenly m decline. 
More than nose, our economy rewards rapid adaptation to changing 
conditions. That is one reason why i t 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 chac Social Securicy supplies regardless of 
downsizing, mergers, bankrupceiee, and volatile employmenc levels. 

Social Securicy is far from being broken and requiring major 
change. It keeps up-to-date with wages and thus with increasee in 
productivity prior to benefit payment and the benefits, payable for 
life, are protected against inflation wherever i t goes. The 
benefits are modest but che protection is secure. 

The situation with Social Security is similar to that of 
homeowners with a sound house they very much like but with a need 
to refinance the mortgage. They do noc need co cear anything down. 
They do not need co restruccure or repair. They need only to 
improve the financing. 



uu.v. ..tote i-cKisiaiuie WOUIQ DC 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. 

system & IA,U.W_. . 
this week's vote puts her on nou.-̂  
administrators are nervous about the cu.. 
suspicious of her motives. The only way to allay thai 
suspicion is by allowing a broad and open debate on 
CUNY's future. 

A Fresh Look at Social Security 31<̂3(. 
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 Govem­
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 Govem­
ment bonds. But by about 2030 the system is expect­
ed to mn 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 tums 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

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 payroll taxes in the stock market. But in this 
plan, the Govemment, not individuals, would do the 
investing — saving overhead costs and preserving 
the option to redistribute retirement benefits to 
poorer workers. Under this plan, Govemment 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 retii-ees 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.I.T. 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. 
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The Treasury has introduced a new $100 bill find their way home through banks to the Federal 
Reserve System, which will destroy them. That is 



, . concourse, and a 
._jvc« .Ul- the dilapidated but still 

JS landmark. 
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 

Grsmd L-.. 
also one of the woiiu 
monument to New York's 
The only danger is that the maj.. 
station of its more prosaic but imp 
The planners have vowed to avoio 
mall feel of Washington's. Union Stati. 
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. 

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 is to 
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 
tajc 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 
triryis was already targeted as a way to pay for 

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 dill. 
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Senate Hears 
Idea to Invest 
Some Money 
ForPensions 

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 tbe 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 InvesUng some of Its 
trust fund assets In common stocks 
and mutual funds. Since creation of 
the Social Security program in 1935, 
the money obtained from payroll tax­
es and not Immediately needed for 
benefits has t>een Invested In Govem­
ment securiUes. 

Members of the advisory panel 
said stocks had outperformed bonds 
over long periods of time. The return 
on Govemment securities, while rel­
atively low, Is guaranteed. The panel 
acknowledged that stock Invest­
ments would entail 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-

Oavtd SoiU/The New York TUnei 

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 t>e Invested, though the 
Govemment 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. Fierst 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 
a radical shifi in 
Social Security 
policy. 

Investment decisions. In addition, 
she said, 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 suppon 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 mtuiy stockbrokers, invest­
ment advisers and mutual funds, 
said Mr. Moynihan, a longtime stu­
dent of Social Security. Mr Moyni­
han siUd he was not shocked, but 
delighted and surprised by the broad 

suppon for the recommendations 
among council members. 

Senator Breaux said, "If we can 
encourage Investment In equli 
It's a good idea, but we also want 
maximum protection" for Social Se­
curity beneficiaries. : ^ 

The Social Security tnist fund now* 
takes in more money In u and 
Interest than it pays out in sfits. 
But Federal officials say the pro-' 
gram will not be able to pay all the 
benefits eamed by members of the 
baby-boom generation because, un­
der the latest estimates, outiays will 
exceed income starting In 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 t>enefits 
paid to 43 million people. He said the 
Govemment could reduce the annual 
cost-of-living adjustment in such 
benefits t>ecause the current formula 
overstated Inflation. 
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Social Securit)' ad\1soiy panel proposes radical changes 
Investment iii stocks 
seen as ̂ '̂av to lncrea.se 
re\'enue as ̂ '̂orkers age 

By JOHN B. O'DONNELL 
BUN NATIONAL STAFF 

WASHINGTON — For years, 
Washington has considered Social 
Securily sacrosanct, and any 
changes in it taboo. 

But now, a proposal that would 
be truly revolutionar>' — 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 
credibUity, thanks to a Clinton ad­
ministration advisory group. 

Six of the 13 members of the 
Advisorj' CouncU on Social Securi­
ty want to keep the existing sys­
tem but would invest excess So­
cial Security tax revenue in the 
stock market, wluch, in the long 
run, would produce higher re­
turns. 

The seven other members 
would go further. 

They would require that some 
of all revenue 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, I 
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-
term record of stock market gains. 

Responded Mr. Moynihan: 
'The 1990s have been great; the 
1930s 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 
to retire. Moreover, young workers 
have little faith in the system. 

"None of my clients under 35 
believe Social Security will be 
around for them," says Michael 
Engler, a Baltimore financial plan­
ner. 

my- ^ .-J . 
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Daniel Patrick Moynihan, the 
New York Democrat, 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 
each retiree. 

Once baby boomers begin retir­
ing, there will be only 2.7 workers 
for each retiree. And by 2040, there 
will be only 1.6 workers for each re­
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 long run. 

See SUN, Next Page 
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Beginning In 2013, payroU 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 flind. 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 
beneflts, 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
temative 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 avaU­
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 a 
sharply lower pension beneflt. 

The Schieber-Weaver plan 
would require a transition from a 
pay-as-you go system. They pro­
pose a 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 beneflt structure but 
make changes to raise revenue, in­
crease taxation of Social Security 
beneflts 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-inHation 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 
coimcil. Only one other member 
supports it. 

Mr. Gramlich would continue 
to put the 12.4 percent pajToll 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 Umited 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 DAVID ROGERS 

Staff Reporter of T H E W A L L STREET JOURNAL 

WASHINGTON - Republicans are re­
treating from eariier 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 a 
bill this month that would give the Trea­

sury sufficient borrowing authority to 
carry the govemment into mid l997. By 
taking that approach, the GOP hopes not 
only to avoid another veto standoff wilh 
President Clinton but also lo 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 a short-term bili 
signed by Mr. Clinton Tuesday, has suffi­
cient borrowing authority now to carry 
the govemment 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 S4.9 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 
voters. Under current law, seniors age 65 
Ihrough 69 lose $1 of benefits for every $3 

See JOURNAL, Next Page 
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MATT ADVJBOKY eot.*NCII. JIXPOKT ' 

WOKMtlOATlOHfl MQ&KD2NG THB OVERALL SOCTAi SKCURZTV 9Y97ZH 
I 

Bi»-ce Ite lnr.«?tton, the fleclAl Security tystM hos tried to 
insure ooih eociei aaequcey and Inoividuai aqulty. Bk thP flr«t 
le Hie*nt ineurins a mli.imiiir ecandard cf living In tPtlMiwnt lor 
American workers *nd tneir Camliiei, along with protection 
•9«lnit inflation, diaobility end the fineneiel -riek" of living 
?.-?r^ *̂  "otnt alluring, viihin •one 
liBlte, that workers who h«vo paid inor- Jnto the ey>t«a in the 
form of wdyroli taxes receive higher benetite then thoee who have 
paiu leiG. 

„ . y J l l J ^ ' '^f^^ '̂ •̂ ^ ŷ*̂ *̂ ' tftcoe «deguBt;y end oquity 
"orker. could receive ^ 

feenofite that rwpleced a reJfitlvely lerg»r ehare ef their 
prtretir«n,.?nt •arningi than for hjgh-w«ae worken. tlipun** high-
wage wnrker* i t i l i received hi9her abeolute benefIti. fiut 411 
groups cf workers cuuid receive bentfits tnat eXeaxly eMoeeded 
the preeent valu^ ô  the taxis that they haa paid in to the 
sysLetu anrt that their eBploy^ra hao paid en their behalf. 

Because Lhe program has now matured tc the point that almost 
ell workers pay taxes lor their whoie wcraing careers, and 
iwceuse underlying lates of ecor.omic and population growth have 
isveiled off, it l i no longer pesaibU to echievo both ob<^tives 
•ImLlraneously. Vsre low wagp workers to continue receiving 
present isvels of benefits relative to their preretirement waoftfi, 
high woge workers could no Icngei receive benefits that t-lMrly 
eacenilffj Che present value of the taxae they and their employers 
p«iQ in. 

ft. . . I ^ ! ! ! "'^?'*?^''' trend* are complicated by anuthftr factor. 
As tne nation looks ah»-d, using zaasonebl* ecoflonio and 
aemographic asaum̂ t.ions, luturs expenditures undo* the Social 
f!"Ji^L^?^^.?;^?'"'"* " «1«-*S«' survivoro, and Dinability 
Xnauranre (OA»PI) are noiT projeetod to exceed Inbome. Under 
the intcrmodiete esBumptlcna set by the board cf Trijcteei 
average expenditures over the next 75 years are projected to 
excewJ average revenues by about J4 percent of toL«l 
expenditure*, for the first-29 yeaira of this (orecastlng horiaon 
there will actually be s olight surplus in the syctea. but onoe 
the encrmou.? saoy Boon qeneretlon begins retiring. J«rge detielte 
" t " * : V,^^? TiitloTi looks out 75 yeiri and beyondi thO deficlta 
get Gtoodily JArger. 

Thie long t«r« financial solvency Issua (empUeatee fuither 
problem of uiytng to aehlcve both social edcqueey and 

individual equity. Core beneflta ro be out ior curtint retiree* 
tne 

-•••ittKMi Mart i / t V M 
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and older wwrkerR to bring the syatem into long terir, balance, the 
•apwrted lifetime retirerotent benefits of older woikwrx wouio be 
less. Were taxes tu be raised to bring the aywten into long term 
balance, «H future retire** would be paying in mere lifetime 
Laxve. 

Thee« wfre the lasues thst cunfrnntod the 1994-95 
Quaiirennial Advisory councti. ror the most part the Council 
agreed to use the Rame econemie and defflogrephlc assumptions thot 
wers used by the Trustees. Thex« is ono tangible reason why 
thfl^e aesumptions could be unduly poasi«lstic — the possibility 
that ae o result of the report ©f the Advisory cemalseion to 
•tudy the rnnsumsr Price Index, there could be a downward 
adjustment in the way retlmmort banefits are adiustad tor 
inflation -- and thp council did make sn Adjustnent for this 
possibility in comparing diffstejiL policy approfichos. 

rhe Council eAyresseo interest in thikit rfffferent approachar* 
tor incurlng bui;J.»l adequacy while improving individual eirjlty. 
One appvfM.ih involves a slight inrraase in taxis on b«.nefits, end 
lhti,\ letting the Social Security oystem invest these and other 
funds directly in ronmon stocks, or eguitloi. Historically, 
returns on equitiio have e»c*re<led those on governaent bonds 
(where all Social Security funds are now invpfted), and i£ thie 
equity pr*ir.iur.t i>«*ralst8, it would bu possible to increaae 
benefit.? fnr future retireisfc without worsening social adeguaoy 
protectio.'JB against iriw wsoec and retiremer.t benetlto, 
disability, end the xlnancial risk of a very long llf«e. 

