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RAIDING THE TRUST FUND

. Uaified Balance is Traditional Measure Used to Evaluate Budget.

> The unified balance is the same measure that has been used by all administrations going
back to the Johnson Administration. The unified budget is the simplest and clearest
raeasure of how much the government is taking in and how much the government ig
spending and it allows ug to look out into the future to see if the government will be
able to meet all of our obligations, including Social Security,

* H A Dollar Comes Into Social Security, It Goes To Pay Current Benefits or If There Is
Exira Io Any Year, It Is Invested in Treasury Boads And Is Paid Back To Sectal Security
When The Money Is Needed. This Investment Is Backed By A Legal Commitment And
The Full Faith and Credit of the United States Governmeant That It Wilt Be Repaid,

o Every dollar received by Social Secunty is gither used to pay current benefits or helps pay
future benefits by being invested i special-purpose Treasury bonds, which represent a fegal
commiiment now to finance Social Security tater, Under the law, 1f Social Security reguires
funds and the Trust Funds have assets in them, the Treasury must make the funds svailable.

O The special-purpose bonds held by the Trust Funds have the same legal standing as reguiar
Treasury bonds, which are the benchmark of reliability in the world’s capizal markets.

. Five Years Ago, When We Had 3300 Billion Deficits, | Could Understand The Congern
That We May Have Been Unable To Repay Meet Our Commitment -- But With
- Surpluses, That Concern Shonid Be Gone.

o Whet Prestdent Clinton took office, the deficit wag $290 billion and there were real
questions about whether the government would be able to meet its commitments in the
future., Because of the fiscal discipling of the past five years -- instead of the 337 billion
deficit in 1998 projected when we ook office -- we will have a budget surplus for the first
time since 1969, And over the next 10 years, we are projecting $1.8 trillion of surpluses.

BACKGR: ;

* According to OMB, the budget surplas will total §1.8 willion over the next 10 years; CBO
projects the surphus o be $1.55 willion,

* In January 1993, the Congressional Budget Office projecied the deficit 1o be S357 tillion this
vear. In fact, this past year we had a $70 billion surplus.

* When President Clinton took office, the deficit was projected to be 3579 billion in 2002
Today, we are projecting g surplus of $148 billion. That means that onr fiscal situation in 2002

will be 3727 billion better thao projected in January 1993,

b In 2013, Social Security tax revenue witl not meet Social Security expenditures. However,
Trust Fand continues 1o expand until 2021 because of interest revenue earned on existing
bonds. In 2021, the Trust Fund will gradually shrink as its bonds are redeemed. In 2032, the
Trust Fund will be exhausted.
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TAXES

FRAMEWORK FOR ANSWER:

Should Not Have to Increase the Payroll Tax Rate as Part of a Comprebensive Plan.
As 1 said i the Kansas City forum, we should not have 16 increase the payrotl tax rate as
part of a comprehensive plan. From looking at the proposals that have been put forth so
far, it seems clear that it is possible to design a comprehensive solution that does not
include an increase in the payroll tax rate.

Many Ideas Have Been Proposed -- We Must Give Every Idea 3 Fair Hearing, As
part of an overall plan, many ideas are on the table. Ultimately, though, what we must .
consider is whether a comprehensive reform package meets the pnnciples I sot forth at
the last conference.

Bipartisan Process for Fair and Workable Solution, We are confident that through a
mutually agreeable bipartisan process, we can come up with a fair and workable solution
to strengthening Social Security for the future.

ARE YOU FOR RAISING THE MAXMIUM EARNINGS LIMIT OR EVEN
COMPLETELY ELIMINATING IT?

As I Have Said Before, Completely Eliminating the Maximum Earnings Limit May
Not Be Necessary as Part of Sacial Security Reform and Could Break the Link
Hetween What a Worker Puts into Social Security and What He or She Gets Out.

& Currently, Social Security taxes are assessed on eamings up 10 368 400, This
level increases every year with inflation,

However, | Iro Not Want to Put On or Take Off the Table Any Proposat at This
Time.

o) Al the Kansas City conference, vou said that a modest increase i the ¢ap is
among the options that should be debated this year.

BACKGROUND:

»

Some have argued for raising of even eliminating the cap. Currently, & percent of
workers earn above $68.400. Some proposals would gradually raise the cap by between
15 and 25 percent. For example, under Senator Moynilian's proposal, the taxable
maximum in 2003 would reach $97 500 instead of the $82,800 it is expected to reach
under current law. Others have proposed phasing in the increase mare slowly -- fix
example by 2015.




SPEARKER GINGRICH HAS PROPOSED REPEALING THE 1993 INCREASE IN THE

PERCENTAGE OF BENEFITS QUBQEC’I' TO TAXATION. DO YOU SUPPORT THIS
PROPOSAL?

. I Believe We Must Resist the Temptation To Say Something About A Social

Security Proposal Now That Would Help 10-15 Percent of Retirees And Guoes
Against Our Efforts To Maintain Fiscal Discipline.

. I Am Also Concerned That This Proposal Would Help 10-15 Percent of Social

Security Recipients While Moving The Insolvency Date of the Medicare Trust Fund
Closer For Everyone.

BACKGROUND:
» The partial tax on Social Security benefits does not apply to seniors with income below

525,000 if single or $32,000 if married. In 1997, only 25 percent of beneficiaries were
subject 10 taxes on their Social Security benefits.

o For those with income above $25,000 if single and $32,000 if married, up to 50 percent

of benefits are taxable. The fund are credited to the Social Security Trust Funds,

o For those with income above $34,000 if single and $44,000 if married, up 1o 85
percent of benefits are taxable. The additional revenue from this provigion is

credited to the Medicare Trust Fund.

» C}ne common pm;;{zsai would gxie On.S0esialSe SHE _

; ¢lax by phasmg azzz ii‘Zi‘ camm income zhrcs%miés Evm if the
t'uesho lds were cam;}ie{e;d phased out, other provisions in the fax code {e.g., standard
deduction and exemptions) would ensure that 30 percent of benefictaries (those al the
lowest income levels) would still not have to pay taxes on their benefits.

* Other proposals would also tax CLAL - : - pensiony. The proposal
would tax benefits - on an mdmdual»bvqn&mduai basis -- to the gxtent 111:11 benefits |
exceed what workers had paid in. This treatment samzld mirror the tax treatment of other
defined-benefit pension plans.

. Making borh changes would reduce the jong-run imhalance in the Sociat Security system
by 0.36 percent of payroll -- relative 10 the current gap of 2.19 pereent,



MEANS TESTING

FRAMEWORK FOR ANSWERS:
» The President Believes That Social Security Reform Must Be Fair for Al Americans -

~ But We Mest Look At How Fair and Progressive Is A Comprehensive Plan, Not
Any One Provision,

. For Example, The President Is Certainly Not In Faver Of Comprebensive Reforms
That Put An Undue Burden On Lower-lncome Americans. The President believes that
the Social Security system must be progressive and fair to those who need it most, This is
one of the principles he announced at the Kansas City forum carlier this year.

. The President Also Believes That Social Security Should Be A Universal Program,
This is also one of the five principles he put forth in Kansas City. Everyong pays in to the
system, and evervone benefits.

Additional Point to be used ONLY IF NECESSARY:

s In 1983, President Reagan and Congress Addressed These Concerns -- and We Did the
Same Thing in 1993 for Very High Income Beaeficiaries. In 1993, as part of pur
economic plan, we did ask the top 13 percent of Social Security beneficiaries o inglude more
of their benefits in taxable income, while protecting the vast majority of beneficiaries from
any such ingrease.

BACKGROUND;

. Currently, Social Secunty benefits are not means-tested. Some proposals would means test
the benefits by reducing them by a given amount for ¢very $1 of income over some
threshold.

. Subjecting benefits to income tax accomplishes many of the goals of means-testing benefits.

Far those with income above $34,000 if single and $44,068 ¥ marned, our 1993 Economic
Plant made up 10 85 percent of Social Security benefits taxable. The additional revenus from
taxang benefits at §5 percent rather than 50 percent is eredited to the HI Trust Fund, not the
Social Securnity Trust Funds.

. At various times, we have showed openness 1o means testing the premium subsidy for high-
mecome beneficiaries in the Medicare program. In Putting People Firsr, we supported means
testing of Medicare - raising Part B premiums for those earning more than $123.000. We
included a similar proposal in the 1994 Health Care plan and we showed openness in 1997
as iong as the provision was administratively feasibie and did not fully eliminate the
prenaium subsidy which would have given incentives for higher-income individuals 1o
withdrawal from the system.



COVERING STATE AND LOCAL WORKERS

. Clearly An Ides That Is O The Table, But Pros and Cons Need to Be Weighed. This
proposal has been included m many reform plans, But before we reach any conclusions, we
need to study carefuily the pros and cons.

Advantages of This Proposal Are;
‘. Sociul Security Coverage Has Expanded Significantly. Since the Social Security Act of

1933, coverage has expanded from workers in business and industry to almost al} Americans,

» State and Local Government Workers Are Final Group Not Covered. Many peopie
have argued that state and local government employees are the final sizable group of
waorkers not universally covered (nonetheless, about 70 percent of state and local workers
receive benefits for various reasons).  Being covered under Social Security would allow
state and local workers 1o move from one job to another without losing coverage. Proposals
are 1o cover newly hired state and tocal workers, not existing workers,

&

& But Impact en Existing State and Local Programs Needs to Be Carefully Examined. |
know that the impact of the proposal would vary greatly across the nation, and that some
people are soncerned about its effect on existing state and local retirement programs. So we
will need to ook carefuily at this and other proposals over the coming year, to figure out
which changes are best as part of 4 comprehensive Social Security reform.

BACKGROUND:

L4 Since the Social Security Act of 1935, coverags expanded from workers in business and
industry to include the self-employed, nanprof'zi gwups agricultural and household workers,
the Armed Services, Congress, and alt other Federal employees hired after 1983, In 1998,
96 percent of all workers are covered under Social Security -- up from 33 percent in 1939

gm by 8(}::1:11 Secumy 22' such weriicrs are manda{en?y covered under a state or tocal
public pension system, they are not mandatorily coverad under Social Security. Roughly 28
percent of state and local workers are not covered under Social Security. Many of these
workers are in California, Ohio, New York, and Texas. [nNew Mexico, sbout 17 percent of
state and local government employees are o currently covered by Social Security,

. Many proposais wouid expand mandatory Sociaj Security coverage 1o state and local
govarament workers higed after a certain dater Such propoesals would close roughly 0.2
percent of the current 2.19 percent gap, Moving newly hired workers out of the state and
local programs that would sthenwise cover them could put financial pressure on some stae
and local programs -- aithough a gradual phase-in could altenuate any such pregsures.
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REDUCING COST OF LIVING ADJUSTMENTS

We Are Committed to The Most Technically Accurate fndex. The issue of whether we
should change the COLAs in order to better reflect inflation is a legitimate one, but one that
needs to resolved by experts. The administration is sirongly committed to using the muost
technically accurate index.

COLAs Affect Millions of Americans. The COLAs affect 44 million Americans through the
Social Security program, and millions more through other programs {including the (ax code).
Any change in the COLAs should be carefully considered o assure that the most vulperable
glderly and lowest-income retirees are not put in jeopardy.

BLS is Making Improvemenis. The Bureau of Labor Statistics is continuing to make
improvements in the CPl, and many economists believe that they are making good progress.
Alan Greenspan recently testified that the “BLS has done such a good job recently...l must say
.- they have done reaily an excelient job over the last couple of years.” According 1o Janet
Yellen, recent and planned changes will reduce the CPI inflation rate by about 0.33 percentage
point per year more than was previously anticipated,

COLA for this Year Will Be 1.3 Percent. Recent COLAs bave been relatively smali because
inflation has been low. The COLA payable in the January 1999 benefit check will be 1.3
percent for OASDI benefits.

