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WA$f-tINGTON 

Decemher 29, J991 

YlEMOI(ANDlJM FOR rUE PRESlDENT 

FROM: GENE SPERLING AND LAWRENCE SUMMERS 

SUlJJECT: 

FoHowing our pn.':VlOUS two meetings with YOLI. we thought it would be hclpfhl to provide 
you with this pat..:kct of memoranda on various aspects or using the projected surpluses l'or Social 
Securily and rt..:tircmcnt needs. These papers benefitted from the l..:xcellcBt work of ,.;laIT a1 lhe 
NEC. Treasury, OMB. Social Security Administration. ,md eEA. 

The overview memorandum pwvidcs an ovcmlL hl'oad perspective on the- issues 
invoivcd. The oiher attm.:hcd mcmonlllGa cover: 

• 	 Tab A: Social Security reform and national saving 
• 	 Tab [t How much GreGil would the actuaries gram for tnmsj~rrlllg lile .jut phl$c~ to Ill...: 

Trust Fund 
• 	 Tab C: The mc-clmnics and meaning of the Trust Fund 
• 	 Tab D: lllvcsting Social Security asst;Hi in p:-ivate sccuri!i!..::> 
• 	 Tab E: An examination of individual accounts, including a comparl:>oll to equity 

investments of the Trust Fund 
• 	 T~!h F: Traditional refonns to Social Security 
• 	 Tab G: The "double counting" problem 
• 	 Tab H: Talking points in support of the return under the Social Security system 

We do not a)';~ 'lOU to lD,gkc .my decisions hased un tbQ~mQrando> but (hey will 
provide th\.;..ba:-;is for QuLili£c1L.$.~iQIlliJ!Lib~ Ixa;inpjllg QfJammr\' on this topic, As rpm ad\'!sc!s 
have stuJh:d Ihi" di nicult isslle furlhgL..ill1Lviyws have yvo!\,\x!, We will haw an inll.':!)sjvc NE~ 
process in JaoUjlrl' to come up with recommended or-lioas. Erskine is phmning to find lit' ([me, 
for mectings with V.ou on this iSsuc durinbt the lirst couple of weeks in Jamlfirv. 



THE WHITE HOUSE 

WASHINGTON 

December 29. 1997 

MI3MORANDUM FOR THE PRESIDENT 

mOM: 	 GENE SPERLINO AND LA WI(ENCE SUMMERS 

SLIlJECT: The surplus nnd Social St.'cmily 

• 	 Part I provides n strategic overview of IIll; current environment, induding (he interactions 
between the: surplus and tax reform pnckagcs; 

• 	 !'nn II discusses possible Republican strategies: 
• 	 Pm1 III cxp!;tins why an Administration slffitcgy of using the surplus for li:LX reform is not 

:"ccommcndcd at this lil1lc~ 
• 	 P;:!rt I V explores the generic pros and cons of devoting lilt: surplus to Social Security: 
• 	 Part V examines key issues that will h:t\'c to he addressed in the course of this process; 
• 	 Part VI (h:scribcs some options on lhe process for Social Security reform. 

I. OVERVIEW OF TilE SURI'IXS, SOCIAL SECURITY, ANI) TAX REFORy! 

Tlu: iSSlK:S we bave been discu!'slllg --::: the projcct.;d uni ned surplus, tax rcfcmH. and 
Socia! Security - will define much ufyollr cconumic agenda for the second tcrm. AI! three :In: 
vital issues, and together could have 3 profound impact on the long-run iiscal situation of the 
Nation. The importance of the decisions involved in tax reroml and Social Security refonn is 
dear. The immensity of the surplus-related issues is conveyed by their size: Last summer's Mid~ 
Session Review showed the surpluses fDr2002~2007 totalling $620 billion, while those for the 
tcn~yc!lr period 2002~2012 amount to $1,784 billion. The forecast to.oc released early next year 
with the FY 1999 Budget is likely to show slightly larger surplusc:s. (However, the size of future 
surpluses dcpend:> critically on our forecast of non-defense discretionary spending in the 
out years: if we expect NOD spending to grow al thc ratc of nomina! GOP, instead of inllation, 
lhe- surpluses will b.c ~mnllcr.) 

Your I.!Gonomic strategy thus far has emphasized i.lefidt reduction (to raise national 
saving and SjY.!!' privn:c illvestmcnl) and key puhlic im'(.!sltn¢nt'{ (in education and other 
proti\!clivi!r-cnlmncing areas), The ['csuhs thus far h~lVC heen s~ll;nantjal1y mor~ cw.;()ura~ing 
!han anytl)lC clluld have cx!X'ctcd in 1992: 

• 	 The deficit has fallen from $290 billion to $23 billion, 
• 	 TIlt! 1997 budget agreement secured the l:lrgcst increase in higher educatio:l spellding 

~incc the (i.1- bill, 
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• 	 Net national saving has riscn from 3.4 percent of net national product in 1992 (0 

7.2 pcrcent now, .100 
• 	 The unemployment rate has tldlcn thml 7.5 perccnt 10 4.6 percent without igniting 

in!1ation. 

Although our nationnlsavln£ mte is much higher than it wa.s III 1992, h remains low 
rebtive to that ormany other 1l111)0I' economics and of the U.s. itself from [he 1950s through the 
1970s. Further incn.:ases in the saving rate would spur addHional inve~;tmcnl. which would lift 
future productivity and help to reduce pressures on the budget and bctter prcpare the country for 
the looming retirement of the baby hoomers. At lhe same time, as our hudget discussions have 
1Il1dcrscorcd, we have UN come close to Cxhilusting high-n:tufn puhlic invc:>tments in cduca!i{H1; 
R&D, inflTISi.Hlctun.:, and nth\:f ;.lH::lS. Tlws, \Vhil;: we ha\'e I:ludc subslHn~ial ;;tdde~, Ihere is 
:Huch more to hI.! don~. 

A central question we face is for what purpose the nation will use the projected surpluses 
between 2002 and 20i2. TIlt:Y could bc u~cd lor some combination of: 

• 	 Cutting taxe;;; 
• 	 Rai;;ing national saving (by reducing the debt held by the puhHc or transferring the 

surrluse.s to Sociul Security); and 
• 	 Increasing spending in high-priority areas. 

In a world free of constraints, It is likely that we would devote the projected unified 
surpluses to a combination of debt reduc1ion to help increase private investment and l1dditional 
spending to improve core govcrnment funclions and mnkc targctL'<i public invcstmcpts. 

As we know at! too well, however, we musl focus not just on our ideal use of the slII'plus, 
but the b..:-st uw in light ortbc pf~vuililig political CllYlrOllmCnL Many of your advisers fear that 
the surpluses witl he used forconsumption-oricntcd tax cuts (primnrily benetitting higher-income 
taxpayers) or iow-prionty spending programs, Given the strong antipathy to the IRS, and the 
argument that "it's your money," tax reform could become a strong political force. It has b.cen 
(':ollstrained thus far by ihe box aftai< reform. 

The "hox" oflax reform 

For SOllie tirn~. tho;.c: advocating radical rekmTI of the taX cod..: have been clJl:strainud 
because their proposals would be substantially fcgrc!"sive, CHlise a significanl increase {ntlle 
deficit, or both, Put simply, it is impossible to simultaneously cut lfixes for upper-income 
people, ensure revenue neutmlity) and not raise taxes on lower-income people. All reWI11!C

l1fllfNl/tax plans llHl.St create millifln$ ofloscrs. in addition to milliQllS Q:~winners. 

The Armey-Shelby flat tax proposal provides a vivid example of the tax reform box. As 
yo\l know, the Hat tax would ~,;liminatc almost nil existing deductions and exclusions -- and 
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would thus tax mortgage interest, health cnre benefits, and other items currently fuvored under 
thc taX code. Such a substantial change in tbe tax code would adversely affecl millions. or 
l\llwricans, while benefitting millions of other Americans. And the impact would he quitc 
n.:grcssivc: the Trt:asury IJcparlOhmt estimates Ihm at the 21 percent revenue-neutral tax rate, the 
;\rmey-Shclby flat tax proposal would reduce taxes by 2g percent on avemgl.: for bmilics wIth 
incomes over $200,000, and increasc taxes on average by between 5 ami 7l percent for families 
with income under $200,000. Even if the projected surpluses were Ilsed:o provide progressive 
lax n:bml!.'> 10 lowcr-i;'lcollle ramilies, the Imckage as do whole would undouhtedly renlnin 
suh;;hl1ltiaHy regressivc. And as you know, tho!'c who I(lS~ from a polky ch;:nge are oitc:n more 
vocal than those who win. Similar problems would arisc with a retail sales lax or VAT proposal. 
And there c:JUld be policy and political diH1cultics with implementing rebates involwd ill .:my 
aacmp~ to limit the regrcss:\'ity ofthcsc proposals. 

More progressive plans, such as the Representative Gephardt's. also suITer from the "box 
of tax reform." Gephardt's proposal wOllld lower income tax rates (for example, cutting the 15 
percent rate to 10 percent). But it would .also broaden the base by eliminaling all itemized 
deductions .:except home mortgage interest. '11m3. it would add. for example, charitable 
contributions, employer contributions for health insurance, and Medicare Pari B bcnefits to the 
tax basco And even this broadening of the tax base -- we!! beyond what may be politically 
viable - was not sufficicnt to pay ror all that (JIJpnardt wanted 10 accomplish: Treasury staff 
rO\!Jld that the proposal would raise roughly $30-$50 billion less revenue than !hcll-current tuw. 
Aftcr completion of this budget cycle, Treasury sWlfplans to rc-evaluate the package 10 
incorporate tbe effects of the Ta.x Rciorm Act of 1997. 