Another very different approach is to create Individual 
accounta witliiu or alongside the Socinl security eystem. one 
option hfrv would involve a flight, reduction in the future growth 
of Social Security benefltR alongsids a nand.Lury contribution of 
l.« percent of covered payroll to individual accounto. »h«K.. 
individual eccounts would be lield by the OhBDI Truat Tunds but 
with cnnetrained investment choicat available to individual* It 
irrtividual* were to Jwvote the seme share of the fundi to 
??"i^*T2 t l i^"*'.?? Pfiv»t« '""da they already ywn and manage, 
i ^ h S " i \ ^ * P««sil6ia to rajH* beneflta for futuri retiree., aglin 
withnut harming eocial edeguacy protsctlons 

A third approach would uu even further do-n thia road of 
creating individual accounts by dsvotlng a rrueh larger share. 3 
percent ef covered payroll, to thesft Iraividual account-. Were 
this approach te be followed, fot youngst worVer̂  the present 
.social security syatam would move gradually m the direction oi 
ŷ**'v?f?*'*'̂ "̂3 • beneiit to full career workers, along with 

Pr<»«»''*i«>«- Th* irdi»id«al aeeo2nta 
mioht be held by the central eystem or rhey might bO held 
privately. Again, indlvidviala wouM have eenstrelnwd ehAieee on 

the funda were /nan̂ ged. Tharo wowid noed to be « tax o* thS 
equivalent OT l.5( percent wf payroll necesssry to finanee the 
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transition to thie new regiiov« rneugn the tax wouiU not actuollv h«ve to be a payroll t.*«. .vw-o**/ 

.. ''̂  theae approaches hav« in eetwon that t.hey involve 
higher national savinrj tor rotlremcnt, with soma way to get aomw 
ot this higher national oaeing investod in the stock market. At 
51!! 5*?" ^ i " * ' app.'-rachos involve very dlfrstent vicions for 
the future jvoluLion of the U.S. retirement systea. Individual 
Council members want it underaLuod that while t.̂ ey all Andorae at 
leest one nf the suggested aprrcaehee, they nav not want to 
endorse xn any way. shape, er fon th* ©ther approaches. 

This report firet Outlined these princlbles on which there 
wefc brosd aoroenent within th* Council, i t covers 
roeomaicndatlon* for the general soulai Security oystem, 
reconmcnJ«.tions regarding rettsarch and data, and ie«,-oimeftdations 
regercing private penaions. it then de*»rlbe<!t tho throe 
dlltercnt approaches in more detail. There arc then further 
suppiemenf:«ry ftatemento from individual Council mombers. 
r.nauy, tne report InciudiF sumr.aries of reporte of two 
technical panels oi experts commissioned by the Council; one 
Invc.ving the assumptions ami ir.ethoas uaed by the Truoteos, and 
one involving trends <uid issuce in retliMw-Tit saving. 

Th* Council affirmK tne desirability for the nation te maintain a 
unlveiaal and mandatory retirer.ent, survivczC/ and diK*h.tllty 
plogrnm. ' 

Th* Council rejects th* propoHllon thot Sooial Security 
WIU "not he there" for future vmeratior.B. Changea can he made 
tc b«l«nee the program in wiiys that preaervc both individual 
equity end social adequacv, and provide for continued protection 
against irfletion, disability and for worxors who live very long 
llfefimes. Theoe chajigex. If made oocn enouyJi. can provide for 
significant inciMMves In the beneflta r<̂ r.eiveo by younger 
wockeiaI 

The Council urges that early action bo taken te reform and 
supplement Social Sucurlty. 

Vhile 0A5CI Cfvenues tit oxpoetot to exceed eapHndlturos ior 
rfnnther two decades/ Lhe council urges that early action be taker, 
te correct th* nctuarlal imbalance in the system, laptnditures 
begin to rise ropidly once thu seby Boom generation begins 
retiring In little more than a decade. Ac'.lona taken now to Cut 
beneflta or ralkw TJIXOS can genecete revens** right away, thebw 
rovenues u*tn be invoetod In equities right away (vlwther diraetly 
or Through lnd:vidua: at-tounts), and these investjaents ean raise 
DeneiJti lor younger workers, lhe yourger th« wnrker. the laore 
there is to be gained from early action. 
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thi the Increasing eoot of 
AjJiSiJJ ihSX program, and ttrves that'tS. neS 

n' -iJcfir-Msŝ jijt̂ sî asnoia .id 
SSncJJSS iSSu? its fn?^:.!?*' ""̂ y »" '̂ ^̂  Congr«i bo i «w3ut its IncraasJny cost, zta caoolodds ara ilkeW 
£j«cJ:j:"f:r%^i*'^S'T' 0*n>c,raphic factor! tSatItS?L*ii;^^ forecasti for tho Old-Age and Survivors Xnsursnc. program. 

The ceoncil boliev«e that the traditional 7$-yaar fbrncastmi, 

tno vA&Di Truat Funds 75 years in advanco. ficeause of underiw<«« 
denogrephic and economic trends, if the program^"*?; SthJJw^i^' 
brought into IJnsnclal balance for 75 y o i i o ' " 199?!. a f J ^ ^ i S J 

parloa and put the syitom out of balance. -i-in. 

The Council th.rofore urges that forecasts otill b« done tor 
itruI^^T'S f^'rizcn, but th«i initoad of just -rrtvlng at 
JJiSiJ t ix^ini^^fTf ' I '̂̂ ^̂  fcrocattt in addiUon 

Jlc«Ser«5^Jhr^r 5*̂ ®̂' tha last two 

T^!4««""5" f pcactic. of annual eest-bf-
f i ^ i l l a ^ ^ " " ' continue aeeording to «i> automatic 

J'''̂ "*̂  adjUBtmenta for inflation, 
"tiroes, hel|. -.aintain their real livina 

"f̂ e Council .fflnns thit one of th- ImpJ^int ' 

K?5;jsint'voL;'"'̂rT̂"''i'f**̂  irifiotierin mo poit-
n^.,^?* c'*'""* structure of Social 
security, the Cuunril belioves that « program with lower initial 
bei.efxt loveio coupled with prwdiciabie co»t-o£-livinQ 
tdjufitmcnta ia ai;porlor to one that prumiios higher Initial 
bwneflt.B ftut leavee those benefits hostage to inflation. 

The Councti hat discussed the interim report of the Adviaory 
* rwDeelaiMV*! Dt«|» l / l « / N 
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? ^ i u ^ i ! u 1, Conaumer Price index, which finds that 
JlicJ ?n5ex frl:?V"f '""^ astirates of the CD.i.̂ umer 
l l r L I T l l "Pw*'̂  ty about one i»wreentage ooint 
I I I S^!:./"? Council understando thot the n.s nay already be in 
l̂ A t i " ^ l " l ^ 9 CPI to correct for oome of " l i Mat 

TMO "1 ?2;.S52,.S'^"?" il^^^V ; • i ^ ' ^ ' ^ r^luctioS ir I n f U u " 
reduction if SJ?o J;. " *̂ prvdant, however, this 
reduction ia only one-half percentage point ptt year. 

S?u5itJ!" eenventionai Means testing ex teeial 

rt-»«JlV«f*i ''ff^'i^y already takes income into seeeunt In 
Jarnf^i*^*"? jlAgiblMty. Ssn.fltB already depend pn l l J l - t l r * 

J»y component of Hfe-tlm. inJomer The Cou.neil 
cSiolJ!o^^SJ"5'r'' proposition that Souldl ^curity should alio 
k™"®"..**'"'*'^" °" «̂̂ on« m retirement- - pouulariv 
known «s "mw-ns-tostlng". Heana-testlng en the basis of otLr 

particularly as iDrtividuaie approach rotiroment: 

pJSte^tJd" benefit* for low wage retirees be 

Council recognireo that Moae cuts in benefits, as 
S. JSSrtai'LT''"'''' law, may be nececsory to -r.hJJii"inj-term 
«am«! !̂  balance. At the same time, thi Council ie »indful o: 
rSSn^ c - r f i ? i ^ r ' " ^ dito that report vory high rates o? pSioJJy 
th!«̂ î  f^Si** 2""F' ^^ri9iiQi^riwB, Such higher iat.s 
than in othor dove'oped countries. *ok,w* 

i" * * benefits are te b« cut, the council pref-re to 
protect benefits for werkera with low to average waues to avoid 
oacrificing on the goal ef anni.i edeguacy. "nrk«rit the JS^ 
o5i!c?.«'?* t " } * f*-'" P^^tectild by a eoD^lSetion uf 
invi!im«n* increases end by ritiroment f u ^ 
inveatment policies, elong with private pensioi«k. 

Tho Council roeoaiaends that If benef its are to bo rut ea eomBai-.d 

previous ledurtions in Social «*..;urity benef ite have 
somotamw Involved real cut. In benefits, situations whore 
yuunger retirees with tho Same relative w-^ings tccoJd! L older 
retiroo. received Lower real benefit.,. These ieal bSnetl?^ 
reductions, or notchec, have been poreaived to be In^SuitLie 
among retireos. The Council urge.'Th.t beJeJlt chMSJfJt^Jid. 

eM-DMt«i«aU er»S» l/t»/M 
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m e way that avoids real raduutions m benefits for sinaiarly-
situatad workers rer.lting later in time. 

Xh*> Council believes that tha structure of fanlly benefits In 
soci&l Security should bo revised and reconnsnds a change in the 
relativs level of spouse and survivor bentfits. 

staticticsl studies Imply that It coata retired survivors 
about thitse-cjuartsrs as Buch to live ss retiree coupler. On the 
basis ot this information, the Council believes that the benefit 
structure for ipouscs ond widnw(cr)s should be revived, vpouse 
benefits (benefits pflysble to a wife or husband when both spouseE 
are alive) should be gradually reduced, so that tbey are either a 
cmaiicr fraction of the benefit paid to the principal earning 
spouse or a flat dollar amount. 

Thw Council also believe* that survivors' (widow or widower) 
Jsenefits ahould be Increased as a fraction o* what a couple wan 
recstving hefore one opouse died, in the current structure of 
Social Eecurity. the council r«commendj» gradually increasing 
survivor benefits to the higher of the decedent's benefit (that 
i l , the present-law survivor's benefit), or 75 pereent of the 
coffitined bonofit that the survivor and decadent spouse were 
receiving when both wete alive. 

The council recofflmends that, effective in 199 8, all new hires in 
now uncovered state and local govornaiont jurisdictions should bo 
brought within Social security. 

The one remeil^lng sector of the economy with less than 
virtually coinpleto Social Security coverage is the er.ato and 
loc^i ooctcr. Since the Council believes that all wor)cing 
Americans should both receive end pay tor Social Security's 
protections, the Council recommends that all new state and lorai 
hires be brought within Social Security, beginning in iy98. 

As when Social Security coverage was extended to other 
sectors, thie e*pantilon of coverage will entail some transition 
difficultiRa. in partlculex, tho council recognJEea tbst this 
change ©ould adversely sffoet the financing of some Iwea-than-
fully-fundod state ond local pension plans, but the Council sees 
tho long run advantages of complete coverage outweighing tho 
costx, which should be moderate in any casw because only new 
employees are required to be brought Into the system. 

Tne Couneil recommends that the retirement saminffs teat be ([T T 
•ubst*ntl«ny modified. ^ /?•/( 

The Couneil reconsnends aubatantlally modifying Lhw 



IS 
rutiremeriL e-rniftgc test, A, a result of earlier legislative 
ehaneet, the Icr.g-tena aet«ariAl evai euch a rcdlJication 
iT2i.S ' i * council arprovss ot of fort* ccrzently under 
dlscuSBioh in Corjress to talio th,. retironont earnimi. test 
exenpL amount for b*n*£l,ii«rl*s who hove atteined nersial 
rotir*»cnt ô w. vndar this legisl.itlen. the extnpt em̂ ur.t would 
hi" increased in a t * ^ Lc 130,uuo in 2002, with subscguent 
adlustmr^nt- bi«*ed en the givwUi ir. average wagee. 