The cost-of-living adjustment within Social Security is set each year on the basis of the increase
in the CP1-W over the year ending in the third guarter of the previous year.

In December 1996, the Boskin Commission concluded that the CPI was overstating increases
in the cost of living by 1.1 perceniage points per year. Most of the President’s econamic
advisers believe that the CPI does overstate increases in the cost of living, but that the Boskn
fipure was too high,

Since the Boskin Commission report was issued, the BLS has been working to address many of
the hiases in the CPL. According to Janet Yellen, recent and planned changes would reduce
even the Boskin estimate by about 0.33 percentage point per year -- (¢ about 0.8 percentage
nolnt per year,

Reducing the COLA by | perceniage point per year reduces lifetime benefits for the average
retiree by roughly 10 percent, and reduces the long-run actuanial imbatance in the Social
Security sysiem by 1.4 percent of laxable payroli (out of current gap of 2.19 percent).
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RATES OF R.E'ifinN

. Rates of Return on Social Security Are Positive, Even afier Accounting for Tufation, for
Almost All Warkers,

0 Although rates of return to Sacial Security are lower than they once were, they remain
positive, even after accounting for inflatien, for almost alt workers.

. Rates of Return Could Be Raised Either Through fadividual &ccem;is nr Through
Investing Some of the Trust Funds in the Stock Market

o A key question in this year’s national discussion is whether it will be possible to achieve
higher rates of return in the foture using individual accounts or trust fund investnients in
equities. Both approaches need to be explored carefully in the context of 2
comprehensive plan, to see whether they meet the principles the President have put
forward. In particular, Social Secunily must remain a program that everyvone can depend

on.
. Must Not Ferget about Traasition Cests, ;
o Sometimes people argue that i{ they could opt out of Social Security and invest on their

own they could do better than they do in Social Security. But this ignores the fact that
90 percent of today's payrol! tax goes w pay benefits for current beneficiaries. If
current workers put their payroll tax contributions into individual accounts for their own
retirement, we will need to come up with some other way to pay retirement benefits for
people who are entitled to Social Security benefits. Rates of return that ignore this cost
are misleading when compared to Social Security rates of return that include this cost.

. Secial Security Is More thas a Retirement Program.

o It provides disability insurance and survivors’ insurance -« each 15 equivalent for the
average young family of four 1o an insurance policy worth about $300,000 ($600,000 in
total), And it is low risk; its benefit is aiways there for you, no matter what happens to
stacks, interest rates, or inflation, But most smpodantly, 11 refiscts our fundamental
values and a social compact.

REAL RATE OF RETUR?? TO SOCIAL SECURITY CONTRIBUTIONS
{Percent per vear)

Year born/
yvear age 65 Single male earner One-earner couple
! .
Low Avg. High Low Avg, i High
carmings CAMES gamings garnings £arnings SABInNgs

1920/1985 4.4 2.8 25 3 6.6 6.3
1930/1995 31 1.9 1.5 6.1 5.0 4.7
1964/2029 2.4 1.3 0.7 4.7 33 3.1
2004/2069 LS 0.8 0.2 50 0 3 ] 24




ELIMINATE THE EARNINGS TEST

KEY POINTS:

Thiz Is Qne of the fmportant Issues That Needs to Be Discussed Because There Are
Serious Argnments on Both Sides.

Seme Say Social Security Benefits Should Go Ounly to People Who Are Retired. Some
believe that it makes sense {0 reduce Social Sexurity benefits for people who continue working
hecause FDR’s Committee on Economic Secunity recommended that no benefits be paid before
a person had “retired from gainful employment.” Various forms of earnings Himits have always
been part of the program,

Others Argue That This Is Ap Qutdated Provision That Provokes Unnecessary Confusion
and Prevents People from Doing Part Time Work That Wouald Be Good for Them. While
retirees get back these lost benefits, on average, through the delayed retirement credit which
provides them with increased benefits once they stop werking, many eiderly workers perceive
the earnings test to be unfair and an impediment to work. They argue that removing the
camings test would help people make the tight choice about whether or nat to work. In
addition, they say it would make the system more understandable and easier to administer,

In 1996, Working Closely with Members of Congress from Both Parties, I Signed
Legistation That Will Gradually Double the Earning Limit for People Between 65 and 70.

Currently, Sociat Security recipients who are between the ages of 62 and 69 have their benefits
reduced if their earnings exceed a certain amount. Recipients under 65 lose 31 of benelits for
every $7 of earnings above $9.120. Recipients berween 65 and 69 lose 51 of benefits for every
§3 of eamnings above $14,500. (The benefits of recipients who are aged 70 or abave are not
affected by the limit,)

In 1995, working with both Democrats and .Repabzicans in Congress, you signed into law
annual increases in the earning timit for those between 5 and 70. Between 1998 and 2002, the
limit for workers in this age range will increase from $14,500 to $30,000.

Because benefits foregone are given back through the delayed retirement credit, eliminating the
earnings limit would have almost ne effect on the long-run actuarial balance of the OASDI
program. Such a changs would have significant short-run budget effects, however. Removing
the earnings Hmit for those aged 62 and abave would raise Social Security expenditures by
roughly $12 billion in 2001 alone.




The Chilean privatization has influenced Social Security debates across the world. The
Pinochet dictatorship established the current system in 1981, Benefits are based on either (2} a
general-revenue-financed minimum benefit, or (b} the proceeds of an individual account. To
cover the transition costs (paying workers for the beuefits they had accrued entitlement 1o under
the old system), the government issued new debt, known as recognition bonds.

a The rinimurn benefit is set at either 75 percent of the poverty rate or 25 percent of the
worker’s average pay over L0 years, whichever is greater. The minimum benefit is paid
only if the individual account generates an annual benefit below the minimum. A
worker cannot celiect from both tiers: if a retiree collects the minimurn benefit, he or
shé surrenders the proceeds from the individual account,

- The individual account is financed by a mandatory employee contribution of 10 percent,
supplemented by additional voluntary contributions of up to 20 percent of wagss.

Advacates of Social Security Privatization hail Chile as a success. Supporters atiribute
Chile’s 7 percent growth rates directly to social security privatization and they also credit the
new syster: with increasing national saving. Projected benefits are 30 to 30 percent above
those under the oid system, and the funds realized real rates of retumn that averaged 10 percent
during the decade of the 1980s {Chile’s stock market performance has been much weaker
recently). In addition, supporters argue that the new systam has de-politicized the setting of
benefits, because benefits {other than the minimum?) are tied to the performance of the
individual accounts.

There are reasons why the Chilean experience is not applicable to the U8, Many
econornists have argued that Chile’s economy has improved because the economic reforms
accompanying privatization have enhanced the appeal of Chilean capital markets and improved
their efficiency. The U.S. already has well developed financial markets, and has litile o gain
along these lines from reform.  In addition, the low-level of benefits under the old system and
the relatively small fraction of the Chilean population that was old, meant that iransition costs
in Chile were much smaller than they would be in the United States.

The big drawback of the Chilean system has been high administrative costs. The
accumulation of administrative costs over a worker's career results in retirement income in the
Chilean system that 1s 20 percent lower than it would be if there were no administrative costs,

- I Chile, fund management companies appear to compete on faciors other than price.
The funds are highly regulated in the types of allowable invesiments, and offer very
similar portfolios. Individuals are allowed 1o switch portfolios every 4 months. This
has caused fierce competition. The funds spend huge amounts on advertising, have
increased their sales forces, and offer incentives such as televisions or tnips 1o hure
individuals o their panicular fund. This non-price competition has driven up costs,

- in Chile there are 3.5 salespeople per 1,000 contributors. In the United States, there are
0.5 S5A employees per 1,0G4 insured workers.



Reforms over the past decade bave greatly reduced the UK’s long term financing
problem. In the mid-1980s, Prime Minister Margaret Thaicher's Conservative government
introduced 4 series of reforms partially privatizing the existing state pension system. As 2 result
of these reforms, the British system does not face the same type of looming firancing problem
that the U.S. and many other European nations are currently confronting. Although the number
of workers per beneficiary in the UK. is expected to fall from its current level of just over 2 1o
about 1.6 by 2030, the cost of promised benefits is gotually expected to fall as a percentage of
GDP, from 4.2 percent currently to 3.3 percent in 2030,

The UK now has a twe-tiered system. The first tier provides a basic flat-rate pension. The
second tier provides a benefit based on an individual's eamings higtory and workers can choose
whether to take the state provided benefit or 10 opt-out of the state systent in favor of an
ernployer or mdividual pension.

« The Basic State Retirement Pension. The first tier consists of the basic state
retirement pension (BSP), a flat-rate benefit that pays most beneficiaries approximately
$105 per week. The BSP is funded on a pay-as-vou-go basis through a portion of the
payroll tax. The BSP provides about one-third of total income for retirees, and costs
roughly 4 percent of GDP.

~ The State Farnings-Related Pension Scheme. The mast basic of the second ter
options available 1o workers is the State Earnings-Related Pension Schieme (SERPS).
At present, about one-fifth of British workers are enrolled in this program, which
provides a publicly-funded pay-as-you-go benefit baged on eamings history. Whern it
was first introduced in 1975, SERPS was based on a worker's highest 20 years of
earnings, indexed to average earnings. Subsequent changes, however, have made the
program less generous.  These changes, which were introduced in the mid-1980s, were
intended to reduce the state’s financial obligation and to encourage participanis 10
switch (o either employer- or individual-based privatized systems.

-- Contracted out options. Workers who opt out of SERPS have two other second tier
options available 1o them: an employer-hased systemn and an individual-based system.
Those who choose either of these options (or “eontract oul”") have a payroil tax rate that
15 4.0 pereertage points lower than the contracted-in rate. ,

Employer-Based Pension. One option available to those who wish 1o contract out of
SERPS is to participate in an gmoployer-sponsored pension plan (ofien referred 10 85 an
“occupational pension”). About half of all workers choose this option. Occupationat
pensions can be either defined-benefit or defined-contributions plans: at preseni DB
plans are more conwmon. In order 10 quabfy for the lower contracted-out X rate,
occupational DB pensions must meet certain standards; most plans are more generous
than SERPS,

Personul Pension The other way to achieve contrucied-out status is through a personal
pension, which is similar to an IRA. About 17 percent of workers are enrolied in
personal pensions, Workers enrolied in a personal pension must deposit the contracted-
out rebate of 4.6 percent into their account.




While the financing problem bas beev solved, their are serious concerns about the
adequsacy of retirement benefits in the UK. The size of the basic stare benefit is indexed to
inflation, Since real wages have been increasing, however, the benefit has fallen from about 20
percent of average earnings in 1977-78 to about 15 percent currently. By 2030, the ratio of
BSP to average carnings is expected to drop 1o @ percent. This presents a particular problem for
low earners, since the BSP is likely 10 account for a large partion of their benefits once they
retire. Sunilarly, reductions in the generosity of SERPS has resulted in some workers having
fow retirement income.

Administyative costs in the early years of the UK individual account system have been
high. A recent paper by Professor Peter Diamond reports that the charges for these individual
accounts are large, complicated, and oftens not visible to the workers. He calculates that the
total administrative costs (n the typical UK aceount reduce retdrement income by more than 24
percent. The lesson from the Chilean and UK two examples is pot that individual account
systems are necessarily expensive, but rather that it is important (o design systems in a way that
provides the desired services at a reasonable cost.