Docs the swplw; grease Ihe wheels oftax reform? 

.The major Issue now is whether the projected surpluses change the dynamic for tax 
n.:form by removing the rcvenue-neulral constminL The funding from the surpluses, in effect, 
could hold H sufficiently large number of people harmless to get reformers out of the previous 
box. A critical question is whether the loss of popular deductions, fear of change and 
unccrtninty. and the regressivity that is likely to ren:ain part of any such proposal is enough to 
undermine: its politk31 attractions. 'The prevailing opinion among your advisers, discussed in 
ilion! detail bdow (see Section HI), is that it is not advisable at this time to oiTer n full-blown tax 
reform package. 

11.1'OSSIIILl<: REPUBLICAN STRATI,GIES 

Our discussions have focused on the nossibility that the Republicans will use the surplus 
to ge1 aLlt of the box of tax reform. But our best strategy in 1his Ofca depends Oil what the 
Rcpuhlkam do, and it is not clear tllilt they will Slick to a simple surplus-for-tax-rdorm message. 
Instead, they could potentially adopl any of scvcml stances On uses of the surplus. Possihle 
Rt:publican strategies include: 
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• 	 Full tax rcfurm. Under this approach, the Republicans would base their surplus strategy 
on tax cmsirefimll, They could open by offering tax cuts - perhaps eliminating the 
marringc penalty, and fUJ1hcr reducing the estate (ax -"- based loosely 011 the good budget 
nc\'/s of the Jhlst few years. They (:ould call for thc elimination of the tax code by 2000 or 
so, ,il1d lise the ;;urpluscs accruing allhat lime to finance their broml-b"lsed lax reform. 
The surplus would pnwidc the additional linancing needed to get thcm out oflhe tax 
refu;'nt box discll!JSCO above. 

• 	 Mix til:\: refurm ;nul Soci:.l Security/rctircment. If we link thc surplus to Social 
Security, the Republicans could shift to a position thnt some of the surplus should fimmce 
broad-based tnx cuts or tax reform, and that the n:St should addre.s..'i the Social Security 
challenge by iinancing a set of mandatory retirement accoums funded through individual 
lax etas, in a manner similar 10 the Feldstein proposal. Their message would be that they 
were "giving your moncy back, while selling up individual :JCCOlll11S HS a dowlJjJaymcnt 
10 give A!:1crkan:i it b",t(er di.'al J(X :\'.tin.:mcnt sl.:curily." They could ulso contlllu:-: to lalk 
about broad-based tax reform in il general wny. 

• 	 ConJition mix/logrolling, Finally, the Republicans could attempt to put together a 
coalition mix. One slflllegy could involve using the bulk of the surpluses for broad.bast;d 
tax reform, but holding a small share aside lor highways) biomedical research, and other 
priorities. An altcl'Illtivc, {hat would not include broad-based tax reform, would likely 
involvc some modilieatioll 10 budget rules thaI would allc:w the pacbge to spend both the 
surplus and some of (he good budgclllcws from th<: past few years, On the surplus j 

Speaker Gingrich has :mid that hc has a three-step approach: (I) try to maintain a $10-$20 
billion surplus: (2) usc additional surplus lluids for broad~based tax reform; and (3), if 
any funds rcnmin, use them for investments iii technology and R&D. 

With these possible Republican strategies in mind. we now turn our attention to our 
possible strategies. 

III. AN ADMJ:'IISTRATION TAX REFORM PROPOSAL 

J[the Rcpllnlicnns decide to offer a broad-balled tax reform finunccd hy thc surplus, ollr 
responsc could be t.o l)ITer Otlr own broad-based lax rdorm - also fimulcl.!d by the surplus. Such 
a strategy would he consistent with an approach that has: oHen proven quite successful in the 
past: coming lorwnrd with [In alternative proposal thnt is more consistent with our priorities and 
values. Bui despite the past successes of similar strategies, and despite the possibility that tax 
rdonn could become quite popular, your advisers have seriolls concerns: about fighting 
RepubJic.'ln tax proposals with our own tax proposals. In particular, we bclkve that resPQnc!i1!g 
to a Republican tax prop0-siJJ with our own in;>; !2WPQsal is likelv 10 Prod\l~C itt) outcome very f~r 
lhlJ/l nu;, pr~fcrn;d tl,,~ or thc stlmlus. 

While Treasury, 'KEC, aad other relevant ngencies havc looked nt p:<:lgrc:>sivc proposals 
Cor lax reform, many sufter from major polltlcal- and often substantive - drawbacks, For 
{)xample, any proposal dwt gets riu of the income tax willlikdy tax health-care bcnefits. interest 
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on home mortgages, and charituble contributions, white eliminating credits such us the HOPE 
Sc,r.olnrship und the new child laX credit. Many would argue that climb-tating the mortg,:gc 
interest deduction would decimate bousing pri..:cs (or millions oflmmeowncrs, As llo1cd above. 
even progressive proposals, like Representative Cicphardt" s. require getting rid of popular 
deductions, whitc leaving a moderate hole ill the budget Tiles!..: rwlitieal :md 5ubstamivc 
dnnvbucks arc inhercnt evcn in nlansJhat include net tax cuts Hlld usc the surplus tv lIB the 
resulting hlWl;ct;lry !ml-h' 

However, we should emphasize that wt: arc still actively examining a wide varkty ortax 
reform options, We believe that somc more modest simplification proposals look promising. 
though they also have costs that force yOll to llse the surplus, We would he eager to meet with 
you to discuss Ihese possibilities. 

IV. GENlmlC STRATEGY OF USING Tim SUlU'LUSTO BOLSTER SOCIAL 
SECURITY ANll RETIRICMICNT 

in light ofthe above considerations. we have evolved toward an Administration strategy 
of devoting nil, or at least a majority, of the surpluses to Social See-urity and retirement needs 
allowing you to seize the fiscally conservative high ground while also advancing Socia! Security 
reform, This section bricHy examines the pros and cons of the generic strategy of using Social 
Security to pn>cmpt Republican plans, 

Tht.: precise mechanisms for transferring the surplus {nsome way to Social Security and' 
othcr retirement needs arc explored in Section V below. 

• 	 Devoting the surplus to Social Security would likely take away the "free money" nspect 
of the surplus - so that every dollar us~. .!5;djl]ance iII-adyised tax cuts or any other 
WlUwsals would be seeD as a dollar Jess for Social Security ~fonn. 

• 	 Democrats will be able to argue that Republicans arc- "miding" funds rnj~ed from Social 
Sl!clIl'ity payroll taXl:"S 10 pay for iU-odviscd Inx cuis. "i1U! surpluses, at least through 200? 
arc <'workers' surpluses" because they arisc entirely from the Social Security surplus. Thus 
there would be a connection between the source and usc of the funds under our proposal. 

• 	 Thi~; proposal would result in higher national saving relative to ~onsumption~oricntcd tax 
cuts, and lhus would reduce pressures on the budget nnd better prepare the country for the 
dcmographic burden or Ihe next century, 

Cos,:;;: 

• 	 It may be difficult to trump proposals Ihat offe~ un immediate tax cut and the promise of 



fundamental tax rcfonn wLth proposals that address a problem that does not mnteri~lli7.c 
until well into the future. 

• 	 Once we have declared definilivdy that the surplus should only be used for Social 
Security (or should 1101 he spent until Social Security is Ii;.;cd). wc will hove curtailed our 
lkxibililY 10 usc any of the surplus now for any olher pmp():>e, This could r:-wKe il 
difflcuh to cume to a negutiated compromise, or to usc any funds for key invc.slll1;,,:nts 
(c,g .. chil{b:!J1. R&D). And ifw:: decide to pro]X)se more sweeping tax reform ill 1999, 
we will have put nurscJvcs into the ;'box of tax reform" by precluding use ol'the surpJus 
(except perhaps l'Or tax cuts linked to individual accoullls). 

• 	 Some choices for using the surplus could involve n "double counting" problem, This 
Issue is discussed ill detail in Tab G, 

• 	 You should be mindful tlHlI if the proposal ttl usc the surplu~ for Social SectlrJty passed, it 
could curtail the role of government in the long Hill: 

If the surpluses arc llscd to fmd individual accounts. there would likely be 
substantial pressure for continuing such funding even after the ,surpluses cnd 
(which is currently projected to occur in 2026), Over the longer nm, we may 
therefore be creating a popular program that would crowd out other budge! 
priorities or raise the lwerall unified deficit 

. 
Merely transferring the surpluses to the Trust Fund. in and of itself. may make the 
Trust Fund look more healthy, but would !lot nlise flllllre revenue. Howevcr, [he 
transfer would t:ifectively eafflltlrk a larger portion of' future revenues for th0 
Social Security system, And with total fmuTe revenue unchrmged, any funds that 
ure earmarked in this way mnst therefofC come at the expense of other budg:.:t 
areas, iffuture budget bulmlce is to be maintained, 

Emphasizing that the wlified surpluses "arise from Social Security and should 
therefore'be devoted to Social Security could shifi the foclis of budget discussions 
from the unified hudget to the non-Social Security budgeL Such a shift could lead 
people to claim that we don't really have Ii balanced budget yet and put pressure 
for deeper und deeper cuts to reach a non-Social Security hudget balance. For 
example, between 2002 <.l:1d 2007> the non-Social Security budget is cxpccto..!d to 

run f! deficit totnlillg $3&2 billion. 
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V. KEY CHOICES FOR MOVING t'ORWAIW ON SOCIAL SECURITY RE~'OI~M 

This :-:cction bridly examines three crucial choiCes that will have to he made as we move 
forward on this issLJe: 

11. 	 Shot/ld you QUeI' (iJ/tll plan for S(){:ia[ .'ieClirity rejhrm .or !11.1.lJ!. (f downpaymem? 

}{ 	 ,)'Jwl/ld surpluses be earmarkedfiJI' reliremem needs Q!.J.Jx OJ' should nOli-retirement 
investments he inell/detl also? 