The couneil reeenaMnds that uierc be no, er very l i t t l e , 90nrral 
revenue financing for B»«ial Securicy. 

Soeiel «̂ i:urity hao woxkeo weU ac an actuarially souno 
preg,eiu iniurjng »oci*l adequacy and lr.civ>dual equity aao.w 
A«erlo9r. work*m. M aiseussad pbove, i t will be »i«rd©x to 
prowitc thecc geai« lioir now on w\thin a constant peyroli l««, 
M- ths council s t i l l doco not mtnh to usr general rcvenuoa to 
finance the SVStOff,. 

*^'K!!I''??*^*'* ®̂ tru,rAplc pertains tu the income 
taxetiuii uf bar.etits. As a result ut previnuit legioiatlve 

rovex.u*-' from taxing flaci.*! $*ccrJtv beneflta are 
^J^f ^^C^.^^r, 5* CA5DI 'iruir Fund* and th« Health insurance 
(HI) Trust nmcl. ^ i i t all Uiiwv plarj mentlohcd ebove wuuid 
cent nu* cr ocpar.d this tfcX trattaeot for regular Beeial B^-curlty 
benafite (not tr^ yroceetfs fror inaividual accojnt*-), some 
council eombcr* wegld favor crediting the fed*r*l trtaeury, rot 
th* Ohopx aiiL' MI Trutt rur.c;, wit.h any binctit tax <vw*nu*s at 
tn* fc^rliaat opportunity. 

..... *Aiin reeciv* And p̂ y tor Social Security's 
prot*ctl«n», the Council recon«iena» t.i*t «ll new atate end loral 
hires be brought within Social security, beginning In lyss. 

As wŶ -n Social Security covB«af« was extrnSefl tjn rther 
sect.nrs, thie e«pan*:ct. of cover.-̂ ga ei i i entail ouv.e tranaition 
(llfficultsea in partieul«i, the i^ouneil recognlees that this 
ehtng* c«;uld edvar»Ply atfeet the fJnoucIng of sone l^sa-thon-
fully-funded atate and locftl penfien ploni. But the couneil sees 
tho long run advdnttges c! conclere revarage eutweiglilng tno 
CoaLn, vnioh enfruld bn eadoratt, in ony CA.M because only new 
Off^lcycee ere roquirtd to b* brought into the syafem. 

Th* council recnmmi.nd* that the ivilreMnt eaminea Uel be 
ajb*t«nLl«iay noQified. * 

The Council recoRBiende aubatantially awdlfymg lhe 



JAN-23-1996 16:55 CEfi 

JW<-?.V9e TUE ]J:CO C:)WISS:OKcRS OTFICt X FftX KO. 2924k27]74 P.OB 

RECOKMENbATrdNS RECARPZNQ RESEAKr.K AND DATA 

The Couneil recommends t.hat S&A enhance its rvKoarch and analysis 
eapabilltles with greater In-house resources and outside 
consultant services. 

The council hes beconiw awaro that the resourcus available 
within the SSA to provide research and analysis are not 
suffirient to address adequately ths problems facing the prograni 
over both the short- tnd long-term. Sophisticated research and 
analysis siust be readily available to po)tcy-makers to promote 
ssnsiblw policy changea. 

Th« Cniincii believes that the xesoaroh end SAalytical 
capacity of the ogent-y, particularly the Office o£ the Actuary, 
should be enhanced with additional Xn-nouse resourcns sis well as 
outside consultant and contractual research services. This 
asslsrance would be helpful not only in understanding financing 
ImplicatlonK of refome, but also in determining distributional 
impacts of various propuKals. 

The Council supports the use of stochastic simulation modeling ao 
a tool for recognising wxplieitiy the uncertainty surrounding the 
Trustee'e demogrepbie and economic assumptienc. 

The Council feels that projections for the 75-year hnrixon 
Should be svadc through the use of stocestic aimulations. This 
technique employs probability distributions rather than point 
estimates of the possible future trends tu derive potential 
future outrumes. It allows for correlations between combinations 
of assumptions. The tecnnique olso recognises the iffipossibility 
of exactly predietlng future li>ng-tom maeroeconunilc and social 
trends. It penr.its policy analysis to be conducted in a way that 
ffioro richly and robustly inrorporstes this uncertainty into its 
mofisures of long-term financial viability. 

The Council recosmends that private researcher* be granted 
greater access to agency data. 

The Council belioveo that the value eS roeoazeh and analysis 
of Social Security data will be enhanced by providing private 
researchers with greater aoesss to thesp data as well as Lo the 
economic and actuarial modeltt need in forecasting and anaiyois. 
This access will facilitate oollaboratlon of outaide reae&rch 
with SSA rvMvarch for an exchange ef ideas, ar^lysis, and 
findings. 

sreater aooess to dats, howgver, would nesn providing 
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Rcchsnia/r.s while foci l i tJt in .^^f -^.1: °"?^ • ^•'^i^ty oi 
Thi« access inoy reSSlic J ! 5 ? f i " t * " " Ptojecta using theav data, 
private reerarchero of ronjiSi!Hl^?,f^*"Or sssurances by 
•oan better d o c S J J n t J u S r J } ' ' ? ; ^ : ; ^ ^ ' • ' ^ • ^ "-V 

r<«>C«ci.i«Ml er«c: 1/1 »/M 
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POLZCIKS KXCAROXNC UTKER RITIAIHCNT INCOME 

The Council supports the creation of Inflation-indexed bonds. 

The Council recomnsnds the crCQtion of inflation-indexed 
Trcacury bonds to enable individuals and pension plans to protect, 
retirement Income against inflation. Indexwd bonds could be 
issued by the Treasury and Lheir real interest rates could be 
determined in a compstitivs auction. Tho council bolieves these 
bonds could make it eusier to plan tor retirement by translating 
lump sum accumulations into retirement income flews. Indexed 
bonds would also xi.aVe it easier for private pension plans to 
convert lump sums mto lifetime benefits and for private insurers 
to offer indexed life annuities. 

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

Tlie Council cupports the inltlativo of tho Departments of 
Labor and Treasury to raise each individuol'a awareness of now 
much nertds to be saved for retirement. The sSA's distribution of 
"Personal Earnings and Benefit Estimate Statemenl" to those ags 
50 anil over in 1995 under Current law, and te everyone over age 
21 after the yeot ?000, is a helpful first step. The 
Administration and Congrebs should work on msssuras that enable 
employers to prnvido more retireaint planning assistonce, 
including inveataent slluc-./ition and returns. 

information is also needed en how to save and how to 
allocate rwlirement savings distrlbutiun* over remaining 
It retimes, enhanced education on the advantages of maintaining 
retirement aavingi dlstributienc in tax-free aceounte aleno with 

i*''^ ^ ' ^ V ' "̂ Tr«««ury indexod bonds would help to 
counter the tenJwncy of younger IndividuAU to consume their 
dl s Li* I bu 11 ons. 

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

The Council believec that the elaborate retirement plan 
rules that have been added since ths early ISSOg should be 
Btreamlined and revised tc enuourago more growth of rrivate 
pension plans. LegiKlatlve proposals to permit small businesM to 
adopt aliupllfled pension plans (euch as the Admini.tratiJn^J 
wationai employee Saving* Trust, or "NfiBT"! a K i ^ i " n J S "aafe-
harbor" rules fur all businssccs maintaining a salary rldHrtlJn 

®̂ *««'OiwiMaMi oeaft t/l«>>s 
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plan ahoxxia ba «nacted promptly. Redundant and overlapping rules 
should be considered for flimpluication er climlnauon. Felicy 
should be aimed at providing consistent contribution and benefit 
limits acreae various types ef retlrament caving* plans. 

In the light cf the revised ages lor full or early Social 
Security beneflta In present law and in sotP.e of the Illustrative 

tlana recommended by the council/ there might have to be changes n the rulee related to retirement ages and integration of Social 
security benefits. The council believes that any such changes in 
the rules ahould 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 thst 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 reasonsble economic assumptions and some margin fer risk. 
Projected benefit obligations should include anticipated pay 
Increase effects in both salary-rtlated and flat^dollar defined 
benefits. 

The Couneil favors rules that would encourage or require workers 
to maintain thair retirement saving in tax>lree accounts until 
retirement. 

The couneil supports changes that would eliminste the 
remaining acceea to •mployer-'uacSe contributions during employment 
with the employer who made the contributions ("in-service" 
withdrawals). The Council recognizes that increased restrictions 
en withdrawal or loans of employee-made contributions could 
discourage participation in some plans. Tha 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 ef converting lifetime 
benefits to lump sum distributions. 

The Couneil believes that pension plan managers should consider 
the interest of partieip&nts in making investnent decisloAS. 

The Council opposes legislation that would require pension 
managars to invest for eocial objectives/ and alao legislation 
that would permit such Investments at the cost of pension 

farticipants' economic interests. The Council is not against nvestments that have social benefits/ as long as those 
investments ara otherwise prudent. 

11 SM-oeelsieB&l bjkft lfi.9ti* 
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The Council feels that aaere of the previsions Of the Employee 
Retirement Income Security Act of l»94 should apply to atate and 
looal government plans. 

The council agrees that the time hes come to apply the Title 
1 provision on disclosure/ fiduciary standards and spousal 
•̂ ^̂ 5??. S"-.̂ "̂ post-retirement survivor annuities and 
qualified domestic relation orders) to these plans to protect the 
benefits ef the workers and their survivors. The Council does 
not recommend extending the minimum funding standards to state 

?^*} governments at this time in light ef the effects on 
some jurisdictions of the recommendation to cover all new hires 
at the atate and local level. 

Sre-0eoi»ie»4l Oreft \nt/U 
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MAXNTINANCK OP BINEFXTS REFORM PLAN 

One group of Council members favors a maintenance of 
benetite plan. It maintains the present social security benefit 
structure essentially as is. This structure has ««>jJl'*̂ r';"„i" 
a long time now, and the plan does not change i t . The plan gains 
some revenue by more complete federal income taxation of current 
Social security benefits, implicit in this takation policy is an 
eventual diversion of some revenues new going to the HI Trust 
Fund. It envisions a large scale investment of OABDl 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 prevision whereby from 50 
percent to 85 percent of Social Security benefits are subject to 
federal income taxes/ above seme thresholds. It woulQ replace 
this taxation scheme with an entirely different approach, under 
which all Social Security benefits in excess ef already taxed 
employee contributions would be included in the taxable income of 
beneficiaries. This Is the standard income tax principle for 
taxing the benefits ot retirement saving, though i t 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 ef 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 ef benefits) would 
continue to be credited to these funds. For a third, the 
revenues that now go to the HZ Trust Fund (basically from the 
difference between 50 percent and 85 percent inclusion shares) 
would be gradually dlvartfd to the OASDI Trust Funds. 

Cover state and local employees. 

There would be mandatory coverage under Sooial Security for 
all state and local government employees hired after 1997. 

13 see-beeiai«B«l De«ft l/lO/M 
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invest a portion of the trust fund in equities. 