The mis-selling scandal shows that careful regulation of privatized systerss is necessary,
Overly aggressive marketing techniques by providers of personal pensions in the UK have
misled a large number of workers into choices that were not in their own best interest. For
example, although gccupational pensions turn out to be better investments than privatg pensions
in most instances, there are numerous and repeated examples of the banks and insurance
companies advising workers to drop out of more beneficial occupational pensions to purchase
personal pensions instead. In what has been dubbed the “Mis-selling Scandal,” at least 600,000
cases of pension mis-selling have been identified, and the final tolal may be 2 million.
Regulators have already levied fines on insurers and financial advisors of more than 87 million,
and Scotland Yard is conducting 2 criminal investigation related to the scandal. In order to
fend off lawsuits, many msurers are voluntarily reimbursing investors for the losses they
suffered hased on the bad information they received; one insurer has set aside $1 billion for this
purpose. When all is sald and done, this scandal is expected o cost British insurers roughly
$18 bhillions,



SOCIAL SECURITY REFORM IN CANADA

Canada has recently decided to invest the assets of its Social Secunity system in private

securities beginning in early 1999. This will provide an important test of the feasibility and

desirability of a policy of trust fund invesinients in private securities.

Draft mvestment regulations have been propesed, and final regulations are expecied 1o be
issued soon,

investment degistons will be taken by a 12-member Investment Board (yet to he
named). Each member of the Invesiment Board will serve a three-year term, can be
reappotnted, and will receive pay similar to that in the private sector.

The members of the Investment Board will have a fiduciary responsibility o the fund;
specifically, the Board members are to “manage any amounts transferred to 3t ., . in the
best interests of the contributors and beneficiaries” of the CPP. They will ke heldo a
“prudent person” standard, and members with special knowiedge or skill will have a
higher level of responsibility. ’

By law, the fund will be prohibited from: investing more than 20 percent of CPP funds
in foreign markets (equities and bonds). However, there hasg been much speculation
that this limit will be raised or eliminated,

The draft regulations covering the first three yvears of operation ¢all for all investmens
in equities to be undertaken passively (that is, via one or mote indexes).

The Invesiment Board will be prohibited from investing more than 10 percent of the
fund in any individual company, and from owning more than 30 percent of the voting
shares of any one firm. Some real estate holding would be permitted.

After three years, the investment regulations will be reviewed by the Finance Mimster
and the provinces.
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The Swedish Approach to Social Security Reform

el Sweden made sweeping changes to its public pension system this summer. The most (op® &4
' novel reform is the creation of defined-contribution individual accounts as partofa \f P
traditional pay-as-you-go (PAYGO) systemn. T brein

¥ . : ’ :5 L MW
The new program. Key aspects of the reforms include the following: ’

» Notiopal accounts. The lion’s share of future payroll taxes will be used o Do drats..

finance contemporaneous benefits, as in the old PAYGO system. Bt these taxes

“will be recorded in individual “notional accounts™ that will eam an imputed rate
of return based on the growth of average covered camings in the economy,
Contributions will also be made to the notional accounts of some people without

~current market eamings (such as the disabled, the unemployed, and those caring
for children). In addition, the system will maintain substantial recistribution

- through minimum guaranteed pensions financed by general revenue.

o Anouitization. Upon retirement, which can be at any age afier 61, individuals’
notional accounts will be automatically convenied by the govemment into
annuities. The size of the annuity will depend on the individual's account

S tralance and the average life expectancy of men and women that age. With rising
: life expectancy, the monthly benefit associated with any given retirement age will
decline over time. Put the other way around, successive cohorts will have to
work fonger in order to receive the same monthly benefit. Thus, zhe system may
generate a naturally rising retirement age.

efu jvale a 8. A second and smaller arm of the system provides for
mdmdual accounts wﬁh cIazms on real assets. Taxes will be invested initiatly
by the government in low-risk assets until precise individual pension rights can
be tallied {about 18 mouths later, on average). At that point, individuals can
direct their balances to any certified investment fund, or by default to a public
fund. To reduce administrative costs, individuals will interact only with a central
public agency; this agency will hold one account with each investment fund equal
to the aggregate of all individuals” balances.

Analysis, The new system has several interesting implications:

mmnizmﬁns_mmmmmliwm "{ius may be v;cwcﬁ as more faxr, and the
perception that paymen(s are retirement contributions rather than taxes may
reduce labor supply distortions. The unavoidable tradeoff is that redistribution
will be more transparent.

S ‘ '
iﬂ
Waekly Economic Briefing 4 Decernber 11, 1988
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A {ndi he : arket risk Ofﬁcxa,iiy. people will bear

{ | mﬁ fzzii nsk of thexz‘ zmestment chmccs in the prefzmdtd private accounis.
R ' However, if someone's total benefit from the notional and prefunded accounts

‘ falls below a given threshold, he or she will receive additional payments. Still,
1his minimum guarantee is indexed over time to inflation rather than wages, so

it will decline in relative importance if rezl wages grow unless future changes are
made. -

mwmmm The key wmvatmn is the w&y that annwizzmg nanonaj
accounts awtomatically adjusts benefits to changes in life expectancy. At the
same time, the chosen rate of retorn on notional accounts will not be sustainable
if the Swedish labor force declines over a long enough period.  Total
contribuations are determined by both average earnings and the number of workers
making contributions, but the rate of retum is indexed only to average carnings.
Thus, & shrinking labor force would drain the system, while an expanding labor
force would lead to surpluses. Swedish analysts recognize that changes in the
rate of return may be necessaty over time, but they sxpect that these changes can
be buffered by the public pension trust funds., .

™ h .
{
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Wnited States Senate X \G‘

WASHINGTON, OF 20810

Pecember 18, 1998

MEMORANDUM FOR THE PRESIDENT
FROM SENATOR EDWARD M. KENNEDY

“PROPOSED DEMOCRATIC PRIORITIES FOR THE 106tk CONGRESS" >

The %avambez: elections reaffirmed the key Democratic priorities on which you have
worked so effectively over the past two years. Asa resuiz we are poised to move forwardon a
mzmber of popular issues, especially:

-- The Patient’s Bill of Rights;

* .- The increase in the minimum Wage; ‘ ‘ M

;~ Education reforms to reduce class size and facilitate school construction; oS

- Aid for dis:;’nied Americans who are abie 1o wark and want to work;

~ Medicare “buy-in” for the near-elderly; and

-« Saving Social Security.’

1 encouragé you 10 include in the Democratic agenda three new ideas that will help
millions of Americans and expand our base of support for the year 2000.

We should help seniors by guaranteeing this coverage under Medicare. In 1963, when
Medicare was enacted, most private insurance plans did not offer this coverage. Teday, 93
percent of private insurers provide it -- but Medicare does not. Millions of senior citizens
struggle to afford the expensive prescription drugs needed to maintain their health and aveid
hospitalization. ’

In 1994 and 1996, Democrats received 48 percent of the senior citizen vote, This vear,
that support dropped slightly, 1o 44 percent. The elderly represent 28 percent of the voting
public. We cannot afford as a party 1o lose this powerful and growing voting bloc. There is no

stier way to attract these voters than to fight for their health care. Providing prescription drug
CoVErage is expensive - which is why seniors are struggling so hard to afford . But the need 15

{
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greal, and the long-term benefit for the Democratic Party 15 great t00.

You deserve great credit for directing the national education debate to the all-important
issues of quality and standards: Your two key proposals to reduce ¢lass size by funding 100,000

. new teachers and to modermze schools have resonated throughout the country! To fll out the

education picture, we must also assure that teachers are well-trained to meet high standards and
raise student achievement.

You are already providing funds to hire new teachers, I propose that we help existing
teachers, too. We need mentoring programs for novice teachers as they adjust to the classroom.
We need more resources for teacher training, for professional development, and for appropriate
recertification requirements — while avoiding the divisive issue of teacher testing. With your
leadership, we can assure parents and students that we are doing all we can to guarantee a well-
trained teacher in every classroom in America, :

3. Ready to Learn:

We must do a better job of enabling children to start school ready to leam. Experts agree’
that the attention given children in their formative years often determines their ability to leam
and succeed over their lifetime. You have led the way on child care. We need to expand
Headstart, Early Stant, pre-K, and other programs with a proven record of preparing children for
school, and we also need to focus these programs more effectively on early leaming.

I believe that tobacco funding can provide the resources needed to pay for these
initiatives, and that the infatives will have widespread support from the American people and

. strengthen your hand in dealing with the tobacco companies,

For example, the governors could be permitted 1o keep the federal share of the state
tobacco settlement, provided that the funds are used to prepare children to start school ready to
learn.

In addition, the federal government should insist on compensation from the robacco
compames for the costs 10 the federal government of treating tobacco-related ilinesses under
Medicare, veterans” health prograrus, and other public health programs. The compensation could
be pursued both in court and through legislation. To strengthen these approaches, we should
earmark every cent collected from the tobacco companies for prescription drug coverage for our
senjor citizens under Medicare. 1 believe this hinkage would receive broad support.

Thank vou for your continued leadership on so many issues of vital imporiance to the
nation. As always, 1 look forward to wmkzng with you to bring greater opportunities for working
families,

»
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TOBACCO TALKING POINTS -- DE}CEMBER 17,1998

The Administration should renew its effort to substantially raise the federal tax on
cigarettes. The budget should propose increasing the cigarette tax by at least 70 cents per
pack. A majority of the Senate -- 58 members -- supported a $1.10 per pack increase in =~
the last session. The cost of the state settlement is approximately 40 cents per pack.
This leaves 70 cents per pack -- approximately 340 billion over five years -- to finance
our initiatives.

Raising the price of cigarettes produces a double benefit -- it is an important deterrent to
youth smoking and it produces badly needed revenue.

The federal government incurs enormous costs each year to provide health care for those
suffering from tobacco-induced disease. Estimates place the federal cost at
approximately $22 billion per year, of which roughly half is incurred in Medicare.

The successful state lawsuits already established the principle that the tobacco industry is
liable for the costs which government incurs treating sick smokers. Whenever people ask .
me about tobacco issues, they want to know why the federal government has not filed
suit. . : '

The best way, probably the only way, to get Congress to enact a substantial cigarette tax
increase 1s for the federal government to file suit against the industry. That is our

leverage to bring the industry to the table and negotiate a strong legislative package.

I know you are hearing from the Justice Department that the federal government does not

have a good case. Many of the foremost experts in the country disagree.

1 (along with Senators Conrad and Bob Graham) have had several meetings about this
issue with Attorney General Reno. She personally is very favorably disposed to bringing
a suit, but the staff keeps raising obstacles to going forward.

At her invitation, | have put together a group of experts -- both legal academics and trial .
lawyers -- who believe the federal government has a strong case and who are willing to
meet with the Attorney General and her staff on an ongoing basis to persuade them to file
suit and to help them put the case together. It includes Larry Tribe, Robert Blakey (the
RICO expert), Einer Elhauge (an anti-trust expert from Harvard), Mike Ciresi (the lead
trial counsel in the Minnesota case) and Dick Scruggs (the lead counsel in the Mississippi
case). We've already been meeting with them, and the first meeting with the Attorney -
General is scheduled for early in January.

They have identified four viable courses of action -~ 1) civil RICO, 2) the Medical Care
Recovery Act, 3) the federal common taw of nuisance (used successfully in
environmental cases prior to EPA), and 4) antitrust.
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Such a lawsuit would clearly give us enormous leverage to negotiate strong tobacco
legislation including a substantial price increase and FDA regulatory authority,

I believe we could further strengthen the legislative argument for a 70 cent per pack price
increase by proposing that the money be spent to provide prescription drug benefits for
seniors through Medicare. You know how popular that igsue is, but we've never been
able to fund it. Since much of the tobacco-related cost the federal government incurs is in
Medicare, this would be a particularly appropriate use of the money. It is 2 much more
potent message than spreading the money over a number of different programs.