C. 	 NOli' sho1lld (f d()wnpaymenf, ({any. he desij:;ned? 

A. FULL Pl.f\S VCH~l!S l>owNPAy.\mNT 

As we disclIssed in om previous meeting, llsing the surplus to provide additional funding 
for the Social Security system, and possibly invc$ling pun of the Trust Fund in equities or 
establishing a system ofindividual accounts. makes it conceivable that you could put forward it 
complete :-:ohillon to the Social Security prohlem that would not look draconian_ 

Providing slIch a complete plan would be seen as u strong sign uf leadership, Both the 
clites and the public would likely give you much cr~dit for having made a bold statemenllo the 
country, regardless of whether your proposal is ultimately adopted. And when Social Security 
refonn is finally accomplished} you willlikcly be remembered for having galvanized the process. 
But these leadership points would come at a cost As we have seen, even with the use of the 
surplus i1 is extremely difficult to come up with complete plans that do not haml some people, 
and that avoid being purtrayed as cutting benefits or raising taxes. 

in n partisnn framework, any full phm will be subject to dose scrutiny, as opponents 
attempt to reveal benefit cuts relative to current law. For example, extending the number of years 
used to compute benefits from 35 to 38 - a typk~1 component in most refonn phms - would 
produce an average benefit cut of 3.8 percent when fully phused in (or an estimated $442 in 2015). 
Furthermore, reforms·that might not be attacked if you later joined forces with Senators Lon and 
Daschle - such as covering aU state and local government workers - could be attacked if you go 
out alone. 

Clwosing Hdownpaymcnt strategy rather than a rull plan \vould also have some risk atluchcd 
to it. In pu;suing this strn1cgy, you would have 10 confront u. fundamental trade-off involving the 
spcciticilY of nny plan you might choose to ofiDt. In particuft.r, tt more specific plan would be more 
likely to be scen 'L~ involving strong Presidcnlhlileadership. 011 the other hand, it would also give 
crilics n firmer largcr to aim at. Converse!y.:l relatively vague plan might attract less opp<)sition, 
hut could also leave yuu wilh a wcaka claim on baving "solved" the Social Sccuri(y prohlem and 
less ammunition 10 counter Republican plans for tax rcfonn. 



It, SUOllLIl SlJlU'UJSI~S BE EARi\lARKlm FOR Rt:TmEME~T Nnms ONLY OJ~ SHOULD No~

Rt:Tmr:~mNT INVESTMENTS HI': II'CLUJ)EIl ALSO'! 

Specifying that the entire surplus should be devoted to retirement needs would provide ,I 
clear, strong message -- not muddied by leaving the door open for non-retirement WOK'S of the 
surplus. lrwc give up the moral high ground that surpluses should all be u;,cd for Social 
Security, we could go down a slipper)' slope in which pt1J1ular tax cuts and low-priority spending 
initiatives will beat out commitments to the Trust Fund. 

The problem with committing all,ofthc surpluses ror retirement needs is that it would 
preclude funding other non-H;<.lrement priorilies. In particular, it may he hard to wxpJain why WI; 
can't usc cvwn 10 percent o1't1lc projected surpluses ['or 1l(0)-rctircll\l;llt priorities, especially when 
we have ulways cmplmsized public investmcnts as ~l compi:,:::ul.!nt or private investment ;md 
saving. Our position could prove particularly awkward i(inc Repubiic.:ms reject a pure lax 
refonn approach, .:md instead pursue a coalition approach to the surpluses. In that case, we could 
be put in the position of opposing their proposals to boost spending on biom{.xiical research, 
children's issues. infrastructure and other areas consistent with our priorities. A commitment to 
provide a portion of the surplus to non-retiremenl needs would be more consistent with our 
overall economic philosophy (which emphasizes both national saving and targeted public 
investments) while still allo"t/ing a strong Soc!al Security message. Every 10 percent of the 
projected surpluses we devote to non-retirement priorities mcans $62 billion morc funds betwecn 
2002 and 2007. and about $180 billion between 2002 and 2012. Therefore, devoting 30 percent 
of the surpluses to other priorities would amount to approximately $185 billion between 2002 
and 2007, and $540 billion between 2002 and 2012. 

An alternative approach to an explicit split of the projected surpluses would declare that a 
conservative estimate of the surpluses should go to Social Security. In constructing the baseline. 
we would leave room for other domestic needs, For example, if we assume the non-defense 
discretionary (NDD) spending after 2002 grows nt the rate ofnominaJ GDP. instead of the rate of 

,inflation (as under present methodology), we would flilow signif1cantly more room for non
retirement .j.pending: roughly an additional $70 billion In 2010, dep.;mding on OUf assumptions. 
We could then devote the remaining surplus tn Socia! Security. 

This approach would allow us to retain a relatively dean message C'we should devote a 
conservative estimate of the surplus to Social Security"), while still funding non-retirement 
priorities. HQwever, it may have an adverse long~run impact on the deficit. Allowing NDD 
spending to grow at [he same rate as nominal GDP would be a substantial departure from policy. 
in recent years. With higher NDD spending buih into agency expectations, it would be difficult 
to rein in spending when 1he budget is no longer in surplus. Moreover, we may wind up in the 
worst of all worlds, with the Republicans charging lh<lt we favor more government spending, 
while we cannot talk about an cxplicit "lnveSlment Rcserve Fund for the Future." 
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c. now COUl.1) A nOWNPA),MEI'I,,1' HE STRUCTURED'! 

If you dccidt: to use the surpluses as a downpaymcnt, thl.':rc are many different approaches 
you could :akc. POKsibiiitics indmle Ihe followjng three approaches wnt:re the Social St:curity 
comrnltmcnt is more general. and two where the usc of the surpluses are more dclincd: 

General Commilment J.- Dedu.re rhal {he surplus should he usedjhr Sacial.S'e.cllrity and other 
retirement needs, hut provide no details. 

Under this approach, you would declare that the entire suwlYs should be used jbr SQcinl 
Security ;):1<.1 oIlier rcliren1l,)nt ne!;ds. hut you would not provide any details (e.g., 011 individual 
accounts or equity invc:>tmcnts) immediately. This <1ppronch could be useful in catalyzing a 
national dinlogue about the surpluses and Social Security reform, but it would limit our llexibility in 
spending mOlley on 110n-retin.:ment investments. You would probtlbly get points from the clites tU1d 
media for declaring thut the surplusc:s should go for retirement needst but without specifics it may 
not create substantial attention. ivlorcovcr, its lack of specificity may not be sustainable. 

General Commitmen1 2: Declare that the .\Urpluscs should nOi he spent until the Socia! Ser:lrrilY 
problem has heen dealt with 

Under this approach, you would declare that it is not rCl,iPQusible to usc the smnlllses until 
we ha\'c d\lli1Q.!lstratcd our capability 10 dcabvith the Social Security problem. Thls approach 
could provide us more flexibility at some point in the future~ since it would allow alternative uses 
of the surplus onee it is determined how Social Security will bc.uddressed. A downside of this 
approach is tbat if Social Security reform is not passed until after thc fall elections, we willlikcly 
li:nit our J1exibility to come out with surplus-financed proposals until 1999 or later. 

General Commilme11l 3: Set up a commi.ysion or national dialogue on the surplus WId perhaps 
link with ,\'ocial Securityprocess. 

Under this approach; we would set up a £QffiJUissiQU or a national dialogue lQ address 
rLQ:1sjblc uscs of the surpluses. including Social Security and tax rcfonn, TIle commission or 
national dialogue could be coordinated with our process on Social Security. While u commission 
is being e:,tahlishcd and is undertaking irs work Or a national dialogue is happening, W0 could 
cmphasiz!! tbat the s\ll'plus sbould not be used until Sociui Security is addressed. A national 
dialogue (;QuId consist ofa series of nationwide forums which would complement the millions of 
dollars Ihat the Concord Coalition, AARP~ and Pew Foundation <Ire spending to promote the 
issue ofSodaI Security reform, . 

The advantage of stressing Socia! Security as a usc of Ille ~wrplus is that it wou!d put us in 
il position t'>fbcingful:Soc:al Security reform, inst..::ad Ur1lliajn~ tildr ttLX rerom: pn,pos.::tL By 
linking Social Security and tax reform, we ultimalely block {heir lax rcCorm effort;; because each 
~, . 

dollar for taxes w()uld compete with a dollor for Social Security. 
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The cost oClhis position is that some people would say there IS already a "commiss:on" lo 
deal whit lax and spending issues: the United States Congress. And the public and clites may 
grow frustrated with the idea ofa national dialogue or the number of commissions we nrc 
creating. Tbe commission or national dinlogue may also prevent us from using the surpluses for 
ollr own initiatives next year, since it probnbly locks up the surplus past fhe fall 1998 cic'Ctlons. 