The OASDI Trust Funds would begin devoting a share their 
financial assets to the equity market. Eventually this share 
iiSld build up to about 3f percent of the 'ujde' " " ^ J ; ;n 
amount that would be tantamount to one-seventh of ODP today s 
rat.s ra lower share of the likely aggregate value of common 
V t l l V sTncl lhJ"e?:rn"en equili.;'haJ >»i«terlcally outpaced 
that on government bonds that the system I?̂ ,*̂ ©!̂ *' JJiJ I V t l L 
inv.stmeSt would make it possible to pay ̂ ^Jj^".5;"S"!!.J^?!^* 
lower taxes than would otherwise be the case. The Council has 
done simulations indicating that from the •t»n?P;i;̂ Si.̂ ?» 
portfolio alone, such equity investments entail a slight increase 
in portfolio risk, but a risk that is probably manageable. 

Sinoe equity investment by Social Security would now be 
considered as outlays under federal budget scoring rules, thie 
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 et some point in the future, so as not to 
complicate pressnt federal budget balancing efforts. 

Stabilise the trust fund ratio. 

To stabillre the trust fund ratio thfire would need to be a"2 
percentage point increase (to 14.4 percent combined employer-
employee rate) in 2050. 

14 rre>»«tlileA4l B«»fft t/lS/SC 
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INPIVXOUAI, ACCOUNTS REFORM PLAN 

Another group of Council members favors an individual 
accounts plsn. It tries to preserve the •ocial •5»<3«»cy 
preteetions ef 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 tor a l l workers 
resulting from e gradual increase in the normal Retirement Age 
(HRA). Part ia specific to hioh wage workers coming from a 
slieht adjustment in tha benefit sehadule, though with an 
impJoveevank in survivor's protection. w^Uj^^*' • 
contribution of 1.6 percent ef covered payroll that . J * / * ^ ^ 
by the OASDI Trust funds as Individual accounts. Individuals 
would have constrained investment ohoices on how these funds were 
te be invested -- ranging from a portfolle consisting entirely ci 
safe bonds te common stock index funds that replicate the 
behavior of the entire stock market, The accumulatiens from the 
individual accounts would be converted to minimum gcsrantee 
Indexed annuities when the individual elects retireme.-it, which 
could happen any time after the pressnt age ef earliest 
eligibility (EEA) for Social security benefits. 

The important specific provisions ara ss fellows: 

create mandatary individual accounts in the amount ef percent 
of covered payroll. 

individual accounts in the amount ef l.C percent of covered 
DftYroll would be created, individuals would have constrained 
choices on how tho funds were to be invested. The accumulated 
funds would be converted to minimum guarantee indexed annuities 
when the individual elects retirement, sny time • f ^ " the EEA. 
Thesa individual accounts would noc be included in the federal 
budget, though the rest ef Social security would remain en-
budget. 

Gradually increase the KRA. 

The NRA would incresse by one month a year from year 3000 
through year 2035, at which point i t would be 6S. This means 
that the KRA would be about the same as under present law until 
yaar SOU. After 1035, the MRA would be keyed to increasee In 
longevity, which means that i t would increase by about one month 
every two years under present demographic forecasts. The SEA 
weuld remain unchanged at age 63. 

IS tM«pe«i*fcan4l SnCt t / l t / l f 
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Scale back benefits fer high wage workers. 

The 32 and 15 percent conversion rates in the present 
benefit schedule would be gradually lowered over time to 35 and 
12 percent, respectively. Xn combination with the change in the 
NRA, benefits could be financed with a stable trust fund ratio by 
the 13.4 percent payroll tax. The coBbination of all changes in 
benefits would mean that fer low wage workers social Security 
benefits would grow nearly as rapidly as everall wages, while fer 
high wage workers Social Security benefits would grew slightly 
mere rapidly than prices, benefit changes would be phased in to 
avoid notches, er drops in real benefit levels. 

Increaae survivors preteetien and altar spousal benefits. 

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

Tax Social Security benefits under income tax principles. 

All social Security benafits in exeess ef elready taxed 
•mpleyee contributions weuld be included in federal taxable 
income. The income thresholds would be gradually phased out. 
This revenue weuld be credited to the OASDI Trust Funds, with the 
HI Truat Fund credited with the same revenue i t is now getting. 

Cover etate and local eBiployeas. 

There would be mandatory coverage under Social Security for 
ell stste and local employees hired after 1S97. 

tstend the computation period to 2S years. 

The social Security benefits eemputatien period weuld be 
.raised from the present level ef 35 years te 36 years. 

lilminate income taxes en the proceeds ef Individual aeeeunrs. 

Sines the individual aeeeunts eeuld bo invested in equities, 
they would not be included in the federal budget. To avoid 
short-term revenue less, contribations te individual aeeeunts -
would not be deductible under the present federal income tax, but 
when benefits trom these individual accounts ars received, these 
benefits weuld be exempt fron all federal income taxes. 

16 »M*a«el«leMl Sftfc 
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PERSONAL SECURITY ACCOUNTS 

A third group ef council members favors a personal security 
account (PSA) plan. It weuld creatt mandatory PSAs dedicated te 
retirement saving and financed by a rebate ef 5 pereent of 
covered payroll. The FSAS would not be held by seoial S^f^fity^ 
but they weuld be subject te necessary regulatory restrictions te 
make sure they were invested in reputable financial instruments. 
They would be available to workers at the lEA — the Social 
security Truet Fund weuld be required te create actuarially fair 
indexed annuities for these PSAs, but individuals weuld net be 
required to receive their ISAs in ths form of indexed ennuities. 
The 7.4 percent ef cevered payrell still devoted to Secial 
Security would be used te cover a flat benefit available to all 
full career workers, plus continusd sarvivors and disability 
covoiage. Present day retirees weuld be left unaffected by the 
Plan, and present day workers ever 30 would receive credits based 
en present day benefits. There would be an additional tax in the 
amount ef abeut one percent ef ODf to finance the transition, 
along with soms additional borrowing. 

The important specific provisions are as follows: 

Create the PSAs. 

The plan creates mandatory F6As 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 CSA. 
Individuals would have the option ef buying actuarially-falr, 
minimum guarantee indexed annuities from E5̂  at that time, but 
they would not have to uss their PSAs in this way. They could 
also retain their PSAs and include them in their estste. 

Increase the NRA. 

It is necessary to specify the NXA in such a plan beceuse 
the eredlte due workers from the existing system depend on this 
KRA. The KRA Will be increased by two months each year beginning 
in aooo through 2017, at which point the KRA 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 SEA veuld 
remain unchanged at 62. 

17 VM>9e«l«lerftl B«4(« Ul9/»t 
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Altar the benefit echedule. 
For individuals age 55 and elder at the beginning ef 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 veuld oonslst of the accumulations 
from their PSA, plus a flat benefit. At today's levels this flat 
benefit would be S2475 per year fer workers with at least ten 
yesrs ef coverage, rieing in steps up te $4950 per year for 
workers with at least 35 years ef coverage. Both amounts would 
be wage indexed from 1996 until the year tha worker retires. 

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

Finance the transition. 

Differences between the present system credits ef workers 
ever 30 and disabled workers and the 7.4 pereent ef covered 
payroll now devoted to Social Security will be met by a Jiberty 
tax. This tax will be in the amount ef about one pereent ef GOP. 
Additional borrowing of a like amount would be necessary in the 
eerly years ef 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 
•ystem 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 Secial security benefits under income tax principles. 

All Social Security benefits in excess ef already taxed 
employee contributions weuld be ineluded in federal taxable 
income. The income thresholds will be gradually phased out. 

•This revenue weuld be credited te the OASDI Trust Funds, with the 
HI Trust Fund credited with the same revenue it is new getting. 

Cover state and local employees. 

There would be mandatory coverage under Social Security for 
all state and loeal employees hired after 1997. 

18 »M*oeeiAX*n«i SrtCt i/is/S( 
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Eliminate income taxes en the proceeds of individual accounts. 

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

*M.seai*i*fl»i e»et i/ii/»< 
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COMPARISON OF FLANS 

The following charta compare these three plans. These 
comparisons are aSown ssparately for single and " " i ^ J ^ Y J ' ?o 
with low, average, and high wages. All workers are assumed to 
Mve normal incidince of disability and normsl mortslity. 

The charts show whst ara known as the money's worth ratios, 
the ratio of the present value ot expected benefits to jne 
present value ef ixpacted taxes paid by the employee ̂ nd the 
Jmjleyer en behalf l i the employee. The liberty ©f the PSA 
Plan IS also included en the tax side. These money's worth 
ratios are given by year ef birth, fer cohorts born as late as 
year 2010. 

When these money's worth ratios egual 100 percent, the 
relevant worker gets, on average, the same return in Bofjjl 
Security as he or she would get in the government bond market. 
Sut 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 s t i l l often a very good deal for workers whose 
money's worth ratios are below 100 percent. ,̂ dded to this 1« the 
communitarian satisfaction in knowing that i l l J^J^^^fJ^*';';*'* 
are well taken eare of. The difficulty in quantifying these 
inlu^nie ai;S cSSmunitarian values fer Social J'^vimy ahould 
make one cautieus about interpreting tee much from precise levels 
of these ratios, though trends in the ratios could s t i l l be 
meaningful. 

It ean be eeen that for all classes ef werkere these money's 
worth ratios are gradually dropping. They will etay roughly at 
preeent levels, with some cycles due te past movemente in wages 
and interest rates, unless chsnges are made in Sooial Seourity. 
But if changes ere made, both te raise aggregate saving for 
retirement and te plow some ef the funds into common stocks, the 
money'e worth ratios will rise for workers born after abeut 1855. 
All three plans described in the earlier sectiens make the 
requisite changes, and all three are responsible for risas in the 
money's worth ratioa ter younger workers. This is the reason for 
acting now, whichever plan one favors. Sarly action protects the 
retirement income ef our children and grandchildren. 

In terms of the specific plens, the money'e worth ratios 
depend both on the structure ef benefits and the amount of funds 
invested in the equity market. Fer workers with steady lew 
earnings, shewn in Chart I, the Maintain Beneflte (MB) plan and 
the Personsl Security Accounts (PSA) plan do abeut equslly well.. 
Both preserve lew wage benefits (the PSA largely bocauee of the 
flat benefit) and both invest a large share of retirement funda 
in the equity market. For workers with average earnings, the MB 

20 SM-SaetelMtX Sceft 1/lS/SS 
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Bian has a slight edge because of the benefit structure, while 
feJ woJkeJs With steady high earnings the sccumuletlens <xom the 
PSA «ri5fficient to give that plsn sn edge. The Individual 
SJJoISts (XA) plan does not show^s high money's worth ratios ae 
tuhS; Sf tSi Sthers, but it might be vljwjd J. a reajonable 
aecond choice in the event thst some of the i«9i»̂ *tive cnangee 
implicit m the ether plans prove to be stumbling blocks. 

31 n»'Deoi«lm4l Draft I/IS/KI 
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SUPPLBMXMTAL STATIKKNTB BY COUNCIL WHIERS 

aWCUTlVE SUMMARY OT THS TSCHNXCAL PANCL ON TRENDS AND XSSUSS IN 
RFTIRSMSNT SAVINS 

IXICUTIVS SUMMARY 01 THS TSCHNXCAL PANSL ON ASSUMPTIONS AMP 
METHODS 

35 »»«*D««ifti«MX e»f«. t/i»/s< 



Preamble - General statement explaining evolution of social 
adequacy and indiv i d u a l equity goals i n the 
framework of achieving long-term balance w i t h i n 
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 

E f f i c i e n t Management of DI Caseload 

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

Continue F u l l COLAs 

Reject Means-Testing 

Decrease Spouse/Increase Survivor 

Include All Earnings in Computation 

Include New State & Local Hires 

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 A l l Other Retirement Income Rec's 



Section I I - 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 I I I - I l l u s t r a t i v e Reform Plans 

Plan I - Leaves benefit structure essentially unchanged, 
increases some taxes & cuts some benefits. 