T would try 10 use the federal share of the tobacco money which the states recovered in
their Medicard suits to address our child care and child development mitistives. We
should only agree 1o waive the federal ¢laim to those Medicaid dollars if the states agree
to use the federal share for children’s programs. The states are worried about losing that
money, and an agreement along these lines can be negotiated, :
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Healtk and Human Services

FY 2060

. OMB Potential Proposed
FY 1998 FY 1999 Pagsback Appeal Settlement Final
. 16119 40,309 40,552 3,300 830 41,402

OMB recommended level

Qur most recent offer to settle HHS funds the Department at $1 billion or €% over program levels for -
1999, The funded level allows {or gignificant increases in many operating divisions, and a reagonable
level of funding for initiatives including ong term care, bio-terrorism, mental healih, and many other
areas. We have nlso directed $3.6 billion in sut-year tobacco revenues to fund mandatory initiatives in
HHS, including $1 billion for the Secretary’s public health initiative, an outreach prt}gram for uninsured
Americans.

Outstanding issues

. ' Indian Health Service — where we have already granted & $175 million increase in BA, the most
generous funding increase in the history of the program.

. Bio-terrorism — where the COS and OMB bcimfc that we have funded credible increases, but
NSC and HHS disagree; and

» NIH — where constraints havf: eompelied us to resommend a $49 million increase, o level of
funding consistent with the path we estzblished in the 1999 budget, but dramatically legs then
expectations created by the 5858 million increase granied by the Congress last year,

The Secretary may also sppeal our l‘uniiizig $1.3 billion in discretionary spending through Medicare -
program integrity offsets.

The Secretary will probably focus much of her appéal on tho politics of fobacco, HHS is disappointed
that they were not able to garner more of the revenues from the tax and recoupment. The Secretary will
propose the acceleration of our recoupment policy o the year 2000 (it is currently deferred until 2001 w0
fmprove our chances of bringing the states (v the negotiating table) to generate 32 bitlion for HHS to
spend. - As we discussed last week, Bruce Reed believes that attempting 10 spend recoupment funds in

- FY 2000 would seriously undermine our efforts fo pass tobacco legislation. Secretary Shalala believes

equally strongly that failing to show recoupment revenues in FY 2000 will have the same negative effect.

The Secretary will propose FY 2000 emergency designations for several activities that were funded as_
emergencies in FY 1999 (Y-2K, bio-terrorism).

Proposed settlement

We are currently reserving $200 million to settle the HHS appeal. While this Jevel is clearly less than the
Department wants, it should be more than adequate to address the non-NIH policy concems.
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State Department/International Affairs

FY 20600
OMB " Potential Proposed
FY 1598 FY 199% Passback Appeat Settiement Final
19454 20,044 20,633 4,217 . 602 21,235

" New Embassy & Consulate Construction. The State Department secks 31.4 biilion in FY 2000 t¢
construct new embassies and consulates, with similar amounts in future years. State and OMB have
agreed in principle to a long-term capitsl planning proeess, but have been unable 1o settle upon finding -
levels. The proposed OMB scttlement offers initial funding for design costs plus $1.35 billion in
advanced appropriations over the next three years. The OMB offer, combined with existing funds, would
fund a highly ambitious construction schedule that would fully pay for six new embassies and posts, and
begin design andior site acquisition of 13 new posts in FY 1959 and 2000, roughly two to four times the
level of State's building program at its highest tempo over the last 20 years. In addition o Seecurity
concerns, Stale contintes to seck immediate funding for major protects that are not immediate scourity
risks, such &3 the Beijing embassy. :

State Department Operating Programs. The State Department seeks $250 milkion to fund the foliow-
on costs of security upgrades made with FY 1999 emergency funds and $300 million more forregular
agency operations. As part of the polential seitiement, OMB propeses to ind fully the $250 million in
follow-on security upgrades. For other operating expenses, OMB's original passback provided the State
Department with a 2.8 percent increase above FY 1999 enacted levels, inciuding $90 million for
continued modemization of information iechnology.

Iaternationa! Affalrs Programs. The State Department secks $1.8 billion o8 appeal for 8 wide range of
programs, including more assistance for Asia, Central America, Eastem Eurape and the New Independent
States.

For the NIS, the proposed OMB sertiement provides $867 militon for assistance, $20 miliion above last
year's enacted level of $847 miilion (which includes 546 million in emergency spending). Moreover,
DoD a3nd Dok will also spend over $760 million in the NIS.  The proposed OMB settlement also fully
funds the State Department request for Bosnia, Bulgaria and Romaenia, and provides $25 million in
economic assistance for Kosovoe. It would also provide over $225 million more for the Economic
Support Fund, development assistance, and ather State and NSC pricrities.

The Wye Agreement will be funded above the level of the general State appeal, as will re:hzf for
}izzmcanc Mitch,

I you want to raise the leve! of funding for intemational programs, we have reserved $50 miltion which
could be made available for embassy construction in FY 2000 and $40 nullion for other programs.



MOVING THE PRESIDENT’S AGENDA FORWARD:
FUNDAMENTALLY IMPROVING AMERICAN EDUCATION

We need to continue to create a new sense of direction in America’s schools.

A §2.2 billion increase over FY 1999 (82 4 billion over passback) is the minimum required 1o make
fundamental improvements in education such as getting high standards and accountability into
schools and classrooms. This investment, along with our school construction proposal in the tax
areng, would demonstrate our continued support for creating real momentum for school change and
accelerating serious education reform (reauthorization of ESEA and the redesign of Title [ with
more rigorous accountability this coming vear).

Our new initiatives, such as Class Size Reduction, After-School, Reading, Teacher Quality and
Recruitment, and GEAR-UP require a second installment in FY2000 in order to'ensure permanency
beyond the first year. Otherwise, our legacy will be nothing more than a series of small, one-time
programs.

Also, because many of these initiatives are forward Rinded, this FY2000 budget will literally hit the
_schools in the Fall of 2000.

Qur proposal basically has four parts:

s AS700 mxihon package to sup oh standay Ud
lity in schools and classrooms 'Z‘hls mciudes such jtems 25 pzzttmg in place re;xm
cards ratmg public schools and action to encourage improveraent of poor schools through Title |
I, improving reading and the basics and support to raise standards through Goals 2000
expansion.

s $300 million 1o accelerate school change and serious education reform ~ including the .
' expazis on of new injtiatives like the doubling of GEAR-UP and After-School, continued efforts
to improve Safe and Drug-Free Schools, expanding charter schools, and tumm g around schools

through expansion of Obey-Porter.

e  $500 million to provide leadership to help address the massive need 5 {ha
measure up to high standards ~ including the second installment for C‘fass Size Rcéu{:{zoz’i, more
than doubling funds to recruit new teachers to the neediest schools, strengthen State teacher
centification standards, and hold teacher education schools acoountable for prepaning high-
quality teachers; improving math instruction; and stengthening the ongoing professional
development of current teachers,

» 3600 million to create high hopes and access 1o college by sxpanding Pell Grants, TRIQ,
College Work-Study and Tech-Prep Vocational Education.

The Department’s alternative proposal would provide a $2.2 billion increase over the FY 1999 level
~ down {rom our ariginal requested increase of $3.8 bithon.

Additional measures we want to take would urge schools take a more active role in encouraging
more parents and families to get involved in their child’s education.



“e. 1999 2000 Proposal Change

SUPPORT HIGH STANDARDS AND THE BASICS AND STRONGER
ACCOUNTABILITY IN SCHOOLS AND CLASSROOMS
Title I Grants to LEAs - (includes report

cards to rate schools on their pmgmss} $"? §76.0 38,0260 +3330.0
Reading Excellence Act . $2600 $310.0 +350.0
Even Start $138.0 31850 +$50.0
Goals 2000 ' $491.0 . 35410 +350.0
Tough Courses in High School $4.0 $20.0 +$16.0
Earlier Identification to Help Young Children

with Reading and Behavioral Problems o $50.0 +$50.0
Special Education - Preschool, Infants and \

Toddlers, State Improvement : $779.2 $841.4 +$62.2
Research o Improve Barly Reafizng and | .

Mathematics Instruction S $75.0 +$75.0
ACCELERATE SCHOOL CHANGE AND SERIOUS EDUCATION REFORM
GEAR-UJP = $120.0 © $200.0 +§80.0

21 Century Community Learning Centers  $200.0 $350.0 +$150.0
Safe and Drug-Free Schools $566.0 . 36130 +547.0
Charter Schools $100.0 $1100 - +$10.0 AGREE
Comprehensive Schoot . .
Reform Demonstrations (Obey- Portcr) $145.0 - §1%5.0 +£50.0

ADDRESS THE MASSIVE NEED FOR QUALI’I'Y TEACHERS THAT MASGRE ur
TO HIGH STANDARDS

Class Size Reduction (40,000 teachers)  $1,200.0 $1,450.0 +§250.0
Teacher Quality and Recruntment $75.0 $1500 +375.0
Eisenhower Professional Development $3350 34100 +$75.0
Improving Math Instruction - e $300 - 48500
Bilingual Professional Development $30.0 565.0 +815.0

- Technology Teacher Training  §15.0 $75.0 - AGREE
Middle School Teacher Traiming — 3300 +$30.0 AGREE
CREATE HIGH HOPES AND PATHWAYS TO COLLEGE
Pell Grants $7,704.0 £8.108.0 +$405.0
Pell Grant Maximum Award . 83123 £3,223 +8100
Perkins Loans Capital Contributions 31000 $100.0 e
TRIO , $600.0 $650.0 +$50.0
Tech-Prep and Vocational Education $1,154.2 51,1797 +3$28.5
College Work Study o $870.0 $934.0 +$64.0 AGREE
TOTAL INCREASE OVER FY199% C 4822 BILLION

NOTE: Schoot Construction cost in FY2000 is $215 million, thus the total Education increase
over FY 1999 would be $2.4 billion, the same as the decrease in cost for student loans in FY 2000



Education

FY 2000
OMB Potential Proposed
FY 1998 FY 1599 Passhack Appeal Settioment Firel

29,559 33,119 12,543 3,407 1,000 34,143

OMB recommended level

The Education Budget is $1.2 billion over the Passback level, or $1 billion above the FY 1999 level,
While smatler relative 10 Education budget increases you proposed over the past several years, it funds
Administration top prioritics. The recommended levetl includes a new emphasis on accountability
for resulis in elementary and secondary programs, resources 1o help end social promotion,
investments in computer centers 1n lowsincome communities, and significant expansions for
adult literacy and programs for Hispanics. :

The recommended level makes progress toward reaching Administration goals stated in past
budgets to provide federal work study opportunitics to 1 million college students, reduce class
sizes (51.3 billion for the second year of funding), invest $2 billion 1n education technology by
2001, 1t could also finance an increase to the Pell grant maximum award,

The Policy Councils havc proposed the following Education Initiatives which 2@23? $709 million
above Passback:

® Aduit Literacy, $197 million would expand the State Grants Program (8100 million),
establish ESL/Civics (§50 million) demonstration projects, establish applied Technology

" grants programs ($25 million), expand workplace Literacy programs (520 million}, and
establish a community mobilization campaign ($2 million),

. Social promotion/Afler School, $350 milfiou would expand the 21st Century/After
School program to {und extended learning time including summer schools for that have a
policy to end social promotion.

. Urbar/Rural Computing, $60 million would expand the Community-Based Technology
Centers program, began in FY99, which provides access 1o the Internet and cumputers in
fow-income wmmmzzws

. Charter Schools, $19 million to promote public school choice and make progress toward
the Administration’s goal of helping establish 3,000 Charter Schools by 2002,

] Stay in College, $25 million would establish competitive grant program (o \improve
college persistence of low-income students.



s  Technology for Disabled, $23 million would fund several rehabilitation services projects
to expand and promote the use of assistive technology for people with disabilities.

® - Native Americans, $10 miflion would provide 4-year scholarships to Native American
students who commit to teaching in regular school districts (not BIA) which primarily
serve Native American children,

. Education Rescarcig, $25 million would fund Education's share of 3 joimt Education/NSF
collaborative research partriership to explore ways of improving teaching in reading,
mathematics and science.