In addition to the general commitment appro<.tehes delineated above, you could adopt a 
more specific down-payment stmtcgy: 

Defined C,)mmifmenl I: Declarc that the surpluses should be used for {he .s'm;fal Securi1y Trusl 
Fund only. 

'111is approach would protect us from charges Ihat we gave away the store by cvcn 
considering individual accounts in om initial proposal. 

• 	 Alternative A: \Ve declare that the surplus should be used for the Trust Fund, but ~ 
Qs;jiberately remain vague on whether any 9ftheIrust fund shQuld be invested in equity 
im:estments. to avoid..thc difficult issues ;tSso~..with that decision. 

• 	 Alternative B: We declare that the surplus should be used for the Trust Fund, but ~ 
SlJCcify that at least some of the investments WQuld t~kc the foon Qfp~ securities. This 
approach would facilitate providing a larger downpaymcnt on the overall SOcJHI Security 
problem. However, it would commit us to investing some of the Trust Fund in private 
sceurities - a course ofaction with costs and benefits (sec Tab D} 

A decision to invest incremental Social Security Trust Fund assets in private-sector 
equity securities would raise the prWS;i$ted tate of rc1Urn 10 the Trust Fund. This 
approach would help extend the projected life of the Trust Fund and lessen the need 
for benefit cuts and tax increases; the number of years it is pushed back dependS, of 
course, on how much of the Trust Fund we devote to investments in private 
securities. This idea would also be seen as new and would ensure that it is a subject 
ofattention. 

Investing in equities raises issues about Federal goVef1U1Hmt intervention in private 
markets. For example. future governments may be tempted to express social Qr 
politicul g:gendas by seeking Of avoiding certain investments (e,g., tobacco. alcohol, 
companies that arc downsizing, firms that cover abortions under their health 
insurance} There are also concerns about the risks associated with investing in 
equities. As discussed in Tab D, some will claim that the risks can be controlled 
through a variety of methods. Nonetheless, the issue of "risk" would be ~t ccntml 
part of the debate. Moreover, a shift in the portfolio of the Trust Fund to privutc 
securities in and of itself would have no effect on national saving und the future 
burden imposed by changing demographics, Allowing the Trust Fund to hold 
equities - and consequently less debt - would simply BU'-Ull, in the first instance, 
th!\t the priva'te sector would hold less equity and more debt 

I I 



Defined Commitment 2.' Declare thal/he surpluses ,~ho/lld he used/or both {he Trust Fund and 
individual accounts. 

Some of your advisers are aHractcd to the possibHity of using the surpluses to fund 
individual accounts as SlJpp/cments to the existing social security system (sec Tab E). 'Inc benefit 
ofilicluding individual accounts in the proposal is that it offers a double prc-emption: First, thc 
general Social Security and retirement message could tnunp a broad-based tax reform attack. 
Second, including individual accounts allows us to offer tax cuts linked to retirement. Individual 
accounts would also move the nationts public retirement system away from a pay-as~yo\J~g() 
approach and toward a pre-funded approach, therehy raising national savings and insulating the 
system from future demographic fluctuations, 

The cost ofthi5 approach is that it could splil the Democrats, who fetir that it tould Jead 
to a slippery slope toward Social Security privati7.ation. Even some Democrats who could accept 
individua1 accounts in a final deal would complain that by leading with individual accounts we 
gae the Republicans their top priority in Socia! Security refonn without getting any progressive 
concessions. Finally, if the government uses the surplus to fund individual accounts in the near
tenn, it might face pressure to continue such funding even after the budgel moves back into 
deficit. Such continued funding would either exacerbate the deficit or squeeze othcr budget 
areas, incJuding the existing Social Security program. 

VI. PROCESS FOR SOCIAL SECURITY REFORM 

Regardless of what our outward process may bc~ we will continue to have an intensive 
NEe process to develop our positions on Social Security reform and broader fiscal and budget 
issues related to this topic, However, we need to decide on our outward process to get Social 
Security rcform accomplished, It may he hest to think about this in three stages; first, the 1998 
State of the Union; second, action we can take during 1998 prior to the election; and third, action 
we can take in 1999. rn each time period, we can move forward to ensure that we achieve real 
refonn in the Social Security system. 

• 	 Fil'l;t Stage: 1998 State oftbe Union. You could announce cither a full plan or one of 
the downpaymcnt options described above. This would show your commitment to 
achieving reform. 

• 	 Seeond Stnge: 1998 - Setting the Stage. In 199M, we would try to set the stage for a 
lon!;0erm solution. 'Ill!:; could L1.ke the form of either a con1!nb~ion that would report 
back by January 1999 or through a national dialogue:, complementing the work done by 
private groups such as the COllcord Coalition. AARP, and Pc",,- 17oundation. 

• 	 Thi.rd Stage: 1999 - Finishing The .loh. In 1999. we c~Hlkl then seck to have the "rcul 
deal" process, in which some mcchunism was created to lcud to <'1 bipnrti.san agreement 
for reform. There arc a number of ways We could seek to achieve this end: lirst. we cou~d 
cstHblish a negotiating proccHs. like the Balanced Budget, between you and the 
Congressional leadership; s\!cond, we could form a hSuper" committee in the Bouse and 
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Senate; third, we could establish a commission which would have some kind of 
negotiating process at its end; or fourth, we could simply propose legislation and send it 
to Congress, just Hke any other proposal, 

13 




TABA: 

SOCIAL SIi:CURITY REFORM ANI) :'>IATIONAL SAVING 


I. PAY-As~Yot:~Go VER."itiS FlJNIHW SYSTEM 

Despite the nppcanlllcc crc:1ted by the benefit formula, the curren I Social Secmit)' system 
remains ftmdtlnlCIHally a pay-as-y()u~go system, in which the bcnclits of each g,,'nc!'alioll of 
fetire(;s nrc funded by lhe contrihutions of succeeding generations. 

• 	 During its early years. when many new workers were entering the system and 
productivity was rising rapidly, the Social Security system could pay;] high implicit rate 
of I"ctllm on contributiuns. The moSl extreme example of this phenomenon occurred in 
the cast! of the !irst participants, who \vcrc gr.mtcd fuli benefits in retirement evc:n though 
they contributed little to the systenL 

• 	 Since tbe carly 19705, productivity growth hus slowed and the ratio of beneflcrarics to 
contributing workers has climbed. As a result, implicit rates of return on participation in the 
system have declined drnm<ltically, (For further discussion of rates of return~ see Tab C.) 

The current ~ocial Security bencH! levels arc not adeqt:ately liuanced by cummt tux l':ltc~: Annuul 
contnbutioliS from workers arc projected to fall short of annual benefits payable under current law' 
bcginnir.g.in 2012, and the Trust Fund is projccted to be fully depIcted in abo'Jt 2029, 1t is 
important to note that scheduled tax rates will slilt cover 75 percent of costs. This leaves two 
choices: 

.. 	 ,')'/((J! with the currenf pay-as-you-go slrw.:lure. Cnder this approach. there are two basic 
methods of restoring sllstainabiiity to the Social Security system: cut benefits and/or 
increase taxes. 

Making adjustments of this type will mean that the system will continue to 
provide relatively low rates ofretum, because it will remain essentially a puy-as
you-go scheme. 

, 	 Move to a more jiuu.led sysfem. Individual Hccounts are one ex,lInpie of ~\ funded system; 
buildlng up the Trust Fund further (possibly by contributing lhe unified surpluses) is 
another. The virtues of a funded system include- thilt: 

It could be design!.!d to raise national saving in the shOl1 run. and 

It could be Lksigncd to offer a high!:!' rate OfrC'tlIT. than the current pay-as-you-go 
system. 

The ma.jor challenge in moving from a pay-as-you-go system 10 n funded syslCm is that 
the transilio!1 can be costly, For example, with lntlividual accoun1s. today's workers would pay 
for both their own ocncfils (e.g". through individual accounts) and the benefits or today's retirees 
(through tlp.! cu!'rcnt pay~lls-you-go system). 
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II. PRI:I'AIU:,\G FOR TIm 1)t~j\1()Gn.AI·mc CHALLENGE 

As l1oll'd ahove, 11 funded system could be designed to raise Ilutionnl $twing. 

• 	 Further in.creases in national saving would spur additional investment (which would lift 
ruture proJllctivil)" help to red lice pressures on the budget, and thus~ betic!" prepare the 
country for the looming I'ctlromcnt offhe baby boomers) and rcduce dependence 011 
rorl.~jgn cariml {which would also raise incollle in the tlltun: by reduci:lg s\!j'viL:ing \.:oslS 
Oil the fbrcign borrowing), 

• 	 The most direct way for us to raise national s<w1ng is to mise Federal saving; this is 
;\ccomplished by nmning larger unified surpluses, 

Any p()lic), that prot\,,'cB the projected 5urp!uses wil! inCre<130 nati01i~11 saving doll<!r~rtlr
dnllar pruviJl!;j private individuals do not reuct (0 the jncn::as~ III Fctkral s;;Lving by reJucbg 
their own saving. 'Ole likelihood and magnitude of such a reaclion probably depends on the 1'01111 
or Fedeml saving. 

• 	 If the Federal saving takes the form of reducing publicly-held debt, the response is likely 
to he minimal. Similarly, irthe saving takes the Hmn of (l":111sfc!"s to the Soclul Security 
system. thc private response may ne smalL 

• 	 On the other hand, if the Federal saving takes the form of deposits into tangible, highly 
visible individual accounts, the response could be much stronger. 