Plan I I - Moves i n the d i r e c t i o n of safety net program, 
holds down benefits & tax rates for high-wage workers, 
gradually converting to a double-decker system. 

Plan I I I - Moves more toward conversion to safety net 
program, creating ind i v i d u a l 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 o r i g i n a l s t a f f d r a f t 
long report as well as additional material 
provided by agency s t a f f . 

Economic and Demographic Annex 

Benefit Structure Annex 

Private Saving 

Section VI - Technical Panel Exective Summaries 
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E X E C U T I V E O F F I C E O F T H E P R E S I D E N T 

l l - O c t - 1 9 9 5 10:00am 

TO: 

FROM: 

Molly Brostrom 

Diana M. Fortuna 
Domestic Po l i c y Council 

SUBJECT: c o n f l i c t s f o r meeting 

My c o n f l i c t s next week are few: 

Not Monday 10/16 a f t e r 3:30 
Not Wed 10/18 from 12-3 

The week a f t e r t h a t i s t o t a l l y open! 

^ 1 "^^ l^^y^'^..\Lr^ Mi> 





DRAFT ADVISORY COUNCIL REPORT 

RECOMMENDATIONS REGARDING THE OVERALL SOCIAL SECURITY SYSTEM 

against inflation, disability and the financial "r?^k" i • • 

pa™ l i s t receive higher benefits than those who have 

goals'we^eMswJ r j . ^ l . ° L ^ ^ ^ '"^^^ adequacy and equity 
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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 i s one tangible reason why 
these assumptions could be unduly pessimistic -- the p o s s i b i l i t y 
that as a r e s u l t of the report of the Advisory Commission to 
Study the Consumer Price Index, there could be a downward 
adjustment i n the way retirement benefits are adjusted f o r 
i n f l a t i o n — and the Council did make an adjustment for t h i s 
p o s s i b i l i t y i n comparing d i f f e r e n t policy approaches. 

The Council expressed in t e r e s t i n three d i f f e r e n t approaches 
for insuring social adequacy while improving i n d i v i d u a l equity, 
^^fn^?^??^"" involves a s l i g h t increase i n taxes on benefits, and 
then l e t t i n g the Social Security system invest these and other 
funds d i r e c t l y i n common stocks, or equities. H i s t o r i c a l l y , 
returns on equities have exceeded those on government bonds 
(where a l l Social Security funds are now invested), and i f t h i s 
equity premium persists, i t would be possible to increase 
benefits for future r e t i r e e s without worsening social adequacy 
protections against low wages and retirement benefits, 
d i s a b i l i t y , and the f i n a n c i a l r i s k of a very long l i f e . 

Another very d i f f e r e n t approach i s to create i n d i v i d u a l 
accounts w i t h i n or alongside the Social Security system. One 
option here would involve a s l i g h t reduction i n the future growth 
of Social Security benefits alongside a mandatory contribution of 
1.6 percent of covered payroll to indivi d u a l accounts. These 
in d i v i d u a l accounts would be held by the OASDI Trust Funds but 
with constrained investment choices available to individuals. I f 
individuals were to devote the same share of the funds to 
?ri^,';?H ^^^y .^ ° private funds they already own and manage, 
i?i-ho^J >, P°̂ ^̂ l̂ l« to raise benefits for future r e t i r e e s , agaiA 
without harming social adequacy protections. 

A t h i r d approach would go even further down t h i s road of 
creating i n d i v i d u a l accounts by devoting a much larger share, 5 
percent of covered p a y r o l l , to these in d i v i d u a l accounts. w4re 
t h i s approach to be followed, for younger workers the present 
Social Security system would move gradually i n the d i r e c t i o n of 
nV^inf^"!' H ^ benefit to f u l l career workers, along with 
™t^h? i J and survivor's protection. The in d i v i d u a l accounts 
might be held by the central system or they might be held 
ĥ w ?hf r individuals would have constrained choices on 
now the funds were managed. There would need to be a tax of the 
equivalent of 1.56 percent of payr o l l necessary to finance the 
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t r a n s i t i o n t o t h i s new regime, though the tax would not a c t u a l l y 
have t o be a p a y r o l l tax. 

A l l of these approaches have i n common t h a t they i n v o l v e 
higher n a t i o n a l saving f o r r e t i r e m e n t , w i t h some way t o get some 
of t h i s higher n a t i o n a l saving invested i n the stock market. At 
the same time, the approaches in v o l v e very d i f f e r e n t v i s i o n s f o r 
the f u t u r e e v o l u t i o n of the U.S. retir e m e n t system. I n d i v i d u a l 
Council members want i t understood t h a t w h i l e they a l l endorse at 
l e a s t one of the suggested approaches, they may not want t o 
endorse i n any way, shape, or form the other approaches. 

This r e p o r t f i r s t o u t l i n e s those p r i n c i p l e s on which there 
was broad agreement w i t h i n the Council. I t covers 
recommendations f o r the general Social S e c u r i t y system, 
recommendations regarding research and data, and recommendations 
regarding p r i v a t e pensions. I t then describes the three 
d i f f e r e n t approaches i n more d e t a i l . There are then f u r t h e r 
supplementary statements from i n d i v i d u a l Council members. 
F i n a l l y , the r e p o r t includes summaries of r e p o r t s of two 
t e c h n i c a l panels of experts commissioned by the Council; one 
i n v o l v i n g the assumptions and methods used by the Trustees, and 
one i n v o l v i n g trends and issues i n ret i r e m e n t saving. 

The Council a f f i r m s the d e s i r a b i l i t y f o r the n a t i o n t o maintain a 
u n i v e r s a l and mandatory r e t i r e m e n t , s u r v i v o r s , and d i s a b i l i t y 
program. 

The Council r e j e c t s the p r o p o s i t i o n t h a t Social S e c u r i t y 
w i l l "not be t h e r e " f o r f u t u r e generations. Changes can be made 
t o balance the program i n ways t h a t preserve both i n d i v i d u a l 
e q u i t y and s o c i a l adequacy, and provide f o r continued p r o t e c t i o n 
against i n f l a t i o n , d i s a b i l i t y and f o r workers who l i v e very long 
l i f e t i m e s . These changes, i f made soon enough, can provide f o r 
s i g n i f i c a n t increases i n the b e n e f i t s received by younger 
workers. 

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

While OASDI revenues are expected t o exceed expenditures f o r 
another two decades, the Council urges t h a t e a r l y a c t i o n be taken 
t o c o r r e c t the a c t u a r i a l imbalance i n the system. Expenditures 
begin t o r i s e r a p i d l y once the Baby Boom generation begins 
r e t i r i n g i n l i t t l e more than a decade. Actions taken now t o cut 
b e n e f i t s or r a i s e taxes can generate revenues r i g h t away, these 
revenues can be invested i n e q u i t i e s r i g h t away (whether d i r e c t l y 
or through i n d i v i d u a l accounts), and these investments can r a i s e 
b e n e f i t s f o r younger workers. The younger the worker, the more 
there i s t o be gained from e a r l y a c t i o n . 
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The Council expresses i t s concern about the incr e a s i n g cost of 
the D i s a b i l i t y Insurance (DI) program, and urges t h a t the new 
Advisory Board work w i t h the Social S e c u r i t y A d m i n i s t r a t i o n (SSA) 
and Congress t o manage these costs. 

As i s common p r a c t i c e , the Council considered forecasts f o r 
the combined OASDI program, and a l l three approaches f o r 
balancing the system over the long run contain e x p l i c i t 
d i s a b i l i t y insurance p o l i c i e s . But beyond t h a t the Council d i d 
not study the DI program, and urges only t h a t SSA and Congress be 
concerned about i t s i n c r e a s i n g cost. I t s caseloads are l i k e l y t o 
grow because of the same demographic f a c t o r s t h a t a f f e c t the 
forecasts f o r the Old-Age and Survivors Insurance program. 

The Council believes that the t r a d i t i o n a l 75-year forecasting 
horizon should be buttressed with additional measures of long 
term s t a b i l i t y . 

The Board of Trustees now r e l i e s on a number of demographic 
and economic assumptions i n p r o j e c t i n g the long-term balance of 
the OASDI Trust Funds 75 years i n advance. Because of u n d e r l y i n g 
demographic and economic trends, i f the programs were otherwise 
brought i n t o f i n a n c i a l balance f o r 75 years i n 1997, a f t e r t h a t 
date the passage of time alone would change the f o r e c a s t i n g 
p e r i o d and put the system out of balance. 

The Council t h e r e f o r e urges t h a t forecasts s t i l l be done f o r 
the 75 year horizon, but t h a t instead of j u s t a r r i v i n g a t 
a c t u a r i a l balance f o r 75 years, these forecasts i n a d d i t i o n 
assure t h a t the r a t i o of fund assets t o annual expenditures, 
known as the t r u s t fund r a t i o , be s t a b l e over the l a s t two 
decades of the fo r e c a s t horizon. A l l the plans discussed above 
s a t i s f y t h i s requirement. 

The Council agrees t h a t the c u r r e n t p r a c t i c e of annual c o s t - o f -
l i v i n g adjustments should continue according t o an automatic 
formula. 

The Council believes t h a t annual adjustments f o r i n f l a t i o n , 
e s p e c i a l l y f o r o l d e r r e t i r e e s , help maintain t h e i r r e a l l i v i n g 
standards. The Council a f f i r m s t h a t one of the important 
p r o t e c t i o n s of Soci a l S e c u r i t y i s against i n f l a t i o n i n the post-
r e t i r e m e n t years. Under the c u r r e n t s t r u c t u r e of So c i a l 
S e c u r i t y , the Council believes t h a t a program w i t h lower i n i t i a l 
b e n e f i t l e v e l s coupled w i t h p r e d i c t a b l e c o s t - o f - l i v i n g 
adjustments i s sup e r i o r t o one t h a t promises higher i n i t i a l 
b e n e f i t s but leaves those b e n e f i t s hostage t o i n f l a t i o n . 

The Council has discussed the i n t e r i m r e p o r t of the Advisory 
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Commission t o Study the Consumer Tri c e Index, which f i n d s t h a t 
the Bureau of Labor S t a t i s t i c s (BLS) estimates of the Consumer 
Price Index (CPI) are biased upward by about one percentage p o i n t 
per year. The Council understands t h a t the BLS may already be i n 
the process of r e v i s i n g the CPI t o c o r r e c t f o r some of t h i s b i a s , 
and t h a t f u r t h e r c o r r e c t i o n s could be made. I n keeping w i t h t h i s 
e x p e c t a t i o n , the Council f a c t o r s a s l i g h t r e d u c t i o n i n i n f l a t i o n 
i n t o i t s f o r e c a s t s . I n order t o be prudent, however, t h i s 
r e d u c t i o n i s only one-half percentage p o i n t per year. 

The Council r e j e c t s conventional means t e s t i n g of Social 
S e c u r i t y . 