Outstanding issues

The Department argues our propesed Budget, in total, is inadequate to support your cducation agenda; the
increase is too small to either sustain your Jeadership position on education. Education constituency
groups may also feel that an increase of this size could make it possible for Republicans to get credit for
raising the level of education funding. The Department wanis 1o convince you of the need for an increase
© comparable to the $3 billion increase you requested in FY 1988 and the $2.8 billion increase vou
requested in FY 1997,

The recommended level would be the lowest increase you have proposed, but it is not significantly lower
than your ¥Y 1999 proposal, which was $1.6 billion over FY 1998 (excluding Class Size, thena
mandatory pragtam), or your FY 1993 propossl, also a 31,6 billien increaxe.

The offsets for edusation funding are likely to be controversial in Congress. We propose reducing excess
cosis in the student loan programs by $4.3 billion over five years, primarily by reducing funding for State
and non-profit guaranty agencies. These cost savings should have o material cﬁ'efzt on students or
schools, though these agencies would argue otherwise.

Proposed set(lemem

If you want to raise Education’s Budget above our proposed level, we have reserved up to #8204 million,
which wosuld bring the total increase to $1.2 bitlion over FY 1999 enacted. Altematively, these funds
could be used to resolve other appeals, _

.



EDUCATION DEPARTMENT FY 2000 BUDGET APPEAL
December 21, 1998

FY5S FY 2000 FYZ2000 Increase
$33.1 8 $329B $353 B $2.2 8

» . ED’s appeal includes funding for further class size reduction.

+  Our school construction proposal is included on the tax side and costs
$215 million in FY2000.

. ED’s appeal also includes $2 .4 billion in mandatory student loan savings in
FY2000 alone. Thus, in FY2000 there would still be no increased cm!s
from education.

Education Appeal EY2000
Discretionary increase +$2.2 billion
Schaet cezzszmmm (Zax prcposai) +$0.2 billion

$2 4 bill

Nﬁi inerease in eéucaiz{m . %90
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Ken Apfel wants Gens ta see this. It would be good if Gene s aware of thig before the Zpm
meeting. .



#
12432/788 10:31 Pax

e o e - e e i o . S et e e, e W i S e e Gooz

#######t#t######### FACSIMILE SHEET ###4### IS
SOCIAL SECURITY ADMINISTRATION

Office of the Commissioner
SO0 F Sirect, 8W
Wushington, DC 24254
Teleghone: (202)358.6016
Fux! (202135R-6077

Date: Drecs 21’ 1258 ‘ - Pzggg: Ejght

Frotn: Commissioner Xenneth 3. Apfe! TG Gene $perling thru Jeff lciiman

Triephone numbser: 4565358
: §56-22023
Fax number:_ s
22 SERLE o AR T e, R i

Muossages:

t O 3

W E e s o T WA s e

FTROBE G0'0E BGe18m93



F

127232798 310:21 PAX -

ML - L AT ae

- et Al )

Bo b 84”

SOCIAL SECURITY AND BUDGET SURPLUSES

In rereme months there have been svera! propomis.  ingluding one from
Manin Feldstein, that would come tlose 1o bolancing  Social Security for the long
run by using projected  budger  surpluses.  The propomals  sppexr  pofitically

snractive  bersuse they lugely avoid cuts in bepefits of incremses  in saxes.

Howezver, they all use nor only the build-up in Social Secyrity fonds - wfxic?:
make up the only Wgei mepluses  for the next two of theer years - hut also the
substantial  suipluses  in the non-Socisl  Secwrity budget which are estimaied w
begir ‘ajpearing abowr 2006. Thtre arr major problems  with commitiing  these
surpluses 10 Social Secyrity - problems that are of sufficiem  gravity, in my view,
w meke this "painless® approach o the Sosial  Sscurity defich  ensigly

yrALOEpIRbie.

.k ties ﬂuc,‘fuznrc financing  of 890%;3 Security 0 A wery uncortan mm
These ;urét&m may nOL develop at odi of mzy be much less than predicted  either
Because the esimalors  gre off the mark of becaust the povernment’s income swd
oUIES 4% madliﬁcd by lepislation, Il in 3 few years the Socld :'.itcnrit;r pragram  is
ance again predicted 10 be in longomnge  deficlt, the effect on public confidence

would be dovssating.
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2. For the firn gme fuure Secisl S&m’ﬁy benefits -Wfd deperd on money
raised  for general purposes.  Up umil now benefis have been paid for by money
riged  specifically  for Soclsl Swul;ity and carmarked for that purpose by Isw.
When deductions have been made from workess’ eamings for Social Security with
smploysys  mawhing xims:; deductions the purpose has been .clearly sawd. To gw

such funds for ancther purpose would beny 4 long sanding  agreement as

papressed  explicitly  in law.

.,.?fg;:s: non-Socizl  Seourity  budger mrp!:sscs,‘ on the other hand, grow ot of
the fact that iaxes, primasily income  wxes. are m esimated Bt present  rates 10
he more than enough 10 cover the costs of gencral government as defined by
preseit taw. Other progrums from defense 1o education have just me big 2 ¢lgim
w these  surpluses as Social  Security, claims thet may be recognized by futus
Congresses  if not by the Congress  that embrages a “painfess™ solution 1o the Socisl
Sccurny  deficit problem.  The poim .‘is‘liimpiy that Social Security does ot
actomatically  have a supsrior  moral claim 10 genessl  budget surpluzes  and would
be in eomparition  for them yegr h;r year with ewery other program  of the Federal
government.  The proposal, in effect. would fisenee 3 sipnificamt  part of Socisi

Security’s  fulire out of the rcome tax, with all the sccompanying  instability  that

this snpiies.

B orert e we WGHL SU¥E BE~1T-03
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3 As a maner of public polley i seems o me undesimable  that a2l estimawd
Faure budpget surpluses should be commiusd now to Social Security, Of course,
Al suepluses  in the Socisl Security account should go to Social Secunity, bus they
are afready counted toward Social Secyrity's long-run flamancing.  The rost of the
Social Sccuriiy deficit ghould bz made up for by specific Social Sexuriry changes,
i my view, patticularly by perisl advanee funding and 3 mix of imvesunents
cluding  not just low-yielding long-range povernmenr bonds, the only investment
now allowed by law, but slso corpomate  bonde and common siecks.  Thues, the
principle is maimgined  of firancing  Socixd Security cmtirely by dedicaied  waxes
raised specifically  for this purpose, keeping the funding of this uniquely long-serm
prugram  separate  from  the snamr‘ ferm  yearaoeyear  considerptions tha!

necessarily  drive general  budgers supponed by gentral  revenues.

I sorpluses  in the governmemt's  generdl account  sart 1o appear in 2006 ay
;wﬁicmdl there gre unmer needs in American  society that, in my view, should be
addvessed,  There 5 not only the t;timamd shortfall  in the finarming of Medicare,
by the Lok of any Kind of health  Snsurance for millions  of yOUDger Amelicaes,
There 15 the need o improve education  and in other ways cu;rntiizu:: w 8 fuere

of greswwr  worker produciivity  «nd, among  many other needs, there 15 the accd o

Y 2 T T Tonpupa CHOES SL 8% HR-1Z-2
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protest  the envitonmem  and the obligation to address  the nadenal _disgm:_c of

. havi;zg a fifth of our children growing up in poventy.

" The Peldwigin proposal  haz additione]  disqualifications. Overnl! 1 gots
beyord T making -Soctal  Sesurity whole mnd increases the Federa!  government's
commitments  to additionsl  retirement  benefiis.  ln view of Medicare's need for
addinional  funding and the other needs referred Q0 Mc; T think this {5 unwise.
Mureover, thizs plas and some othets cul back wn Social  Security and use the
budge: surplus 1o establish individual compuisory  savings accoums,  All such
mmw?f»g?"? savings  plans  have Ihugr: admintsrative prr;bix;ms because  Bs 4
subsntute  tor Sncizi} Security they need © cover il the same  workers as Social
Secunty iuciaéing pan time and femporsry empluyess and the fmployees  of very
almali employers, houschold emplovers, and the employers of seasomal  workers
geoeraglly  including  migratory zgﬁculm;ai workers,  The Feldswein pi#n alo
-provides  offssts in Sociel Secunty benzfis  as income  from the individual  savings
part of the plan prow 5o that down rhe !"&‘tf many workers will continue o ‘pay the
presens Yevel of Social Security taxes but get very Hitle in the way of a Sociz!
Secuenty  bencfn - return, zsimaziaﬁ which would be cerrain o wnderming Support