• 	 Tlic resJh.")!)SC of privatI.! saving wili also depend on the distributional characteristics of the 
Federal saving. Ht)w;cholds that own few financial assets would not be in u position to 
offset Federal actions by reducing their own saving. These households i.lfC overwhelmingly 
low~ and rniddle~ineome households. 'nlcrefore, the risk of.a reduction in personat saving 
may be lower the more progressive the distribution oflhe actions taken to effect the FC{fcral 
saVing. Many U,S. households never accumulate significant financial assets, 

For example, l.!ven among those aged 55~64 and therefore dose to retirement (who 
should be at the p!,!.lk or their net asset accumulation). fully O:lC quarter hold $1,400 
in fin\ll1cial assets or less. 

38 percent of all households in this ncar-retirement age group have le"'-:5 than one 
year's worth ofincoine in non-housing wealth, 

56 percent of households with less than a high-school education in this ncar-retiremcnt 
age group havc lc$.~ U)an one year's worth of income in lion-housing wealth" 

• 	 It is also possible that Ult increase in Federal saving could acmnlly increase national 
saving more tlUUl dollnr~f;)r-d()ll,\r. For example, if the il1crca:;c in Fedcral saving hdps. 
$CllSilizc the public 10 the: importance or ::;aving in general, it could hav!.; ,,"magnilkatioH 
dred" by f3ising private saving. 



J J I. CONCLUSION 

In general, policy changes wilt have larger cnccts on national saving to the degree that 
they feed direccly through to the unified budgcL and to the degree th':lt the movement in the 
unified budget docs not provoke a reduction in private saving. 

T ..hlc: Selected Elements of NatiOlwl Saving 
(Biliions of dolinrs FY 1997)" 

Social security income . 446.6 

+ Sod,ll security expenses -365.2 

:=: Sneinl security sur[.his 81.3 

+ Non-social security surplus -103.3 

:=: Unified surplus -22,6 

+ Adjustment to National Accounts concepL" -23.2 

= Fcderal surplus::m National Accounts basis -45.5 

+ Other Hntion31 saving (personal, business, 
state mHl10cal govcl'l11l1cm) 

544.7 

== National s:lVlng 499.2 



TAB B; 

HOW MUCH CREDIT WOIJLU Tim ,\CTlIARn;s GRANT FOR 

TRANS~'ERRING THE SIJRI'LUSES TO THE TRUST FlINU? 


Traditionally. the Social Security Actuaries haw been rcsponsibh: for projecting only 
Soeial Security Trust Fund expcndiHm..:s, receipts, and I'hJlanccs. They have not forecasled the 
si:t..c o1'thc uniiicd surrlu~ or deficit. In making their pn~jc\;llons nrthc Trust Fund, the ac1l1aric;> 
usc economic assumptions which arc currently mot<.! conservative than either OMB';; or C130's. 
Propos;:}l::; 10 transter the unified surplus to the Social Security TnlSi Fund would therefore 
involve a set ofnovcl issues for the Actuaries. This memorandum explores these issues. 

• 	 OMB's long~mJ1 projections of the unified budget assume that discretion~ry ~pcnding 
grows only a1 the rate of inllatioll after 2002, Others have suggested thilt it may be more 
reasonable to 3ssume that discretionary spending grows at the ~f!lne ra~e as nominal GDP. 

• 	 Th(~ choice of assumption for the growth rate of discretionary spending makes a big 
differencc in the size of the projected surplus, For example, if discretionary spending 
\""cre to grow at the same rale as GDP, the surplus in 2010 would be only $167 hill ion. 
rather than th~ $237 billit)11 shown in the OMB projections, 

• 	 While using the higher growth f'J.le for discretionary spending reduces the size oftllc 
surpluses somewhat, it provides a conceptual basis for the Administration to support less 
restrictive limits on discrctiol1:u'Y spending for the ftltUfe, 

ISSliE 2: POLICY Clr..\NGESCOULJ) Low£" TilE SUnrLtJSES: 

• 	 Current budget enforcement rules - discrelionary caps and deficit neutrality for tax cuts 
and mandatory spending increases - essentiu.lJy expire in 2002, In the absence of such 
rules, spending and tax poHey changes could dissipate the surpluses. In tbe absence of 
any additionol budget cnfor!.X!tnent measures, the actuaries would be extremely rcluctam 
(0 assume that surpluses would materializc -even if they wcre projected now. 

• 	 To preclude the possibility that the surpluses would be dissipatl.'"ti. the Budget 
Enforcement Act could he cXlcmh.:d beyond 2002, With !'\!th enforcement me:1::;ures, the 
aelllarics would probably show the outcume lwo ways: (I) ;\s:mming that the surphl.scs 
materialize, and (2) assuming thul they do not. 

• 	 It is unlikely that enforcement Im.:nsures would bI; extended for mOre than a modest 
period of time: into Ihe HIture, Fnr this reason many of ynur Hdvisors feel that the number 
oryear$ for which 'lfunsl'¢rll ortllc surpluses is made should be somcwhtl! limited. 

ISSUE3: ECONO.\lIC ASSUMPTIONS: 

• 	 '1l1e Social Security Actuaries' economic assumptions arc more conservative than OMB's 
and result in projected surpluses that arc s(!I})ewbat smaller than OMil's Hssumptions, 



• It appears that surplllses estimated by the actuaries may still be large enough to fmm the 
basis for a proposal to trnnsfcr them In the Social Security Trust Fund. 

• 
, 

J\1~(j, lhc llH.:dl<l would tCl\d to rdy nlu-:h more on CBO than on the actuaries I{,f 
pfqj~clioll of budget slIfpiusos for the next (en years. C130 is vcry likely to be projecting 
larger surpluses than the netuaric~, This will amplify the credibility of surphls estimates 
hased on OMB assumptions. 



TAIlC: 

THE MECHANICS AND MEANING OF HIE TRUST FUND 


Historically, Social Security \Vas dc:;igtlcd as a pay-as~you-go sy!'!\cm: to a cj,)SC 

approximation, hClll.:fits each yen!" were paid (Jut ofcmrcnl paymH HI>: receipts, rather lhan oul of 
p:\.':ViousJy accumulated assds, J)~5ritc the appearance crc ..llcd by the benefit formula, 
bcncikiarics ,\lcre not in an), rC~iJ sense rccdving back the contributions they had put in; those 
contribulions had already been paid out to previous cohorts of retirees, 

In 1983. benefits .,.vcrc reduced, P4lYroU tax rcccipt~ were incfi:!<lscd, and the execss of 
such receipts over benefits was credited to the Trust Fund. 

• 	 For cxanlpJc, in FY J99(', the total income of the Social Security system amounted to 
$41 Gbil1ior" and expenditures were $350 hillion. kavmg a :mrplils (jf$66 hillion. That 
surplus was credited to the Trust Fund, which rose from $483 billion at the end of FY 
1995 to $550 billion at the end of FY 1996. Since (hen, the system has run a surplus of 
approximately $100 billion morc, and the Trust Fund now stands 31 roughly $650 billioH. 

The creation ora signific:mt Trust Fund changed the Socia: Security system in two 
cruelnl ways: 

• 	 first, it oslensibly rnovcd the SystCl'll toward prc-fuodi:lg. Although one objective of such 
prc-funding\vas to mise nntionaI saving, there is some question as to whether this 
objective was accomplh,hed, given the large unified deficits !hut were nUl during the 
19805. To the extent Ihu.t the accumubtion of the Trust Fund did raise Dationals<tving, 
the pre~funding was both apparent and real. 

• 	 Scc<:md, the accllllYtl!<ltion of assets in the Trust Fm1.d gives the Social Security system a 
strong legal and moral claim on future revenues. This claim helps to protect the sysiell) 
regardless of the geneml budgetary environment. 

I. MECHANICS OF THE TRUST FllND 

Social Security taxes arc not liternlly "deposited" into the Trust Fund, and bencHts are 110t 
litcrnlly "paid" from the Trust Fund. Rather, Social Security taxes arc deposhcd into the 
Tl'CWH!lY like any other tax~ hecoming part o{lhc gencm! pool of funds through which the 
gnvcrnmenL function.". and benefits arc paid as aJ~y other \,;:<pcn,Jitur~s. 

The difference between Social Security receipts und other government revenue is that the 
Treasury is....ues a special-purpose security to the Trust Fund alkr !cccidng Social Security 
receipts,' The is;suancc of spcckll~purposc s-ccuritics docs nol remove the rl!nds from the gcnc:"al 
pool oCTrcasury revenues, however. 

) Sill!i!.uly. i~suallcc of special-purpose sccllr:llcs held by the THIS! F lind nre rcddccd \\ l;cl: Soci,ll Security 
b:.:ndi(s are raid. F(If "l:nplicity. we focus hero ()\: :hc 1reatment of n..-et'ipls, 



The crucial question for the issue of whether the huild-up of the Trust Fund repn:sents an 
increase in national saving is whcthcr a surplus in the Social Sccurity sysLelll- as n:necLed in 
the accumulation of issuance of special-purpose securities hy the Trust Fund - effectively 
allows more non-Social Security spcnding or tax cuts, by making the unified budget position 
look more favorable. 