Social S e c u r i t y already takes income i n t o account i n 
determining e l i g i b i l i t y . B e n efits already depend on l i f e - t i m e 
earnings, a key component of l i f e - t i m e income. The Council 
r e j e c t s the f u r t h e r p r o p o s i t i o n t h a t Social S e c u r i t y should also 
c o n d i t i o n b e n e f i t s on other income i n r e t i r e m e n t - - p o p u l a r l y 
known as "means-testing". Means-testing on the basis of other 
r e t i r e m e n t income would create saving and work d i s i n c e n t i v e s , 
p a r t i c u l a r l y as i n d i v i d u a l s approach r e t i r e m e n t . 

The Council recommends t h a t b e n e f i t s f o r low wage r e t i r e e s be 
p r o t e c t e d . 

The Council recognizes t h a t some cuts i n b e n e f i t s , as 
compared t o c u r r e n t law, may be necessary t o achieve long-term 
a c t u a r i a l balance. At the same time, the Council i s mindful of 
numerous s t a t i s t i c a l data t h a t r e p o r t very high rates of poverty 
among c e r t a i n groups of older b e n e f i c i a r i e s , much higher rates 
than i n other developed c o u n t r i e s . 

I f and when b e n e f i t s are t o be c u t , the Council p r e f e r s t o 
p r o t e c t b e n e f i t s f o r workers w i t h low t o average wages, t o avoid 
s a c r i f i c i n g on the goal of s o c i a l adequacy. Workers a t the top 
of the wage scale s t i l l can be protected by a combination of 
p o l i c i e s t o c o n t r o l tax increases and by r e t i r e m e n t fund 
investment p o l i c i e s , along w i t h p r i v a t e pensions. 

The Council recommends that i f benefits are to be cut as compared 
to current law, they be cut i n a way that avoids r e a l declines i n 
benefits, or notches. 

Previous reductions i n Social S e c u r i t y b e n e f i t s have 
sometimes i n v o l v e d r e a l cuts i n b e n e f i t s , s i t u a t i o n s where 
younger r e t i r e e s w i t h the same r e l a t i v e earnings records as o l d e r 
r e t i r e e s received lower r e a l b e n e f i t s . These r e a l b e n e f i t 
r e d u c t i o n s , or notches, have been perceived t o be i n e q u i t a b l e 
among r e t i r e e s . The Council urges t h a t b e n e f i t changes be made 
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i n a way t h a t avoids r e a l reductions i n b e n e f i t s f o r s i m i l a r l y -
s i t u a t e d workers r e t i r i n g l a t e r i n time. 

The Council believes t h a t the s t r u c t u r e of f a m i l y b e n e f i t s i n 
Social S e c u r i t y should be revised and recommends a change i n the 
r e l a t i v e l e v e l of spouse and s u r v i v o r b e n e f i t s . 

S t a t i s t i c a l studies imply t h a t i t costs r e t i r e d s u r v i v o r s 
about three-quarters as much t o l i v e as r e t i r e e couples. On the 
basis of t h i s i n f o r m a t i o n , the Council believes t h a t the b e n e f i t 
s t r u c t u r e f o r spouses and widow(er)s should be revi s e d . Spouse 
b e n e f i t s ( b e n e f i t s payable t o a w i f e or husband when both spouses 
are a l i v e ) should be g r a d u a l l y reduced, so t h a t they are e i t h e r a 
smaller f r a c t i o n of the b e n e f i t paid t o the p r i n c i p a l earning 
spouse or a f l a t d o l l a r amount. 

The Council also believes t h a t s u r v i v o r s ' (widow or widower) 
b e n e f i t s should be increased as a f r a c t i o n of what a couple was 
r e c e i v i n g before one spouse died. I n the c u r r e n t s t r u c t u r e of 
Social S e c u r i t y , the Council recommends g r a d u a l l y i n c r e a s i n g 
s u r v i v o r b e n e f i t s t o the higher of the decedent's b e n e f i t ( t h a t 
i s , the present-law s u r v i v o r ' s b e n e f i t ) , or 75 percent of the 
combined b e n e f i t t h a t the s u r v i v o r and decedent spouse were 
r e c e i v i n g when both were a l i v e . 

The Council recommends t h a t , e f f e c t i v e i n 1998, a l l new h i r e s i n 
now uncovered s t a t e and l o c a l government j u r i s d i c t i o n s should be 
brought w i t h i n Social S e c u r i t y . 

The one remaining sector of the economy w i t h less than 
v i r t u a l l y complete Social S e c u r i t y coverage i s the s t a t e and 
l o c a l s e c t o r . Since the Council believes t h a t a l l working 
Americans should both receive and pay f o r Social Security's 
p r o t e c t i o n s , the Council recommends t h a t a l l new s t a t e and l o c a l 
h i r e s be brought w i t h i n Social S e c u r i t y , beginning i n 1998. 

As when Social S e c u r i t y coverage was extended t o other 
s e c t o r s , t h i s expansion of coverage w i l l e n t a i l some t r a n s i t i o n 
d i f f i c u l t i e s . I n p a r t i c u l a r , the Council recognizes t h a t t h i s 
change could adversely a f f e c t the f i n a n c i n g of some less-than-
f u l l y - f u n d e d s t a t e and l o c a l pension plans. But the Council sees 
the long run advantages of complete coverage outweighing the 
costs, which should be moderate i n any case because only new 
employees are r e q u i r e d t o be brought i n t o the system. 

The Council recommends that the retirement earnings t e s t be 
su b s t a n t i a l l y modified. 

The Council recommends s u b s t a n t i a l l y modifying the 

6 Pre-Decisional Draft 1/19/96 



r e t i r e m e n t earnings t e s t . As a r e s u l t of e a r l i e r l e g i s l a t i v e 
changes, the long-term a c t u a r i a l cost of such a m o d i f i c a t i o n i s 
n e g l i g i b l e . The Council approves of e f f o r t s c u r r e n t l y under 
discussion i n Congress t o r a i s e the retir e m e n t earnings t e s t 
exempt amount f o r b e n e f i c i a r i e s who have a t t a i n e d normal 
r e t i r e m e n t age. Under t h i s l e g i s l a t i o n , the exempt amount would 
be increased i n steps t o $30,000 i n 2002, w i t h subsequent 
adjustments based on the growth i n average wages. 

The Council recommends that there be no, or very l i t t l e , general 
revenue financing for Social Security. 

S o c i a l S e c u r i t y has worked w e l l as an a c t u a r i a l l y sound 
program i n s u r i n g s o c i a l adequacy and i n d i v i d u a l e q u i t y among 
American workers. As discussed above, i t w i l l be harder t o 
promote these goals from now on w i t h i n a constant p a y r o l l t a x , 
but the Council s t i l l does not wish t o use general revenues t o 
finance the system. 

The one exception t o t h i s p r i n c i p l e p e r t a i n s t o the income 
t a x a t i o n of b e n e f i t s . As a r e s u l t of previous l e g i s l a t i v e 
changes, revenues from t a x i n g Social S e c u r i t y b e n e f i t s are 
c r e d i t e d both t o the OASDI Trust Funds and the Health Insurance 
(HI) Trust Fund. While a l l three plans mentioned above would 
continue or expand t h i s tax treatment f o r r e g u l a r Social S e c u r i t y 
b e n e f i t s (not the proceeds from i n d i v i d u a l accounts), some 
Council members would favor c r e d i t i n g ^he f e d e r a l t r e a s u r y , not 
the OASDI and HI Trust Funds, w i t h any b e n e f i t tax revenues a t 
the e a r l i e s t o p p o r t u n i t y . 
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RECOMMENDATIONS REGARDING RESEARCH AND DATA 

The Council recommends that SSA enhance i t s research and analysis 
c a p a b i l i t i e s with greater in-house resources and outside 
consultant services. 

The Council has become aware that the resources available 
w i t h i n the SSA to provide research and analysis are not 
s u f f i c i e n t 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 an a l y t i c a l 
capacity of the agency, p a r t i c u l a r l y 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 i n understanding financing 
implications of reforms, but also i n determining d i s t r i b u t i o n a l 
impacts of various proposals. 

The Council supports the use of stochastic simulation modeling as 
a t o o l for recognizing e x p l i c i t l y the uncertainty surrounding the 
Trustee's demographic and economic assumptions. 

The Council feels that projections for the 75-year horizon 
should be made through the use of stocastic simulations. This 
technique employs p r o b a b i l i t y d i s t r i b u t i o n s rather than point 
estimates of the possible future trends to derive p o t e n t i a l 
future outcomes. I t allows for correlations between combinations 
of assumptions. The technique also recognizes the i m p o s s i b i l i t y 
of exactly predicting future long-term macroeconomic and social 
trends. I t permits policy analysis to be conducted i n a way that 
more r i c h l y and robustly incorporates t h i s uncertainty i n t o i t s 
measures of long-term f i n a n c i a l v i a b i l i t y . 

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 w i l l be enhanced by providing private 
researchers with greater access to these data as well as to the 
economic and ac t u a r i a l models used i n forecasting and analysis. 
This access w i l l f a c i l i t a t e collaboration of outside research 
with SSA research f o r an exchange of ideas, analysis, and 
findings. 

Greater access to data, however, would mean providing 
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additional security to protect c o n f i d e n t i a l i t y of records. I t 
is possible to ensure t i g h t security through a variety of 
mechanisms while f a c i l i t a t i n g research projects using these data. 
This access may require l e g i s l a t i v e changes and assurances by 
private researchers of c o n f i d e n t i a l i t y . Greater access also may 
mean better documentation of f i l e s . 

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 i n evaluating 
the financing of the OASDI Trust Funds. The Council believes 
that i t i s 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 c r e a t i o n of i n f l a t i o n - i n d e x e d bonds. 

The Council recommends the c r e a t i o n of i n f l a t i o n - i n d e x e d 
Treasury bonds t o enable i n d i v i d u a l s and pension plans t o p r o t e c t 
r e t i r e m e n t income against i n f l a t i o n . Indexed bonds could be 
issued by the Treasury and t h e i r r e a l i n t e r e s t rates could be 
determined i n a competitive a u c t i o n . The Council believes these 
bonds could make i t easier t o plan f o r r e t i r e m e n t by t r a n s l a t i n g 
lump sum accumulations i n t o r e t i r e m e n t income flows. Indexed 
bonds would also make i t easier f o r p r i v a t e pension plans t o 
convert lump sums i n t o l i f e t i m e b e n e f i t s and f o r p r i v a t e i n s u r e r s 
t o o f f e r indexed l i f e a n n u i t i e s . 

The Council believes t h a t government and employers should provide 
workers w i t h adequate and r e a l i s t i c r e t i r e m e n t income 
i n f o r m a t i o n . 

The Council supports the i n i t i a t i v e of the Departments of 
Labor and Treasury t o r a i s e each i n d i v i d u a l ' s awareness of how 
much needs t o be saved f o r r e t i r e m e n t . The SSA's d i s t r i b u t i o n of 
"Personal Earnings and B e n e f i t Estimate Statement" t o those age 
60 and over i n 1995 under c u r r e n t law, and t o everyone over age 
24 a f t e r the year 2000, i s a h e l p f u l f i r s t step. The 
A d m i n i s t r a t i o n and Congress should work on measures t h a t enable 
employers t o provide more r e t i r e m e n t planning assistance, 
i n c l u d i n g investment a l l o c a t i o n and r e t u r n s . 