for cormmming  Socal  Security.

~~~~~~~~~~~~~ THONE GE 0% BE-1Z-0:
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There arc two acTions et would help avoid the trsp of & “painless”  Social

Security  sciution:

{1} Mainmin & complere epamuon  of Social Security finsncing by
meintaining & Soxial Security butget and a peneral pupose  budget and,

2} 8&:& an aceeptable  plan for bringing Social Security  intd long-range

balsnce.

«o . With the non-Sccial Security budger in balance, estimated for 2002, we could
. realisticafly  pue Suclal Security on a permanent  path of partiel  advance  finaacing
without any confusion about whether » Socisl Secyrity  build-up  contributes o

nanongl  savings or whether whar Social -Security saves s Ut spent  glsewhore  in

the Fedemml  budger,

With the non-Social Security budget bulanced, we should drop the unified
budget concept of the last sevenl Ws rad rgturn to 5 budget presegution  that
1rcats  Social Secunty financing  entirely  sepsately.  The c;smbimzim of balancing
the rnon-Social  Securnty  budget  and mmptc#iy SEDATRIL f‘ihmcizzs for Sexial

Sccurity would make n clear that paris!  advance funding of Social Security s

LI UV A 223 e b - — WML BR2Y BB~ -3t
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adding to t?zimmi smvings. Witi} Socisl Security trust funds purchasing Treasury
rg:xszitie:; of itvesting the finds in other ways, moTe naney wourld be availabie for
individuais {0 the private sector w invest in plam and equiptwent. in other words,
sutpluses  in Social  Security would clearly be feading o real swings  and

investment.  Swies separmte  chelr financing  of retirement  aymems from the rest of
their budgers and the Federal govemmess  should do this, mo.

‘Building  up such 2 reserve in Socisl Security would not only be good for the
cmamy byt alo ‘For the progmam. Although advamce funding would require
wm:km;;-’w pay mote then WEr 3 PRY-SAYOU-2O :ssmm a1 first, they would pay less
for any given Jevel of benchits later on. Partial advance funding would prevent very

high pay-gs-you-go  yares down the roxd or. drernatively, very large bencfit curs,

The separation  of Social Security from the nonaacial  Security budger may
peed 10 be mached  pradually  over # pcmd of fiveysars or 30 ™ avoid .the
disiocations r&:m » sharp deviusion from past practice, but i would be imporianm
e reach  the goal by ’mt Gme siicabic non-Social  Security surpluses  begin 1o

AppcRr, now esumatwed o be 2006
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The other condition mmry o avaid the appeal of 2 “painiess™  sohrtion
is 10 have m sccepiable  molution  thal keeps the pamn 10 & mimimum. Them are
g%nl that could be comsidered but { think the best one is the one | have pat
forward as Social Security Plus (revised December 13, [998).
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_ THE WHITE HOUSE
WASHIMGTON

MEETING ON SO(}IAL SECURITY OPENING BID
December 22, 1998
The Cabinet Room; 2:30pm

ACENDA

i. CRITERIA FOR DECISION
11. REVIEW OF THrRER OPTIONS
Optiont #1.

Option #20

Option #3:

§ o1ty Be 1Y ] 5 10
Social Scc;zg;;;g Tr‘u tFurz mfeszi ﬁ} ;;:Lgsg Fu gﬁ ;{} ﬁgg;l,tcs cstébizsh

individual accounts, extend Medicars selvency, and fund other priorities.

Allocation Between Co ! Qggggw Igws;mgm am za Ldugl &gggg;;gz;g extcrzé
Medicare solvency, and fund other prionties.

[ake. : i udgel, invest trust fund in equities, and make fransfers
i‘raf”z ﬁﬁ*budget szz*’;}ius 1o Soczai Security trust fund,



o . . 'CRITERIA FOR DECISION » -

Will it help maintain support of Democrats?

Will it reach out a hand to Republicans and show them that you are serious about
bipartisanship? : '

Wil] the public see you as showing bipartisan leadership?

Will the elite media and Concord Coslition types feel that the proposal demonstrates
{iscal courage?

Will the proposal lead the process to get polarized, or will it help move things forward?

Considering where you would like to end up, does the proposal represent an opening bid
that 1s likely to lead there?




OPTION #1: MAINTAIN STRONG SOCIAL SECURITY BENEFIT BY”
TRA}@SFERRING 50 PERCENT OF SURPLUS TO SOCIAL SECURITY AND
INVESTING THE TRUST FUND IN EQUITIES

. Continue to use all 12.4 percent of the Social Security payroll fax 1o fund the traditional
benefit,
. Transfer 50 percent of the unified budget surplus to Social Security and invest a portion

of the Social Security trust fund is equities -- possibly enough (o assure 100 percent of
currently promised benefiis,

. Call for a bipartisan effort to make additional {ough choices on reforms. This could
reduce the reliance on equity investments and the surpius, and free up resources that
could be used to strengthen Medicare. -

= Progressivity |
O Make change in widow allotment to reduce the poverty rate for widows,
Possibly include other anti-poverty proposals such as an enhanced
minimum benefit.
o Corporate Governance
< Independent board hires private investment managers: none af them would
control more than 1.2 percent of the stock market,
Investments in passive index funds commingled with investments of
private mdividuals,
Twosthizds rule with both Houses 10 affect investment choices.
Diffuse voting rights by keeping the amounts with any one nianager small.
Ask for bipartisan process to ensure independence and non politicization.
Open to alf idess.

o

o000

PART #2: INVEST 17.5 PERCENT OF SURPLUS ¥OR FAIR AND SAFE SOCIAL SECURITY
Mﬁm&m&&m&! LNG-TERM CARE)

Set principles that eny individual account must make Social Security more progressive

and fair,

. Start with $200-8300 individual accounts for 25 years with some voluntary
individuzl/employer maich, Provide additional incentives for poorer Americans.

* Ensure safe accounts that have TSP structure wuh three choices, and a guarantec of a.

mimmum real retum.
- New Heg: Possibly allow two uses: reliremestt or long-lerm care costs.

PART #3: INVEST 17.5 PERCENT OF SURPLUS 170 EXTEND MEDICARE T0 2020

PanrT#4: RESERVE 1S PERCENT OF SURPLUS FOI MILITARY READINESS AND
PRESSING NATIONAL BOMESTIC PIIGRITIES

® Detailed blue print for Military Readiness aver the next 6 years

L4 wet aside block for Education and Research
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VARIATION: GIVE ADDITIONAL DETAILS TO ASSURE 100 PERCENT OF BENEFITS

Proposal: You could put forth a specific proposal showing that 100 percent of currently promised benefits can
be provided by investing 50 percent of the trust fund in equities and transferring roughly 50 percent of projectec
future surpluses to the Social Security trust fund. The proposal might also include some small fraditional
reforms such as covering state and local new hires or raising the maximum level of earnings subject to taxation
so as to hold consiant the percentage of all earnings that are subject to taxation.

Advantages:

° Will reassure Democratic base that the ful] Social Security benefit can be protecied, and reduce criticisn
for lack of specifics.

Dizadvantages: X

L By disclosing specifics of trust fund investments, this option will open us up o attacks over the share of
the stock market owned by the government. Critics could ¢redibly argue that the trust fund would own
between 11 and 20 percent of the stock market.

Maintaining Support of Democrats

. Could hold core Democrats and progressive interest groups by meeting test of not cutting benefits 1o
fund individual accounts. Assures them that we oppose plans that carve out revenue from exisiing
payroll tax to fund individual accounts,

L] Democrais may still be nervous that the proposal opens the door to individual accounts without
creating cenainty that traditional Social Security benefits will be sufficiently protected.

Reaching Out 1o Republicans
. Establishes good faith and brings some Republicans to the table by proposing individual accounts in
our opening bid.

. Ruling et carve cuts will alienate some Republicans who favor that approach,

. Because the plan relies on collective investing, it may lead to major attacks over government
ownership,

. Existence of individual accounts may blur the attack or government ownership in the market.

Public Display of Biparsisan Leadership
. Public may initially judge the plan as 3 reasonable middle approach that reaches out to all sides, both
preserving & strong traditional Social Security benefit and encouraging privale wealth accumulation.

. Asking both sides 1o focus on savings for long tenm retirement needs and o forego short term
spending and tax cut desires will be scen as responsible, especially when combined with the specific
commitment to addressing the Mcedicare problem.



“Elite Media/ Concord Coalition
4 Will recetve credit for allocating 85 percent of surpluses to long term fiscal challcnges, and making
more difficult the impulse for irresponsible tax cuts.

. Will receive credit for the surprise announcement that we are iackling Medicare.

. Will be criticized for not making tough choices on the benefit cuts and tax increases necessary (o
reduce national spending on elderly entitlements. However, if we open the door to traditional
revenug oplions, this critique may be somewhat muted,

. May face some criticism for transferring Social Security surpluses to the trust fund a second tine,

» May receive severe eriticism for allocating surpluses for many years intd the future {lthough Gramm
and Dominict are doing the same thing).

Will Opening Bid Avoid Polarization and Lead to an Acceptable Final Result?

* Proposal includes strong public statement of bipartisanship, and an attempt to include what matiers -
most 1o both sides. Thus, it could make even dissatisfied players want to come to the tsble and
participate in the process.

» While the proposal includes the banefits of both collective investment and individual sccounts, the
proposals could produce the werst of both worlds - attacks on both individual accounty and on
collective investing,



OPTION #2: USE 67 PERCENT OF THE SURPLUS FOR SOCIAL SECURITY
WHILE LEAVING OPEN THE ALLOCATION BETWEEN COLLECTIVE INVESTMENT AND
t  INDIVIDUAL ACCOUNTS

Parr#l: USE 67 PERCENT OF THE SURPLUS TC STRENGTHEN SGCIAL SE ¥ WHILE LEA
mmmmmwxﬁsmumxmm

. Sets aside sufficient funds to save Social Security,
.® Explain that the main debate is over whether prefunding and higher returmns shouki oceur through

individual accounts or through an independent government board contracting with private-investment
companies on behalf of the trust fund,
L4 {’all for a bipartisan process to reach consensus on this and other remaining issues.

g ’E‘%ze 12 4 ensures {}f}i}’ 72 pcrccni 0? E}cneﬁts in 2832 and 66 percent in 2072, There are different
mechanisms for getting additional resources for the traditional benefit, including trast fund
investments 1n equities, traditional revenue sources, and integrative plans, This proposal would insist
that a mechanism be found to get additional resources inte the traditional henefit,

RYT#3: ANNOUNCE ADDITIONAL PRINCIFLES FOR ( :CTIVE INVESTMENT

b Independent board %szres private 1z~ves£ment managers: none of {hem would control more than 1-2
percent of the stock market,

* Investments in passive index funds commingled with investments of private individuals.

. Diffuse voting rights by keeping the amounts with any one manager smali.

* Ask for bipartisan process 10 ensure independence and non politcization.

PARTY #4: ADDITIONAL PRINCIPLES FOR INDIVIDUAL ACCOUNTS

. Any individual account must have a guarantes that no matter what happens, people have a basic
guaranteed benefit - equivalent to current law benefits,

* Individual aceounts must make the system more progressive for those who rely on Social Secunty the
most - older women, the disabled, low wage workers.

. An individual account plan must keep administrative costs as low as possible,

‘Eg RTHS: ANY REPORM PLAN MUST COMBAT POVERTY AMONG THE ELDERLY
w Ly ’

« Plans must include increased survivor benefits, or other anti-poverty measures.
PART $6; INVEST 17.3 PERCENT OF SURELUS TO EXTESD MEDICARE 10 2020

Panr #7: RESERVE IS PERCENT OF SURPLUS #OR MILITARY READINESS ANE PRESSING DORMESTIC
PRIGRITIES

RT # 8 GEyERTO PARTICIPATE !N BIPARTISAN P 85 TO ACHIEVE BAVINGS FROM SOCIAL
SECURITY INORDER T KEMORE RESOURCES AVAILABLE FOR MEDICARE
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Cintaining Support of Democrats
. Some Democrats may feel that the door to individual accounts has been apened without a clear
formula for protecting the traditional Social Security benefit,

. Allocating 12.4 and more 1o preserve the traditional benefit muay reassure Democrats that we will
accept individual accounts enly if they are on top of the existing system.

Reaching Out to Republicuns ’
. Proposal brings Republicans to table by opening door {0 individual accounts and by not cammziimg
' 1o collective investment.

g Strong conditions on individual accounts and lack of specifics may leave some Republicans wary that
we are avoiding “going fiest™ and unsure of whether we really want to get a deal done.

. By ruling oul carve out proposals, we alienate Republicans who favor such an approach.

]

Public Display of Bipartisan Leadership
. Wins points for clear statement of current consensus and determination to resolve remaining
disagreements in a hipartisan process.

* Lack of speeifics and tough chaices may be seen as failure in Jeadership.

Elite Media/ Concord Coalitios
L May face criticism for lack of specifics.

. Will receive credit for allocating 85 percent of surpluses to long term fiscal chalienges, and
particularly for the surprise anncuncement that we are tackling Medicare.