II. RATE OF I{ETIJlt.N TO SOCl,\L SECURITY CONTIUBUTIONS VS. RATE OF RKI'lJRN TO TIlE 

TIWST FllNn: 

In any new pay-as-you-go system, workers who retire in the carly years of tile program 
arc likely to carn high rates ofn.:turn: their benefits are paid in full, but their contributions were 
paid for only a few ycars. 

• 	 The earliest retirees participating in the Social Security system received phenomenally 
high rates of return on their contributions, because benefits were quite generous relative 
to total contributions. 

• 	 For example, retirees turning 65 in 1945 enjoyed a real rate of return on their 
contributions of over 30 percent per year (see Table 1). 

More recently, retirees have had more years of wages subject to taxation at higher rates, 
and benefit increases have been limited relative to the increase in cumulative contributions, so 
the rate of return has declined. The system has now reached full maturity - current retirees 
have generally been alive long enough to have their entire work history covered by thc system. 
UndGr a mature p"y-as-vou-go system financed hy a fixed tax rate, the ratc or return to 
contributions is equal to the rate of growth o[aggrer;ate real taxable earnings (real earnings 
growth per worker Dlus the growth rate in the number of workers). 

Therefore, current generations of workers will experience much low!.:r rates of return than 
their parents experienced, even if their promised benefits arc paid in full. For illustration, Table 
2 below shows estimated rates of return under the assumption that future benefits are Daid in full 
without any increase in tax rates. Table 3 nresents the estimated rates of return under a plan 
similar to the one proposed by Ned Gramlich. but omittinlJ the individual account feature - see 
footnote at bottom of next page. 



Ttlblt- 1: fii\'/nrical rCfll mte ofrCIJll'l1l'cr .rcar Oil 5;ociul.*)'eclJrity crJlltribuliOlJl;' 

: Ycal' Onc-carner Tw~,~ · 
; cohon couple eHrHCr 
i turns (i5 couple 

lncome Lm-v Average . . I"gh IAnvliow /\vg/low l-!igll/uvg 

1~4S 46 37 30 • 41 35 27
• 

1965 14 i 12 10 
· 

I I 10 R 
·, 

1985 X (, G I 5 5 4,, 
•• 

I· 1995 G 5 4 4 4 2._ M ____ .. , ., . . . ... . . .. ... ..., , )SOUl cc. LIlt;>cnc S!cucrk :u.d 101. B"k\J,l, Rr:.oo!lIIj; Sou(J1 &CflrJI.. for rJre _1.11 CCmlff) , Jable A.9 . " 

. ,Tuble 2-.PJ"()\'P{'Cli..e real rate oj' relUTl1l'l!f .vear till contributiollS ul1der prt'flellllaw* 
•Two~carnerYear One-carner •· cohOl't couple couple 
,· 
, 

tlll'llS 65 
,Inc()m~ Low Average High Low/lmv Avgllow High/nvg 
· 

4.92 2,732008 3.42 3.073.92 1.95 
,,2,764.&4 3.&5 3.20 3.11 1.922020 

4.76 3,12 3.122038 3.78 2.78 1.93 
. 4,gO 3,243.!?3 2.X92062 3.19 2.06 

'" 
.~. ·.
o·S!lnply assumes awn}' nctuanallmbalanec III program, ~\)urec. AdvIsory Coune!! !{t::port 


Tabie ..~, Pro'll'('clive renl mit! ofreltlrll per year limier pmgram 10 elimiuate actuarial imhtli(ll1ce* 


YeaI' 

cohort 
turns 65 

OncMcnrncr 
couple 

Two-carner 
couple 

,, 

Income Low Average High LOW/low Avgllow Highfavg 

200S 4.75 3.73 3.21 3.02 2.62 1.76 

2020 4.37 3.26 2.56 2.83 2.31 1.40 

2038 4.14 2.88 2.12 2.94 2.23 1.13 

2062 4,03 2.76 2.02 2,97 2,24 1.13 
• < , .!lIC Gr,\Jllldl pl.ln, \\1lhoul the mdlvldllillnccOllol c.]mponent. Inc,Yoes lllcreasmg normal relllemCl,\ age 10 67 by 

2C I I alld indd,Cti :!k:rcaftcr; mooify bellefit forn:u;a; increase tile number or years fnr ;)cndit ::omptltl1liol1 10 38; 
reduce htnctit fi.l~ ~pouscs to 33 perccf'l! of primary hell!.!:;t; In..::rease payn~cj)ls 10 somt:: smviving SPOU$C;;; cover 
ncw s\;lle .md local government workers hired after 1')97; tax h~'nefils like olher defined ocnefit pC1l5k.ns lind phase 
OUI the ta'ialiml of benefits threshold. Source: Advisory Council Kep0rl. 

·. . 
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The prospective rates of return to Social Security contributions look signilicUlnly smaller 
than those possible 011 individual accounts, On Ihe other hand, as disclIssed in Tab 11, Social 
Security ojfer~ features nol likely to be part ofimliviuual accounts (e.g., annuitizalion with 
greater returns for [ow-wHge workers), and moving to a pre-funded system of individual accnunlS 
raisl.!s dil1killt Iransili<:m i$sw,:s. 

We also cmph;tsize Ihat the rate of return camed by the Sodal Security Trust Fund is not 
the same thing as lli", mte of return to Social Secllrity contributions. 

.. 	 'l1w rate of return on contributions. fi)l' any given level of contrihutions, depends Qil tbe 
.sys.tem'$ benefit schcdule - not ho.w tbe bCllcnls are ulijmmcly fin.mccd" 

., 	 To put the point anoiilcr way, the vas! majority "fSocial Security benefits will continue 
to be Jinanced !hrough the payroll tax, not tllv Trust F:llld. This lh:ancing system, which 
differs lrum privat,,:pseclor defincd !)t:ndit plans Ihat arc iinancctl primarily through 
previously accumulated assets rather than current contributions, means that the rate of 
return earned by {he assets in the Trust Fund does not necessarily bear any close relation 
to the rate of return on contributions, 

• 	 In the first instance, investing the Tillst Fund in equities does not directly raise (he rate Qf 
rCll!!IL1~LCQnlrlbutions. since thn~ return is deiincd by the henefit and tax structure, Such 
investments do, however, hcJp to mmo>v thc financing gap between promised beneiits 
and curn.:!lt taxes - thus facilitating the pronu5cd rates of return listed in T~ble 2 ubo\'c. 
In other words, equity investments could help to ensure that the system can afford to pay 
promised benefits, which might !iccd to he lowered in the absence of such investments. 



TAB 0: 
INV.;STlNG THE TRUST FUN)) IN PRIVATE SECURITIES 

This section addresses issues involved in how the Socwl Security Trus! Fund is invested. 
It (itcueisc:,> on how a l:iv.lt)1 pllrtI()!I(1 should be allocated. :md docs not address wl:!.{tlh.;r the ;>ly,c or 

. tbo,w,)prU()lio shQuld be augmented as could be dong hy !nmsli.:rring the unilicd Smph!iiCS 10 

the Trust Fund. 

A decision to invest incremental Social SCCHrtly Trust Fund 3SSCtS in private-seclor 
equity securities wOllid rUlse the projected rate of rdum to the Trust Fund. From 1959 to 1996. 
the difference in the avcnlge annual returns for the stock market and the special purpose Treasury 
s(,!~urities held by the Trust Fund was 3.84 percent. 

As Chainmm Greenspan has often emphasiz.ed, <:1 shift jn the portfQ[jp of the T['usl Flind 
in fmd ofh~Qttld have DQ cflcct on naliQonl ;my:iul! Hnd th.~Jhture burden imposed by 
£:hanging dem0i:i-rtlphics. Allowing the Trust Fund to hold equities - and consequently kss lkht 
~ would simply mean, in the fir.st instance, that the private sector would hold less equity and 
more deht 

The rcsi orthis. memorandum discusses various is::<ucs with investing the Trust Funds in 
private securities. 

I. INVI~STING CRlTlml,\: 

Investing Social Sl.;curit)' Trust Funds in equities rabes the issue of'whethcr !tlttm; 
governments may he tempted to express social or politicol agcndns by seeking or avoiding 
certain inv,:!stmen1s, some of which we would support but others of which we would strongly 
oppose, For example: 

• 

• 

Investments to avoid (tobacco, alcohol, rogue nations. companies that are downsizing, 
firms that cover ahortions under their health insurance, firms that provide benefits to 
unmarried partners ofemployees) 
Investments to seck (environmental, small husiness, promoting particular industries ~uch 
as biotechnology and venlure capitalism) 
Investments (0 smooth market fluctuations, 

This issue could be addressed by restricting investment choices to broad mnrkcl indices, 
For c'xamp!e;funds could be invested only in the broad stock market proportionately ns reflected 
in indices) slich as the Russell 3000 (98 percent orthe current markct) or the \Vilshirc 5000 
(morc than 99 percent), or course, such indexes do not include .small businc5scs. Addhioflally, a 
new, strong, Board of Trustees could be estnbHshed, with the sole fiduciary concern of 
maximizing the benefits to future Sociul Security recipients, 

Currently, 47 states inv!.:st some portion uftheir pension funds in equities, Most stat!.: 
h(ll)rd::l of trustees appear ,al1k: to Nsist politie'llly or Sflcia!!y tid ven investrncnts, bccmlsc they 
have clear fiduciary responsibilities. In additit.n, pension llll1ds like 'those mn by C;;lli ["milia and 

http:emphasiz.ed


New York for thclr public cmpk>yccs (CALllERS and NYCERS} have delt:gated voting right!> to 
third parties. NOl nil illVl.'stm.ent, hnw.:ver, has bCCllllptimill. According to nne s1udy, politically 
motivated investments cost public funds $5.6 billion annually from I ~l{5 to 1989. 

lletwccn 19R9 and 1994, almost 2/3 of all ~tatcs rerortl~dlr reduced blldg\!t deficits. (11 
IcaSlin lhe short run, hy altering the actuarial asslImptiolls used tn compute their puhlic 
cmp:oyec pension obligations. The n.:sult wa~ tn provide, temporarIly, higher revenues or lower 
costs for the states, While some ofthcse shifts in aclHariul assumptions may have been justified, 
many were instituted in order to meet individual stmes' budget needs. 