I n f o r m a t i o n i s also needed on how t o save and how t o 
a l l o c a t e r e t i r e m e n t savings d i s t r i b u t i o n s over remaining 
l i f e t i m e s . Enhanced education on the advantages of m a i n t a i n i n g 
r e t i r e m e n t savings d i s t r i b u t i o n s i n t a x - f r e e accounts along w i t h 
the c r e a t i o n of a market i n Treasury indexed bonds would help t o 
counter the tendency of younger i n d i v i d u a l s t o consume t h e i r 
d i s t r i b u t i o n s . 

The Council f e e l s 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 t h a t the elaborate r e t i r e m e n t plan 
r u l e s t h a t have been added since the e a r l y 1980s should be 
streamlined and r e v i s e d t o encourage more growth of p r i v a t e 
pension plans. L e g i s l a t i v e proposals t o permit small business t o 
adopt s i m p l i f i e d pension plans (such as the A d m i n i s t r a t i o n ' s 
N a t i o n a l Employee Savings T r u s t , or "NEST") and s i m p l i f i e d "safe-
harbor" r u l e s f o r a l l businesses maintaining a s a l a r y r e d u c t i o n 
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plan should be enacted promptly. Redundant and overlapping rules 
should be considered for s i m p l i f i c a t i o n or elimination. PoJ-̂ Ŷ 
should be aimed at providing consistent contribution and benefit 
l i m i t s across various types of retirement savings plans. 

In the l i g h t of the revised ages for f u l l or early Social 
Security benefits i n present law and i n some of the i l l u s t r a t i v e 
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 i n 
the rules should be aimed at making i t easier for the employer 
plans and individuals to adjust to the new Social Security 
benefits and conditions. 

The Council endorses rules that permit " f u l l funding" of private 
defined benefit pension plans. 

The Council feels that changes since 1987 that have l i m i t e d 
the funding of the obligation of defined benefit plans are 
unwise. The Council urges that employers be allowed to fund 
f u l l y t h e i r on-going q u a l i f i e d benefit obligations calculated 
with reasonable economic assumptions and some margin for r i s k . 
Projected benefit obligations should include anticipated pay 
increase effects i n both salary-related and f l a t - d o l l a r defined 
benefits. 

The Council favors rules that would encourage or require workers 
to maintain t h e i r retirement saving i n tax-free accounts u n t i l 
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 r e s t r i c t i o n s 
on withdrawal or loans of employee-made contributions could 
discourage p a r t i c i p a t i o n i n some plans. The Council supports 
e f f o r t s to maintain retirement savings i n tax-free accounts a f t e r 
employment ceases, especially p r i o r to early retirement age, and 
expresses concern about the growing trend of converting l i f e t i m e 
benefits to lump sum d i s t r i b u t i o n s . 

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

The Council opposes l e g i s l a t i o n that would require pension 
managers to invest for social objectives, and also l e g i s l a t i o n 
that would permit such investments at the cost of pension 
p a r t i c i p a n t s ' economic in t e r e s t s . The Council i s 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 T i t l e 
1 provision on disclosure, fidu c i a r y standards and spousal 
protection (pre and post-retirement survivor annuities and 
q u a l i f i e d domestic r e l a t i o n orders) to these plans to protect the 
benefits of the workers and t h e i r survivors. The Council does 
not recommend extending the minimum funding standards to state 
and l o c a l governments at t h i s time i n l i g h t of the effects on 
some j u r i s d i c t i o n s of the recommendation to cover a l l new hires 
at the state and local l e v e l . 
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MAINTENANCE OF BENEFITS REFORM PLAN 

One group of Council members favors a maintenance of 
b e n e f i t s plan. I t maintains the present Social S e c u r i t y b e n e f i t 
s t r u c t u r e e s s e n t i a l l y as i s . This s t r u c t u r e has worked w e l l f o r 
a long time now, and the plan does not change i t . The plan gains 
some revenue by more complete f e d e r a l income t a x a t i o n of c u r r e n t 
Social S e c u r i t y b e n e f i t s . I m p l i c i t i n t h i s t a x a t i o n p o l i c y i s an 
eventual d i v e r s i o n of some revenues now going t o the HI Trust 
Fund. I t envisions a large scale investment of OASDI Trust Fund 
monies i n the e q u i t y market. 

The important s p e c i f i c p r o v i s i o n s are as f o l l o w s : 

Tax Social S e c u r i t y b e n e f i t s under income tax p r i n c i p l e s . 

The plan would repeal the present p r o v i s i o n whereby from 50 
percent t o 85 percent of Social Security b e n e f i t s are subject t o 
f e d e r a l income taxes, above some thresholds. I t would replace 
t h i s t a x a t i o n scheme w i t h an e n t i r e l y d i f f e r e n t approach, under 
which a l l Social S e c u r i t y b e n e f i t s i n excess of already taxed 
employee c o n t r i b u t i o n s would be included i n the taxable income of 
b e n e f i c i a r i e s . This i s the standard income tax p r i n c i p l e f o r 
t a x i n g the b e n e f i t s of ret i r e m e n t saving, though i t should be 
noted t h a t today r e t i r e m e n t saving i s now o f t e n taxed under 
consumption tax p r i n c i p l e s (which b a s i c a l l y imply t h a t 50 percent 
of Social S e c u r i t y b e n e f i t s should be taxed). 

This change requires several f u r t h e r adjustments. For one, 
the income thresholds below which Social S e c u r i t y b e n e f i t s are 
now not subject t o f e d e r a l income taxes would be g r a d u a l l y phased 
out, r e s u l t i n g e v e n t u a l l y i n the complete and c o n s i s t e n t income 
tax treatment of a l l Social S e c u r i t y b e n e f i t s . For another, the 
revenue from t h i s t a x a t i o n t h a t now goes t o the OASDI Trust Funds 
( b a s i c a l l y from the 50 percent i n c l u s i o n of b e n e f i t s ) would 
continue t o be c r e d i t e d t o these funds. For a t h i r d , the 
revenues t h a t now go t o the HI Trust Fund ( b a s i c a l l y from the 
d i f f e r e n c e between 50 percent and 85 percent i n c l u s i o n shares) 
would be g r a d u a l l y d i v e r t e d t o the OASDI Trust Funds. 

Cover state and l o c a l employees. 

There would be mandatory coverage under Social S e c u r i t y f o r 
a l l s t a t e and l o c a l government employees h i r e d a f t e r 1997. 
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Invest a portion of the trust fund in equities. 

The OASDI Trust Funds would begin devoting a share of t h e i r 
f i n a n c i a l assets to the equity market. Eventually t h i s share 
would b u i l d 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 l i k e l y aggregate value of common 
stock). Since the return on equities has h i s t o r i c a l l y outpaced 
that on government bonds that the system now holds, t h i s equity 
investment would make i t possible to pay higher benefits or have 
lower taxes than would otherwise be the case. The Council has 
done simulations in d i c a t i n g that from the standpoint of the OASDI 
p o r t f o l i o alone, such equity investments e n t a i l a s l i g h t increase 
i n p o r t f o l i o r i s k , but a r i s k that i s probably manageable. 

Since equity investment by Social Security would now be 
considered as outlays under federal budget scoring rules, t h i s 
change would require either a change i n federal budget scoring 
rules, or i t would require that Social Security's finances be 
e n t i r e l y removed from the federal budget. Such a removal might 
be undertaken at some point i n the future, so as not to 
complicate present federal budget balancing e f f o r t s . 

Stabilize the trust fund ratio. 

To s t a b i l i z e the t r u s t fund r a t i o there would need to be a 2 
percentage point increase (to 14.4 percent combined employer-
employee rate) i n 2050. 
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INDIVIDUAL ACCOUNTS REFORM PLAN 

Another group of Council members favors an i n d i v i d u a l 
accounts plan. I t t r i e s t o preserve the s o c i a l adequacy 
p r o t e c t i o n s of the present Social Security b e n e f i t system, though 
b e n e f i t s are scaled back s l i g h t l y as compared t o present law. 
Part of t h i s r e d u c t i o n i n b e n e f i t s i s standard f o r a l l workers 
r e s u l t i n g from a gradual increase i n the Normal Retirement Age 
(NRA). Part i s s p e c i f i c t o high wage workers coming from a 
s l i g h t adjustment i n the b e n e f i t schedule, though w i t h an 
improvement i n s u r v i v o r ' s p r o t e c t i o n . There would be a mandatory 
c o n t r i b u t i o n of 1.6 percent of covered p a y r o l l t h a t would be held 
by the OASDI Trust Funds as i n d i v i d u a l accounts. I n d i v i d u a l s 
would have constrained investment choices on how these funds were 
t o be invested -- ranging from a p o r t f o l i o c o n s i s t i n g e n t i r e l y of 
safe bonds t o common stock index funds t h a t r e p l i c a t e the 
behavior of the e n t i r e stock market. The accumulations from the 
i n d i v i d u a l accounts would be converted t o minimum guarantee 
indexed a n n u i t i e s when the i n d i v i d u a l e l e c t s r e t i r e m e n t , which 
could happen any time a f t e r the present age of e a r l i e s t 
e l i g i b i l i t y (EEA) f o r Social S e c u r i t y b e n e f i t s . 

The important s p e c i f i c p r o v i s i o n s are as f o l l o w s : 

Create mandatory i n d i v i d u a l accounts i n the amount of 1.6 percent 
of covered p a y r o l l . 

I n d i v i d u a l accounts i n the amount of 1.6 percent of covered 
p a y r o l l would be created. I n d i v i d u a l s would have constrained 
choices on how the funds were t o be invested. The accumulated 
funds would be converted t o minimum guarantee indexed a n n u i t i e s 
when the i n d i v i d u a l e l e c t s r e t i r e m e n t , any time a f t e r the EEA. 
These i n d i v i d u a l accounts would not be included i n the f e d e r a l 
budget, though the r e s t of Social S e c u r i t y would remain on-
budget. 

Gradually increase the NRA. 

The NRA would increase by one month a year from year 2000 
through year 2035, a t which p o i n t i t would be 68. This means 
t h a t the NRA would be about the same as under present law u n t i l 
year 2011. A f t e r 2035, the NRA would be keyed t o increases i n 
l o n g e v i t y , which means t h a t i t would increase by about one month 
every two years under present demographic f o r e c a s t s . The EEA 
would remain unchanged a t age 62. 
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Scale back benefits for high wage workers. 

The 32 and 15 percent conversion rates i n the present 
benefit schedule would be gradually lowered over time to 25 and 
12 percent, respectively. In combination with the change i n the 
NRA, benefits could be financed with a stable t r u s t fund r a t i o by 
the 12.4 percent pay r o l l tax. The combination of a l l changes i n 
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 s l i g h t l y 
more rap i d l y than prices. Benefit changes would be phased i n to 
avoid notches, or drops i n 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. 

A l l Social Security benefits i n excess of already taxed 
employee contributions would be included i n federal taxable 
income. The income thresholds would be gradually phased out. 
This revenue would be credited to the OASDI Trust Funds, with the 
HI Trust Fund credited with the same revenue i t i s now g e t t i n g . 

Cover state and local employees. 