» Will be enticized for not making tough choices on benefit culs and tax ingreases. However, beciuse
we are opening door on traditional revenue options and to the possibility of a bipartisan agreement to
reduce the share of GDP spent on entitiements for the elderly, this critique may be somewhat muted,

. May receive severe eriticism for sllocating surpluses for many years mto lhe. future {although Gram
and Dominici are doing the same thing.)

A

.

» Possibility of getting some eredit for aveiding irresponsible tax cuts.

Will Opening Bid Avoid Pelarization and Lead to an Acceptable Final Resuli?
» By not laying out a specific plan and by leaving open the decision about coltective investment versus
mndividual accounts, we avoid attacks and maintain maximum fexibility to work with all sides,



. VARIATION: ANNOUNCE DATE THAT YOU WILL UNVEIL A COMPLETE PLAN

Proposal:

For either of the two options above, you could give fewer details in the State of the Union, and instead:

1. Call for everyone to focus on saving the surplus to meet future retirement nieeds,

2, Make a strong call for bipartisanship and for hard work aver the next 4 to 6 weeks to put together a
plan.

3 Announce basic principles on progressivily, corporate governance, and on dealing with Medicare.

4. Announce that after a few weeks of consultstion, you will put forth a plan by a specified date

{February 25 or March 18 for example).

Advanrages;

L This option may solve our time trap. At the moment there 13 pressure for immediate leadership, and
for you to put out a plan. Yet Democrats are not sufficiently engaged i the issue to know what
oplions are acceptable fo them. By giving them meore time, and forcing them to reach a consensus in
the period immediately following the State of the Union, we will encourage thems to confront the
difficulties in plans that they may currently think that they favor, give them the opportunity o move
toward the center, and give us the opportunity to obtain mere information about where they really
stand.

. Shows leadership while still giving Democrats significant time to get up to speed and to work with
you on specific proposals,

isadvantages:

. Locks you into going first at a specific time without knowing what the future political environment
will look like,

s While it may make some people work hard 1o engage in the process and advise you, it may

encourage others 1o sit back and wait to sec what you come up with.

VOLUNTARY INDIVIDUAL ACCOUNTS ‘ .

There are different ways 1o have a voluntary individual accounts plan or a component of an individual
account plan that is voluntary. For example:

* We could provide a tax-favored investment option with inceatives for low-income people to
contribute, such ag a government match {(similar to an IDA}.

» The government could make an annual $100 contribution to every worker's account, and then give
mdividuals the option to make additional contributions on their own,

. Budget surpiuses could be used to get the accounts started with 10 years of contributions, with the
notion that it would be up to individuals to make their own contributions thereafter,

THESE OPTIONS CAN BE APPLIED TO ALL OF THE PLANS




o "

OPTION # 3: PHASE IN TAKING SOCIAL SECURITY OFF BUDGET

Part #): E EW » 1AL RITY RE BUDGET

4 Announce that we are taking Social Security off budget over the next 10 years, and that
every dollar of the $1.7 trillion dollars in Social Sz:f;;umy surpluses will be invested in real
assets in 8 new trust fund.

* Phase in would allow us to maintain balanced budgpet, and to come up with additional
funding for defense and discretionary priorities. ‘

. Would noet need to describe the phase-in to Social Security being off budget as replacing
a “sham” trust fund. Instead, we could say thai the fiscally responsible President is
moving on to tackle an even more ambitious goal.

~{erparate Goveriance

o Independent board hires private investment managers: none of them would
control more than -2 percent of the siock market,
Investments in passive index funds commingled with investments of
private individuals,
Two-thirds rule with both Houses to affect investment choices,
Diffuse voting nghts by keeping the amounts with any one manager small.
Ask for bipartisan process 1o ensure mdependence and non poblicization,
Open to gil ideas.

o)

00

PA 3 Tw rF BUDGET V (5
Option A - :

anbudgel snrpius for as lcmg as it asts in erder m preservc ful l benefits w:zbout
relying on traditional revenue increases or benedit changes,

Option B

{ arial balance, Ck;se ene»t 312‘{3 of zhe SGIVCTZCV 5,‘.33 wgzi*i
cqzziiy investments (im*e% 3:} pcmem of the trust fund), one-third wilh transfers
from the on-budget surplus (transfar an amount equal 10 about 1 percent of
payroll), and one-third with traditional reforms. Even without the traditional
reforms, this proposal moves the trust fund exhavstion date to 2050 (from the
ourrent 2032).




ALTERNATIVE OFF-BUDGET APPROACH: LEAVE OPEN THE FORM OF INVESTMENT

Ammunce zi‘zaz Soczai Swamg shou&{i bze taken of’f’badg&i over the next ten years.

Leave open the allocation between collective investment and individual accounts.

Give principles for accomplishing the rest of Social Secunity reform stmilar to those in option 2.
For example, the full 12.4 percent payroll tax must continue 1o fimd the traditional benefit,
collective investment must be accomplished by confracting with privale managers, and individual
accouMs must be progressive.

Maimtaining Support of Democrats

L

By creating a2 real” trust fund with marketable securities rather than 10Us, we streagthen the
credibility of Social Security within the context of the traditional program.

Propasal provides big Democratic victory since the plen virtually shuts down the possibility of
unpaid-for tax cuts for at least the next 7 years,

In combination with the President’s principle that the full 12.4 must go to the traditional benefit,
makes it unlikely that individual accounts will be a major part of the plan. However, absence of add-
on individual account options moay displease some Democrats, and by removing add-on option, the
proposal may make a carve-out plan more hikely.

May limit resources available for other Demoeratic priorities. Even if a phase in that aliows for
defense spending and NDD priorities can be accomplished, such a plan leaves Jittle room for
Medicare spending, or other priorities that might arise before 2008

Reaching Out te Republicans

Key Republicans including Archer have argued that Social Security should be off budget. Some
Republicans think this proposal will help them meat their goal of shrinking government.

Republicans may support a phase in so ag to allow for defense spending.

With Social Sceurity off budget, the sysiom will appear more independent. This may reduce coneerns
about trust fund investment 1n private securities,

Republicans might respond to the phase-in proposal by trying to take Social Security off budget
immediately, This has the following potential pelitical downsides:

- The President would no longer be seen as baving balunced the budget,

- Previous statements about fiscal accomphishments may now appear to have been
deceplive.

16
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Republicans might respond to phase-in proposal by trying to take Social Security off budget
immediately. This has the following potential pelicy downsides:

- Perceptions of deficits instead of surpluses could fuel new pressure t¢ achieve immediate
balance by cutting discretionary spending and shrinking the role of government.

Draws significant attention 1o the current practice of using Social Security surpluses to finance
general spending at a time when wy are likely 10 be proposing additional spending on defense and
domestic priorities. Republicans may eriticize us for using the phase in 1n order to accomplish new
spending,

The difficulty of funding individual gccounts in an off-budget world may dampen Hepublican
enthusiasm for reform. While it would be possible to wait to start individual accounts untif after there
arc large on-budget surpluses {perhaps 2008), this delay would reduce the appeal of the proposal, and
would make it hard to design a package in which the build up of individual account asszls matches
the phase-in of benefit cus. |

Public Display of Bipariisan Leadership

Appeals 1o people who are concerned that the current trust fund 15 not real. Off-budget proposal has
enthusiastic supporiers on bath sides of the aisle

El

Elite Medin/ Concord Coualition

i

Adttitude of elite media will depend on the degree to which the proposal relies on traditional reform
options rather than on surplus transfers and higher retums,

Plan is immune to arguments about double counting,

Easier to argue that tough choices on Social Secarity benefits and revenues are helping solvency,
rather than simply increasing the general budget surplus and the likelihood of'tax cuts.

Does not leave much cushion in case of an economic downturn. Risks return of significant deficits.

Will Opening Bid Avoid Polarization and Lead to an Acceptable Finat Result?

Because the propesal will be seen as having bipartisan support on both sides, it could g g,crzerate
moemontum for bipariisan reform.

Tighter resources, at least in early years, could make it hard to provide wins for hoth sides

1f Republicans think the proposal has ruled out individual account and tax cuts, they may decide not
to participate iy the process unless we are witling to consider s carveout.

{f Democrats decide that this approach will ereate new pressure for ents in education and liealth care,
this proposal could also lose their support.



December 22, 199§

TC: Gene Sperling
FROM; Jeff Liebman
SUBJECT:  Three new plans devised by Ken Apfel

Ken wants you to see these three new plans. They have a fair amount of pain and only a
moderate amount of equity investment and surplus transfers. ‘



S5A Props: Uniflod Budget Transfers Noodod for OASDI Solvency (1ot}
+  Basic Provigions, Changs in Actuarial Balarcs
Ralse NRA from 67 1o 68 for age 62 in 2084-38 (after addl 114yr hatus), 0.17
Ralse taxsbie maximum to tax 80 percert of covared sarnings by 2021, 0.49
fncreass bensfit computation poriod to 38 In 2006, 37 in 2010, 38 In 2044, 0.19
Covar afl State and local govt employess hired In 2011 and (ater, 0.18

Pay aged surviving spousa beneficlaries 75 parcent of coupla benefit, if highar, but
fimit this option 1o the amount payable 1o survivor as a retired worker if had PiA
oquinl zn average retireci mker Piﬁ; in year of suw e%;g!biﬁty Phasa in by 2040, 0,12

a} Eiasi{: pravisloas {aﬁove} 1.16
biRecdeem CASH spoacial Issus securities al an amount equal to 1 parcent of ’
taxable payroll for the purchase of stock baginning 1999 so that the percent

of the TF invested in stock naver exceeds 35%. 872
o)For yaurs 2002 thraugh 2013, transfer up to 1 percert of payroll from the GF to

the TF (imited to size of on-bucigst surplus projected under FYS3MSR DRCPRPOF)

Where on-budget surplus is less than 1 percent of payroll, redesm (), 0.20
d)&mduaiiy mduce 1he ?iA benefit famtas by 3.5 pamem (phasa in 20%}1 ~Z040).

Ghangs In OASD! sctaurtal balanze to:a) .o endd) . 2,19
QASDI trust fund ratio at end of 2072 is 108 percent  and is daclining by 20 percent per ysat,

b)Redeem OASDI speclal issus secuifllos begin 1688 at an amoun! aqual o 1 parcent
of payral for stock, imiting stock holdings to 25% of Trust Fund Assels, 452
CYFor years 2002 through 2013, transfar 1p 10 1 percant of payroll from the GF 10

2?}8 TF a8 In E’Eazz B above 0.20
'Chan«ge in Oﬁs‘i)l actamiai baiance fnr a}; b}. ¢j, and &) 2.18
"~ QASD! rust fund ratlo at end of 2072 1s 99 percont  and Is declining by 17 percent per year,

&) Bas!c: ;m}visions (ahove} 1.18
biRedsern OABDI spacial Issus securifiss at an amount sguil to 1 percent of

axable payroll for the purchase of stock baginning 1999 so that ths percant

of the TF investad it stock naver excoads 25%. 0.52
)Graduaiiy reduce tha PiA bemﬁt factora by 4.8 percerzl {phase in 2031-2{24{}}

Change in OASDI actaurial balanca for a). by, and &) 2.19
OASDI trust fund ratio at end of 2072 is 100 percent  and [s declining by 13 parcent per year.

Transfers to Trust Funds as percent of payrofl are limited 1o On-Budget Swpius {(OMB FY38 MSR D@ CP1+POP)
Transfers are usod fo purchase stock up 10 & prescribed Hmit, and then are used to purchase special bonds
Al UB surplus under MSR assumptions that is not transferred ig assumad to be spent,

OCACT/SSA 12/22/88
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SSA Props: Unified Budgot Transters Nesded for OASDI Solvency @ot2)

Estimated Trust Fund assets hakl In the form of stock with the market aggregate valus af

$9.3 Tritlion at the beginning of 1898, with growth at either the rate of grewth In GOP or
the expecled total yield on stock (3.84% equity premium over LT US Bond)

Trust fund Assals Hald in Stock at beginning of Ysear (BOY)

Plan A Plan BB
{ithons of gurrent dolines}

2006 ag 38
2010 885 746
2020 2681 1,743
2030 4,337 2.817
2040 £.183 3.837
2050 8.842 5,347
2680 11,084 8,682
270 9,308 5818

Plan C

38
663
1,467
2,312
3.000
4,146
5,356
5,131

Trust Furd Stock BOY as % of Market {Market grows with GDP)

Plan A
2000 0.4
2010 52
2020 5.7
2030 10.3
2040 8.1
2056 8.2
2080 6.5
2070 3.4

Pan B

0.4
4.5
8.5
6.7
5.8
4.9
39
2.1

Plan €

0.4
4.0
6.5
58
4.4
3.8
3.1
1.8

Trust Fund Stock BQY as % of Market (Market Grows at GDP+1 B%}

Plan A
2000 0.4
2010 4.3
2020 .8
2030 8.2
2044 4.7
2060 36
2060 2.4
2070 1.1

Flan B

0.4
3.7
3.6
4.0
29
22
1.5
0.7

PlanC

B4
33
3.8
3.3
z2.3
1.7
1.2
¢.8

QUACT/SSA 12/22/98

TOTAL P.B3
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Criteria for dectsions ‘