C;'l!~ada recently decided 10 invcst the Cmi:lliu Pen;;iol1 Plan (CPP) trust fund in equities, 
property, 'and l!.)t~ign a:-;scts. Canadu's arJ11s~!cnglh boat'Cl OflfUSlt:CS \Vii! have lidudary 
n:sponsihililY to serve CPP contrihutors' and beneficiaries' interests exclusively. By contrast, 
Singapore's mandatory individual accounts system was recetlily used to fund Singapore's 
contribution 10 lndol1csia'slfvlF-backcd package. 

The Thrill Savings Plan (T8P) for !cdcntl employees is managed by tbe Thrift lnvestment 
Bomd (lIB). TSP contributors currently have the option to invest in a broad bond index Hmd, a 
hroad stock index fund, and non-murkctable Trcasury fund; this menu of choices will soon be 
expnndcd to include small cap and foreign equity index funds. The TIB contracts with Barclnys 
Global Investment to manage the non-Treasury investments. The TIB delegated to Barclays the 
right to vote the pmxy bullots. 

It HISKS 

Investing in equities would likely gCllerutc higher returns for the Trust Fund r)!1 average, 

Many analysts have argued, however, lilut th<:!se higher average rutllrns would be accompanied by 
substantial additional risk. They note. lor example, that eight times in the past 70 years, the S&P 
500 index has declined in nomina/terms by more than 10 percent during a single calendar year. 
On three oc.casions, the decline over a year or two was more than 35 percent. Some international 
indices have declined bj' even more, and on a more sustained basis: the l'\ikkcl has fallen by 
more tlwn 50 percent since 1989. 

'nleSC facts probably overstate the true implicatiuns of investing part of the portfolio in 
equities for the riskiness of the overall Social Security system. As is discussed further in Tab C, 
the Trust Fund largely pnys for benefits out of current payron taxes, In addltion~ only u limited 
portion (say, at r~10st 40 percent) of the Trust FU:ld wou:d be inv!.!~tcd in equities. Calculations 
performed by the Social Security Actuary indicate that even a 50~perccnt dedine in equity prices, 
at a peak time ofTrust Fund accumulation, would reduce the actuarial balance in the overall 
syslen1 hy only "tbOUl 0.5 percent of taxable payroll. (For comparison. the 75~year imbalance is 
currently 2.23 percent ol"payroIL) A~l important reason for this result i$ thm tbe loss induced by 
the stuck mnrkct dl.!cline would be amortized over tllUny gencrntim1S orbcnellctar;cs and 
\VorKers. 

Bcneficiuries may demand to he insured against even this risk. They could demand that 
largcr.thnn-cxpectcd returns be devoted to building up the Trust Fund. Alternatively, they might 
demand hig,hcr henefit levels. and that declines be covered frmll general revenues, 



Till? TntSI Fund could protect itself from extreme price changes by limiting the shure or 
its portfolio invested in equities, or by always holding no less than One year's worth ofbencfLis 
in highly liquid seeuritie~ s.uch as Treasuries. 

Under current f;COrlng guidelines. purchases ofpri\'atc~sc;::tor equities \vould he scored a.s 
outlays, amI sales and dividCllds would correspondingly score as revenues. During the 
deeumulation phase, unified deficits (OMB projects f;urpluses only through 2026) would be 
reduced because the sale of securities would be scored as generating receipts. Ofcourse, 
government Hecouuting rules arc 110! fixed for all time and may be changed for politicill or other 
r0[1$On:>. 

IV. CAI'ITAL MARKEl'S 

As noted above, a decision to invest Social Security assets would reduce the amount of 
equities held by.thc public and correspondingly increase the amount of Tremmry securities held 
by the public. This shift is likely to cause thc price of equities to go up and the price of bonds to 
go down. As a result, the prospective rctUnl on equity could decline, and the rcturn on 
government deht could risc. Corporate borrowing rates eould move in line with the change in 
Treasury yields, What is less certain is how signific~mt these effects would be. 

Some statistics may serve to put the invl,;stmcnt magnitudes into conWxl, 

• 	 The size of the equity market was $11 A trillion ,\$ OfScplcmber 30, 1997 (excluding 
foreign securities and netting out corporate cross~holdings). 

• 	 Currently, the Old Age and Survivors Insurance Fund is equivalent to about 5% of the 
equity market Adding the Disability Insurance Trust Fund and HospitnJ Insurance Fund 
brings the share to about 6.5% of the (.!quity market. 

.. ,	If40% of the Trust Fund were invested in the equity market, it would hold just 2-3% of 
outstanding puhlLc securities . 

., 	 Net inflows (from all sources) into mutunJ, funds were $220 billion during the year ending 
September 1997. The increase in the SOci~ll Security Trust Fund in FY J997 'was 
$81 billion. 

In addition, to the extent that the government's investment nnd proxy vOlillg were not 
cn:irdy ncutrnl, distortion!' could appear in the cnpilai markets, ThiS would diminish the ahilit), 
nfthc fiuundaf mnrkl:ts to dfeclivdy tlBd cmdcntly allocate capiwL 



TAB I~: 


INDIVIDUAL ACCOUNTS 


Individual nc(:ounts arc often discussed in the context of Social Security reform. Some of 
your advisers arc attracted to the po:>sihility of using the unifkd surpluses to fund individual 
aCCOlll1ts []!:~ supplements to the existing social security system, Among the advnntagcs of 
individual accounts <.In; the /i.Jliowing considerations: 

• 	 It.1fe of Return. Even if currently promised benefits are puld, the rate ofn:turn to an 
individual on his or her Sociul Security contributions will be signiticaIltly lower than th:ll 
oflcred by individual accounts (sec Tab C for a discussion on rates of return to Socia! 
Security), Allowing individuals to make their own lnvcstm~nt dcdsiolls with respect 10 
these nccounls may be pupular, bCGlUSe llHlny Amerieans would probably feci more 
comfortable controlling their own funds, :md may believe that they can produce much 
higher returns on their halancc. But cum.:nt expeclu1ions t)]l the potential rates of return on 
individual uccmml.s may be unrealistic, 

• 	 l.trc.Funding Retirement. Individual uccounts would move the nation's public retirement 
system awa)' from n pay-as-you-go approach and toward a pre-funded approach. The 
advantages of a prc~fundcd approach arc that it raises national saving now and insulates the 
syst0fn fn'nl Enure demographic l1uetualiom;, 

• 	 T:lIlgibiliCy. Individuul (tccounts would provide citizens with a tangible, visible asset that 
accumulates over time. On the other hand, many young workers perc~ive that they arc 
unlikely to n:ccivc Social Security benefits. ~vlany Americans currently believe that "SodaI 
Security won't hI.: there': during n:tircll1cnt, and IhJ.t the government lacks credibility in 
making good on its promises. For this reason, some analysts believe that substituting $1's 
worth of individual accounts - with their greater tangibility - may more than offsel in the 
popular mind u toss of $1 worth of Social Security benefits. 

• 	 Redu,~ed Wclfnrc Costs. If account balances aro invested wisely and left untouched until 
retirement, the higher returns associated with pre-furyding could increase retirement. 
incomes for many low~wage workers, possibly reducing future welfare costs. 

• 	 Tin:: Cuts. Ir individual accnunts are funded through tho surplus, they could be presented as 
H ·'t~tX Cl,l:" ror individuals, Eve!1 if the Hccmmls arc not funded through the surplus, 
contributions arc likely to seem less like a "tax" than the current Social Sct:urity payroll lax . 

., 	 Magnification Effect. Establishing individttal accounts -could sensitize milHons of 
Americans to the need to saVe for retirement. Thus, individual accounts could have a 
"lI1agniHcmkm" cf/cct, iI', Elr example. gOVC!'!1!liCrtt contribul:ons imo those accounts didt 
uddilional privale contributions, Establishing individual accounts could also advance tbG 
financial educmion of financially unsophisticated Americnns, 

Others of your advisers arc concerned thllt individmll accounts could operate as suhstilUleS f(lf 

tho.! existing system ruther than as. suhstitutcs, and thus as the means by which some of til.; 
favorable aspects or the :status quo arc eroded~ 



Among the disadvantages of individual aCColilUS nrc the following considerations: 

• The SliPf)cry Slope. Thc major objection 10 individual accounts has been that they could 
be seen as an opening wedge to privatizing Sodal Sccurily, with advl:rsc implications for 
~hc preservminJ) and progn::ssivity of the puhlic retirement system. In particular, Bob Ball 
and o:11er;; ot\cn ':lrgue that individuals will compare the higher promis..:d rate or return on 
individual accounts to the 2 percent or so promised real rale o(rcturn on Social SecurilY 
contributions, and exert pressure for nn increasingly hugc share of their overall 
contributions to be channeled into individual accounts . 