There would be mandatory coverage under Social Security for 
a l l state and l o c a l employees hired a f t e r 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 i n d i v i d u a l 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 a l l federal income taxes. 
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PERSONAL SECURITY ACCOUNTS 

A t h i r d group of Council membĉ i-S favors a personal s e c u r i t y 
account (PSA) plan. I t would create mandatory PSAs dedicated t o 
ret i r e m e n t saving and financed by a rebate of 5 percent of 
covered p a y r o l l . The PSAs would not be held by Social S e c u r i t y 
but they would be subject t o necessary r e g u l a t o r y r e s t r i c t i o n s t o 
make sure they were invested i n reputable f i n a n c i a l instruments. 
They would be a v a i l a b l e t o workers at the EEA -- the Social 
S e c u r i t y Trust Fund would be req u i r e d t o create a c t u a r i a l l y f a i r 
indexed a n n u i t i e s f o r these PSAs, but i n d i v i d u a l s would not be 
re q u i r e d t o receive t h e i r PSAs i n the form of indexed a n n u i t i e s . 
The 7.4 percent of covered p a y r o l l s t i l l devoted t o Social 
S e c u r i t y would be used t o cover a f l a t b e n e f i t a v a i l a b l e t o a l l 
f u l l career workers, plus continued s u r v i v o r s and d i s a b i l i t y 
coverage. Present day r e t i r e e s would be l e f t u naffected by the 
pla n , and present day workers over 30 would receive c r e d i t s based 
on present day b e n e f i t s . There would be an a d d i t i o n a l tax i n the 
amount of about one percent of GDP t o finance the t r a n s i t i o n , 
along w i t h some a d d i t i o n a l borrowing. 

The important s p e c i f i c p r o v i s i o n s are as f o l l o w s : 

Create the PSAs. 

The plan creates mandatory PSAs i n the amount of 5 percent 
of covered p a y r o l l . The accounts would be held p r i v a t e l y , though 
they must be invested w i t h regulated p r i v a t e firms and they would 
not be a v a i l a b l e t o i n d i v i d u a l s any time before the EEA. 
I n d i v i d u a l s would have the o p t i o n of buying a c t u a r i a l l y - f a i r , 
minimum guarantee indexed a n n u i t i e s from SSA at t h a t time, but 
they would not have t o use t h e i r PSAs i n t h i s way. They could 
also r e t a i n t h e i r PSAs and include them i n t h e i r e s t a t e . 

Increase the NRA. 

I t i s necessary t o s p e c i f y the NRA i n such a plan because 
the c r e d i t s due workers from the e x i s t i n g system depend on t h i s 
NRA. The NRA w i l l be increased by two months each year beginning 
i n 2000 through 2017, a t which p o i n t the NRA would be 68. A f t e r 
t h a t time the NRA would be keyed t o increases i n l o n g e v i t y and 
would r i s e by about one month every two years. The EEA would 
remain unchanged a t 62. 
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Alter the benefit schedule. 

For i n d i v i d u a l s age 55 and older at the beginning of 1998, 
b e n e f i t s would be unchanged from present law except as im p l i e d by 
changes i n the NRA. For i n d i v i d u a l s under age 30 at the 
beginning of 1998, b e n e f i t s would co n s i s t of the accumulations 
from t h e i r PSA, plus a f l a t b e n e f i t . At today's l e v e l s t h i s f l a t 
b e n e f i t would be $2475 per year f o r workers w i t h a t l e a s t ten 
years of coverage, r i s i n g i n steps up t o $4950 per year f o r 
workers w i t h a t l e a s t 35 years of coverage. Both amounts would 
be wage indexed from 1998 u n t i l the year the worker r e t i r e s . 

Workers between the age of 30 and 55 would receive a f i r s t 
t i e r b e n e f i t under Social S e c u r i t y t h a t was a combination of 
t h e i r accrued b e n e f i t under the e x i s t i n g system at the p o i n t of 
t r a n s i t i o n , p r i c e indexed u n t i l t h e i r year of r e t i r e m e n t , and 
t h e i r p r o r a t e d share of the f l a t b e n e f i t t h a t would be provided 
under the new system. They would also receive accumulations from 
t h e i r PSAs. 

Finance the t r a n s i t i o n . 

D i f ferences between the present system c r e d i t s of workers 
over 30 and disa b l e d workers and the 7.4 percent of covered 
p a y r o l l now devoted t o Social S e c u r i t y w i l l be met by a l i b e r t y 
t a x . This tax w i l l be i n the amount of about one percent of GDP. 
A d d i t i o n a l borrowing of a l i k e amount would be necessary i n the 
e a r l y years of the system, though these borrowings w i l l be 
completely r e p a i d beginning i n about 40 years. A l l of the costs 
of the f l a t b e n e f i t , s u r v i v o r s and d i s a b i l i t y costs, and present 
system c r e d i t s , along w i t h the 7.4 percent p a y r o l l tax and the 
l i b e r t y t a x , w i l l remain i n the f e d e r a l budget. The PSAs w i l l 
not be included i n the f e d e r a l budget. 

Tax Social Security benefits under income tax p r i n c i p l e s . 

A l l S o c i a l S e c u r i t y b e n e f i t s i n excess of already taxed 
employee c o n t r i b u t i o n s would be included i n f e d e r a l t a x a b l e 
income. The income thresholds w i l l be g r a d u a l l y phased out. 
This revenue would be c r e d i t e d t o the OASDI Trust Funds, w i t h the 
HI Trust Fund c r e d i t e d w i t h the same revenue i t i s now g e t t i n g . 

Cover s t a t e and l o c a l employees. 

There would be mandatory coverage under Social S e c u r i t y f o r 
a l l s t a t e and l o c a l employees h i r e d a f t e r 1997. 
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Eliminate income taxes on the proceeds of ind i v i d u a l accounts. 

Since the ind i v i d u a l accounts could be invested i n equities, 
they would not be included i n the federal budget. To avoid 
short-term revenue loss, contributions to indivi d u a l accounts 
would not be deductible under the present federal income tax, but 
when benefits from these indiv i d u a l accounts are received, these 
benefits would be exempt from a l l federal income taxes. 
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COMPARISON OF PLANS 

The f o l l o w i n g charts compare these three plans. These 
comparisons are shown separately f o r s i n g l e and married workers 
w i t h low, average, and high wages. A l l workers are assumed t o 
have normal incidence of d i s a b i l i t y and normal m o r t a l i t y . 

The charts show what are known as the money's worth r a t i o s , 
the r a t i o of the present value of expected b e n e f i t s t o the 
present value of expected taxes paid by the employee and the 
employer on behalf of the employee. The l i b e r t y tax of the PSA 
plan i s also included on the tax side. These money's worth 
r a t i o s are given by year of b i r t h , f o r cohorts born as l a t e as 
year 2010. 

When these money's worth r a t i o s equal 100 percent, the 
r e l e v a n t worker gets, on average, the same r e t u r n i n Social 
S e c u r i t y as he or she would get i n the government bond market. 
But since Social S e c u r i t y provides several p r o t e c t i o n s t h a t are 
not a v a i l a b l e elsewhere -- against i n f l a t i o n , against d i s a b i l i t y , 
and a c t u a r i a l l y f a i r insurance f o r extremely long l i v e s -- Social 
S e c u r i t y i s s t i l l o f t e n a very good deal f o r workers whose 
money's worth r a t i o s are below 100 percent. Added t o t h i s i s the 
communitarian s a t i s f a c t i o n i n knowing t h a t a l l American workers 
are w e l l taken care o f . The d i f f i c u l t y i n q u a n t i f y i n g these 
insurance and communitarian values f o r Social S e c u r i t y should 
make one cautious about i n t e r p r e t i n g too much from precise l e v e l s 
of these r a t i o s , though trends i n the r a t i o s could s t i l l be 
meaningful. 

I t can be seen t h a t f o r a l l classes of workers these money's 
worth r a t i o s are g r a d u a l l y dropping. They w i l l stay roughly a t 
present l e v e l s , w i t h some cycles due t o past movements i n wages 
and i n t e r e s t r a t e s , unless changes are made i n Social S e c u r i t y . 
But i f changes are made, both t o r a i s e aggregate saving f o r 
r e t i r e m e n t and t o plow some of the funds i n t o common stocks, the 
money's worth r a t i o s w i l l r i s e f o r workers born a f t e r about 1955. 
A l l t h ree plans described i n the e a r l i e r sections make the 
r e q u i s i t e changes, and a l l three are responsible f o r r i s e s i n the 
money's worth r a t i o s f o r younger workers. This i s the reason f o r 
a c t i n g now, whichever plan one favors. Early a c t i o n p r o t e c t s the 
r e t i r e m e n t income of our c h i l d r e n and grandchildren. 

I n terms of the s p e c i f i c plans, the money's worth r a t i o s 
depend both on the s t r u c t u r e of b e n e f i t s and the amount of funds 
invested i n the e q u i t y market. For workers w i t h steady low 
earnings, shown i n Chart 1, the Maintain B e n e f i t s (MB) plan and 
the Personal S e c u r i t y Accounts (PSA) plan do about e q u a l l y w e l l . 
Both preserve low wage b e n e f i t s (the PSA l a r g e l y because of the 
f l a t b e n e f i t ) and both i n v e s t a large share of r e t i r e m e n t funds 
i n the e q u i t y market. For workers w i t h average earnings, the MB 
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plan has a s l i g h t edge because of the benefit structure, while 
for workers with steady high earnings the accumulations from the 
PSA are s u f f i c i e n t to give that plan an edge. The Individual 
Accounts (IA) plan does not show as high money's worth r a t i o s as 
eithe r of the others, but i t might be viewed as a reasonable 
second choice i n the event that some of the l e g i s l a t i v e changes 
i m p l i c i t i n the other plans prove to be stumbling blocks. 
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Chart 1 Benefits as a Percentage of Taxes --
Single Workers with Steady Low Earnings 
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Chart 2 Benefits as a Precentage of Taxes ~ 
Single Workers with Steady Average Earnings 
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Chart 3 Benefits as a Percentage of Taxes -
Single Workers with Steady Maximum Earnings 

75 -r-

H 65 

I 
e 55 
w a. 

45 

35 

PSA 

- - - - lA 

— - - MB 

-VI 

1930 1840 1350 1960 1970 1980 1990 2000 2010 

Year of Birth 

Married with Onu Steady Maximum Earner 

150 

8 

•s 
9 

S 

a 
m a. 

I 

120 

90 

60 

\ 

PSA 

• - - • lA 

— - - MB 

4 - > 

1930 1940 1950 1960 1970 1980 1990 2000 2010 

Year of Birth 

OACT/SSA Jan 19. 1996 

24 



SUPPLEMENTAL STATEMENTS BY COUNCU MEMBERS 

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

EXECUTIVE SUMMARY OF THE TECHNICAL PANEL ON ASSUMPTIONS AND 
METHODS 

2 5 Pre-Decisional Draft 1/19/96 



SIde-by-Side Chart 

Provision Current Law Rostenkowski Pickle 

1. Old-Aae 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. 

'rovide 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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Provision | Current Law Rostenkowski | Pickle 

4. Disability Benefit Disability benefits are converted to retirement 

benefits at NRA and generally equal 100 percent 

of the PIA. 

i'rovide 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 
sayable 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 Julv 2003. 

5. Individual Accounts No current-law provision for individual accounts 

under Social Security. 

6. 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 Earnings Base OASDI taxes are paid on earnings up to $61,200, 

adjusted aimually 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 to85%) 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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Provision Current Law Rostenkowski Pickle 

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 a result, 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 

fiinds 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. Employees 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 govemment 

employees hired after 1999. 