How new hwdget projections change the on-budget/off-budget caleulus

Qn-budget option
Off-budget option




CRITERIA FOR DECISIONS

Will it help maintain support of Democrats?

Will it reach out a hand to Republicans and show them that we are serious about
bipartisanship?

Will the public see the President as showing bipartisan leadership?

Will the elite media and Concord Coalition types feel that the proposal demonstrates
fiscal courage?

Will the proposal lead the process to get polarized, or will it help move things forward?

Considering where we would like to end up, does the propoesal represenl'arx opening bid
that is likely 1o lead there?




- s HOWTHENEWBUDGET ?R{}JE{Z‘TK}NS )
CHANGE THE' OV«BKEI?QE’??Q?F&%&!)QET {ZALCULUS “n

e

MSR Projections New Baseline Projections (12/28/98)

Unified ' Unified

On-hadget | Off-budget | Budget On-budget | Off-budget | Budget
1998 | -63 ©1m 39 29 99 170
1959 | -64 s 49 -25 118 94"
2000 | -65 123 . |s8 2 128 130
2001 | -48 131 83 10 134|144
2002 |7 141 148 55 143 198
003 |4 152 156 42 152 194
2004 |23 159 182 59 157 216
2005 | 39 176 215 72 172 244
2006 | 61 184 245 95 179 274
2007 {101 196 297 133 190 323
2008 | 138 208 343 166 198 364

Ways in which the new projections make taking Social Security off budger snore appealing

. Under the new numbers, it is possible to take Social Security off-budget and still
have a balanced budget in FY2008 (assuming no new spending),

4 New Numbers May Create a Stampede in favor of taking Social Securify Off-
budget, [LCBO projections are similar 10 OMB projeciions, the numbers could lead fo
sverwhelming support for taking Social Security off budget.

- 1f there i3 going to be a stampede in that direction, we might want to get in front
of i1, and take credit for it.

- Democrats who simply wanl to define Social Security as an issue for the 2000
elections may lead the stampede in order to rule out the possibility of a major
Republican tax cut or of individual acceunts.

® New Numbers May Create Pressure to Use the On-budget Surplus for Tax Cats.
Republicans are Likely to propose using $68 billion of the surplus for defense and the
remaining $100 billion for a tax cut /

- We comid sesk 1o block a tax cut by arguing that Madicare deserves any additional’
funds that are available. However, ihas case is woakened by the fact that we will
be sponding two-thirds to three-fourths of the surplus on NDD and defense.

)




Downsides of taking Social Security aff budpet

in alar re of the daet 15es. Under the on-
budgei p an, sziy 7 pewem {}{ i%m amfieé %}ﬁ{ig&i sziz‘j;}kzsas are éeéwawé to NDD
spending, and this is exceeded by the 17.5 percent allocated to lax cuts in the form of
universal pension contnibutions. With Social Security taken off-budget, nearly half of the
surpluses will be used for NDD spending and there will be no tax cuts to provide
Republicans with a win.

. Will be difficult 10 extend Medicare ency through 2020, 1t would probably
eliminate our chance to do somezhmg magm’ for Medzcam in Eha near term.

be cm:cai for achieving bipartisan r&form Wlihoul sufficient f‘urzds for an add-on in the
short-term, we would either need to invest all 12.4 collectively (unacceptable to
Republicans), do a carve out plan (unacceptable to Democrats), or wait until 2007 or so to
start the universal pensions (politically unattractive),
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GPTHION #1: MAINTAIN STRONG SOCIAL SECURITY BENEFIT BY
TR,&NSFERRZNG SOME OF THE SURPLUS TO SOCIAL SECURITY AND
' INVESTING IN PRIVATE SECURITIES

USE 50 PERCENT OF TRE UB SURPLUS FOR 15 YEARS TO STRENGTHEN SOCIAL SECURITY
® Transfor 50 percent of the UB surplus for the next 15 years to the Social Security trust
fund, {Alematively, we could transfer 2 smaller amount of general revenue for a longer

period of time),

0 Could also announce principle that the entire 12.4 percent payroli tax
shouid continue to be used 1o fund the traditional social security benefit

. Kev question: do we explicitly call for trust fund mvestment in equities or do we call for
a bipartisan process to resolve the best way to de the invesiment?

0 Could announce principles 1o protect collective investments {rom political
interference.
. Key question: When we call for a bipartisan process to achieve reform, do we explicitly

sayt that we need tough choices on traditional reform options fo close the gap?

ANNOUNCE PROPOSALS TO REDUCE ELDERLY POVERTY

hd Establish new widow benefit that provides the maximum of the current benefit or 75
percent of the benefit the married couple received with both spouses were alive. This
new benefit would be capped at the PIA for the average worker, Would reduce widow
poverty from 18 percent to 14 percent {tentative numbers).

. Could be more general and simply promise to release specific proposals later.

RQYII}? 3&5;13@1&1%? N )

. Sec options at end of doczxmen‘f

Part#3: INVEST 17.5 PERCENT OF SURPLUS TO EXTEND MEDICARE TO 2020
* Any additional savings aahzcved with traditional reforms should aise be used 10
strengthen Medicare.

Pant #4: RESERVE 1S PERCENT OF SURPLUS FOR MILITARY READINESS ARD PRESSING

NATIONAL DOMESTHC PRIOQRITIES -
* Detailed blue print for Military Reudiness over the next ¢ yours
o Set agide block for Education and Research

&
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HOW OFF BUDGET ISSUE WQULD BE HARDLED

Continue to stress unificd budget. We would continue to argue that the unified
budget is the relevant concept for budgeting, and we would defend this concept by
pointing out that it bas been used by every administration in the last 30 years and
that it 15 the relevant concept for macroeconomic policy.

Our NDI spending is less than the on budget surpluses, Even if you tock
Soeial Security off budget, it-would be possible to fund our NDD spending out of
the on-budget surpluses. Our NDD spending is just 7 percent of the unified budget
surpluses,

£.5¢ pluses a g sllocated to retivement
ng,ggls_ We are using the Socml Seczzrzty surpluscs to strengthen Social Security
and Medicare and to fund universal pensions.

nge : x cut. Republicans are likely to propuose
spending 50 billion on n defense and 'the rcmammg 118 billion on a tax cut. We will
need to argue that remaming surpluses are needed for Medicare.

How Much Should We Rely on Projected Fuature Surpluses and Equity
Investments?

*

»

With 50 percent of the trust fund in equities:

With 35 percent of the trust fund in equities: .

Using 50 percent of surplus as long as it lasts achieves solvency E:aeyz}nd 2072.
-~ Trust fund would own between 13 and 19 percent of stock market.

Using 50 percent of the surplus for 15 years achieves solvency through 2068,
-~ Trust fund would own betwceen 12 and 18 percent of stock market,
Transferring a smaller amount {0.8 percent of payroll) forever {even after
surpiuses end} achieves solvency through 20yy.

- Trust fund would own 2z percent of stock market.

Using 50 percent of surplus as long as it lasts achicves solvency through 20062,
-- Trust fund would own between 12 and 18 percent of stock market.

Using 50 percent of the surplus for 15 years achieves solvency througlh 2057,
« Trust fund would own between 8 and 12 percent of stock market.
Transferring a smatler amount (0.8 percent of payeoll) forever {even after
surpluses end) achieves solvency through 20yy.

-~ Trust fund would own x percent of stock market.




_ OPTION # 2: TAKE SOCIAL SECURITY OFF BUDGET AND CREATE A NEW
' “REAL” TRUST FUND

TAKE SOCIAL SECURITY OFF BUDGET

. Armounce that we are taking Social Security off budget immediately ~ no longer will
Social Security surpluses mask on-budget deficits.

MAKE TRANSFERS FROM GENERAL REVENUES TO S0CIAL SECURITY TRUST FUND

* Any on-budget surpluses remaining after discretionary needs are mot in the first five
years and an amount equal 10 1 percent of payroll in later years {or some similar amount)
would be transferred to the Social Security trust fund.

. Key question: Do we explicitly call {or trust fund investment in equities or do we call for
a bipartisan process to resolve the best way to do the investment?

o Since on budget surpluses will not be sufficient to fund individual
accounts for a number of years, we may want 1o propose trust fund
investinents in order 1o prevent a carve out.

8 Key question: Do we call for 2 bipartisan process to make additional tough choices on
reforms or do we propose sufficient on budget transfers and equity investment 1o achle:va
solvency even without additional reformas?

ANNOUNCE PROPOSALS TO REDUCE ELDERLY POVERTY

s Establish new widow benefit that provides the maximum of the current benefit or 75
percent of the benefit the married couple received with both spouses were alive. This
sew benefit would be capped at the PIA for a worker with average carnings. Would
reduce widow poverty from 18 percent to 14 percent (tentative numbers).

. Could be more general and simply promise to release specific proposals later.

A v Y PICAR

L Over first five years, nearly all of the surplus would be needed i“or Military Readiness
and Pressing National Domestic Prioritics,
. Any remaining surpluses afier discretionary needs are met and after.the general {und

transfers 1o Social Sccurity would be reserved for Medicare,



VARIATION: ANNOUNCE TIME TABLE FOR RELEASING ADDITIONAL

" DETAILS OR COMPLETE PLAN

Proposal:
For cither of the two options above, the President could give fewer details in the State
of the Union, and instead:

L.

2.

Call for everyone 1o focus on saving the surplus fo meet future retirement
needs,

Make a strong call for bipartisanship and for hard work overthe next 4 to 6
weeks to put together a plan,

Anncunce basic principles on progressivity, ¢orporate governance, and on
dealing with Medicare.

Anncunce that after 3 few weaks of consultation, we will put forthaplan by 2
specified date (February 23 or March 10 for example).

Advantages:

This option may solve our time trap. At the moment there is pressure for
immediate leadership, and for us to put out a pian. Yet Democrats are not
sufficiently engaged in the issuc to know what options are acceptablo to them.
By giving them more time, and forcing them to reach a consensus in the
peniod immediately following the State of the Union, we will encourage them
to confront the difficuities in plang that they may currently think that they
favor, give them the opportunity to move toward the center, and give us the
opportunity to obiain more information sbout where they really stand,

Shows lzadership while still giving Democrats significant time {o get up to
speed and to work with us on specific proposals,

Disadvantages:

Locks us ino going first at a specific time without knowing what the future
palitical environment will look like.

While it may make some people work hard to engage in the process, it may
encourage others to sit back and wait 1o see what we come up wilh.




DIFFERENT. APPROACHES TO UNIVERSAL PENSIONS *-

Option # 1: One-time government contributien plus progressive subsidy.

* Make one-time contribution (perhaps $500) to give every American & retirement
individual account {perhaps exclude people who already have IRAs).
# . Match the contributions of low and moderate income taxpayers using a refundable tax

credit. Match rate could start at 200 percent and then fall to 40 percent {40 percent is
essentiaily the subsidy taxpayers in the 28 percent bracket receive from existing IRAs)
as a taxpayer’s AGH rises. Workers would have to have at least $5000 of annual
garnings to qualify (50 as to exclude students and pensioners} and there would be age
restrictions on who could contribute {o the accounts (21 to 647).

» A worker’s total contribution 1o traditional IRAs and the new individual account would
be capped at $2000,

. Would provide default TSP aceount option, but permit accounis 10 be invested with
any approved invesiment manager.

Advantages ‘

’ Every American will have an account with regular statements eliminating the obstacle
to savings caused by the need to find a provider and learn how fo set up an account.

. Most of the money 18 allocated to subsidies that bepefit only those who engage in the
desired behavior - saving,

Disadvantages .

. If people do not take advantage of the match, there will be lois of small accounts. The
lowest income people may be the least fikely 1o take advaniage of the subsidies,

* If matches are too generous, people whose employers match 401k contributions may

instead contribute to the new individual account system, Government subsidies would
replace employer subsidies and hitile new saving might result.

Option # 2;: Make flat contributions to individual accounts lor 15 years to get them
started.

* Give 8250 a year to every American each year for the next 15 years to get accounts
started. Thercafter, workers would be on thelr own.

» Ceuld continue to give $250 for 15 vears to every new cohort {for example 2010 34
year olds),

Advantages

s Gets moderate sized accounts started for every American,

Disadvantages

. Contributions sre independent of saving bc%zavz{;r and could even encourage aééiztonal
CONSUMPLION,

T Option # 3: Kid-save style accounts,
. Make flat contributions {0 ndividual auceuazs for children ages 0-16, so that they have
a $10,000 account and oxperience with invesiments when they enter the work foree.

Advantages

L Every American would have a2 moderate sized account when they entered the work
force. After observing the value of compounding, they might develop the habit of
saving.

Disadvaatage

. Educational valug might be gmazcr after people have entered the work foree.

(D