., Progrt."Ssivity. Boh Ball utili others arc also cor:.cerno;)u th:lt a syskm wiLb individual 
accounts \vould not be a;.; progressive as the I?um.:nt system, In the context OfliSillg the 
llniii~d surplus to lund such accounts. it 111lly be possible to alleviate this concern by 
Insisting, for example, that the surplus be distributed in the form of a nat contribution from 
the guvernment to each eligible person. Such a structure would be evcn more progrc$sivc 
than the exiRting Social Security system . 

., IUsk for Non-Rctirement Budget After Hudgct Moves B.rek into Deficit. If the 
government llses the surplus to fund individual accounts with the surplus in the near~{enn, 
it could fnce pressufC to con(iuuc such funding even after lh~ budget moves back into 
deficit Such continued ft:.nding would either exacerbate tbe deficit or squeeze other budget 
nrcas, including pressurcs to cut Social Security to fund individual nccOlmts. 

• Retention !\nd Inncas('d Welfare Costs. Once account balan.ces begin 10 grow, demands 
if) access the m,llll.!Y through withdrawals or loans, for allY number of good !'cason;.. wou~d 
be irresistible. Allowing such access would reduce thc promised retirement income -- in 
some cases, Ihat drop mny be dramatic, To the extent that accounts will be compromis~d 
by premature withdrawals, many low-wage workers might be nced additional public 
assistance. (Under current law, the prescnt value of expected benefits is not accessible.) 

., Administrative Costs. Individual accounts would be morc costly to manage than the 
current Social Security system, and those administrative costs would reduce the net benefits 
of setting up the accounts. hi Chile, for example, administralive costs have proven to'bc 
unexpectedly large  although there is continuing debate over the relc:viUlcc of this 
example fhr the Uni~cd State:,.. 

• N.Jtional S"v~nf.!. Because they ure filorc tangible, indivi,dunl accoum~ may eHuse 
individuals to Sl:WC less in otber accounts or cause employers to reduce extsling pension 
covemgc. In addition, because they may be perceived as the "property" of individuals, 
individualliccoullts SCl!lll likely to gCIlt:mte demands: H)r financing OfnmHGII:cmcnt 
elllcrgencies. If such demands are accommildatcu, they coliid !caJ to addition'll cit.:dino..:s in 
national saving. 



.. 	 Hi~k for Individuals. Under a system oj' individual accounts, the indivkhml wou!d !~Iec 
invcstment risk tlmt is flt'l11uceo under a ddincd benefit program SUcil as Sl)eiul Sceu!'i!), . 
.some indivitluuis will surely prove to be unsophisticated investors, and could experience 
extremely poor returns on their ponfi)lios. This could crente pressure Itlr the government 10 
compens.ate invcstors holding failed or undcrperlhrming inV(;S1menls. In effect, unless. 
strung safcgu.ards arc put iii place. individl,ll\1 acwums could become a huge new 
contingent liability of the government. Chile hns used u sysl~m of both nOOTS and ceilings 
on returns. tn protl~ct investors and discourage cxcessive risk~taking. 

INl)lVflHlAL ACCOllNTS "S. INVESTING TUE TR1JST FU~iD [N 1'IUVATF. SECURITIES 

As many of your adviser)l have Hoted, tbe highcr returns from individual accounts could 
also he achieved by nHowing the Trust Fund to invcst in priv~ltc securities. Taking the more 
centralized route would, as noted abovc, avoid thc possibility of undermining support ror tit.: 
t:urrent defined-benefit progmJn. On the other hand. individual accounts avoid the difficulties 
i~hc!'e!H in the g(lVCl'l1ll1cnt's holding private securities. including the pressure to express ~ocial 
or political choices through such means as targctt.:d investments. voting proxil!s, or intervcl1:ng 
on Ilmrket downlurns. They also of1er the opportunity to use <1 tax cut to fund retirement income. 



TAil F: 

POSSIBLE EU:MENTS OF A COMPU:n: I'LAN 


For your cOIwcnicnce, this t~lh reproduces n table from an earlier memorandum, showing 
pOt>sihk building hlocks of an overall plan for the reform of Social Security, 'lllCSC building 
block;; have not lx;cn subjected io Hny (()finD I review within the Administration. The purpose of 
the tab is to convey a more comptctl.: sense of the t'<!l1ge of acli{l1ls that could he taken to hring the 
Soct.tl Security system into actuarial balance. 

The table below presents the impact of each building block o111he actuurlol imbalance L1f 
the ~ociul Sct:urity Trusl Fund, U$ wetl as the imPact on the retirement benclits ora hypothctit:<11 
6S-ycar old retlrcc in 2015 with lit) average cumings history, and ,l similar retiree in 2040. 

The impact 011 the 75-year m;tuarial balance is the traditional yardstick for measuring the 
"siz{!" of proposed reforms 10 the system. Many of your economic advisers, however, prefer 
~Ilternati\'c Jf additim!a! mctrlcs - such us ensuring perpetual (not just 7S-year) haJance in the 
system; putting greater emphasis on the unified budget balance in the ouiyears; using the rate of 
return earned by the average person; or placing a lower bound on the Trust Fund as a ratio of' 
hcncfil$, 

MC!"ItJ OJiol TU:AOIT10NJ\1, SOLtn [{)NS 
, 

, Effect on 75- i, Impact on !Impact on , , ,,,, , year actuarial ' average 65· ! average 65,, imbalance in ' yl.:aJ'()ld~s : year old's 
Trust Fund income ill incOIhe 1Il 

,, 2015,1997$ 2040,1997$ 
(tlS % of 

, 
(as % of 

benefits) beilctits) 

NA NA 

,,
KA NA 

, 
, ,,, ,,BENEFITS: I 

0.51 -$673 
: calculate Plj\ oy 5 percent phased in 
! Reduce adjustment fllctOrs used to ·S583 

(5 percent) (5 percc!:tJ 
; betwec-Il 2:)02 anJ 2011 , 

, 
,Increase benefit computation yean: from , 0,25 -$442 -$510 ,, 

35 to 38, phased io 2002-2004 , (3.8 percent) ! (3.& percellt) I 

, 

COVERAGE: 

i Cover all state und local government 
I workers hired after' 999 

: Cover fill sta.te and local government 
workers hired .ufter 2007 

022 

0.19 

......~---



0 ·$RJJ 
I age to 67, by eliminating curront II-year 
IAceclcmk: increasi,;: in normal retirement 11.111 

(7.1 percent) 
: hiatus in increase betw,-,"'Cft 66 and 67 

! rndex normal retirement age after it !0.30 () ·$604 
, . , , 
i rcaches 67 tinder current schedule 

,,, (4.5 percenl) 
I, ,,: At:ccll,,;rate schcduled Jl1CrCH:{C in normal (JAS , ·$833 ·$1,164 , 

: retirement age, index thereafter i (7.1 perccnt) (R.7 percent) , ,, 
R(''Cognize additional changes likely to 0.29 ! -$70 ·$81 

be ru..loplcu by BLS is measuring 
 . (0.6 percellt), (0.6 percent), 
consumer price inflation (reducing i with 1!10rc with more 

COLAs hy 0.2 percentage p,,1ints per year 
 suhSlantinl substantial 

"ncr 2(00) 
 cHeets on dlects on 

older retirees older retirees 

Reduce spousal benefit rrom 50 percent 016 ·$1,28J ~$2,287 

to 33 percent of PtA (22 perccnt of (34 percent 
spousal of spous;:1!,, 
benefit) bcnefit) 

: RENO'ITS TAXAnON: 

Beginning 2002, subject OASDI benefits 0.12 ·$105 ·$202 , 
,(0.9 percent)to personal income tax in same manner (1.5l--~rcent) 
, 
, 

a;:; applied to other DB p(';llsions 


Phase out thresholds for taxation of 
 0.21 ·$)09 ·$357, 
: OASDI benefits 2002·201 1 (85 percent (2.6 percent) (2.6 percent) 

,: ofbeneiits subject to inx aficr201O) 
, 

,i CONTRIBUTION !lASE: , 
, ' , 
: Raise taxable earnings base to 90 percent 0.54 NA .NA I,,
: of covered earnings) phased in between 
i 2002 and 2006 (equivalent 10 an incrcHsc 
, in taxable carnlogs limit from $65,400 to 

toughly $j 10,000) 

Note: Dollar figures are m 1997 dollars, percentage cuts alc fdatlve to fUtUfC p:....1jcct(!U benefit 
Impact on benefits is measured in annual terms. 



TAil G: 

THE "DOUIlLE COUNTING" PROIlLEM 


This memorandum explains: and i.l1laly:l.cs tbe "double counting" pmbkm that is on a;:;pcct 
nfproposnls tbal would "transfer" part or all ofthc,unificd surp!usc~ to the Social Security Trust 
Fund. 

I. HACKGUOUKI} 

The unified Federal budget measures. total Federal receipts and totul Federal expenditures, 
including Social Security payroll taxes and expenditures, for each fiscal yea!'. From a 
hookkeeping point of "icv.!, the unified budget is divided between lhc "General Fund" and nth;.;r 
types of funds. One of these other funds is the Social St:curity Trust FUIHL 

UnHke the "General Fund," the Trust Fund keeps track of its "balance" over time. Thus, 
for exampie~ if receipts exceed expenditures in OJ given year. the balance increases. The Social 
Security Trust fund balance is held almost entirely in the ronn of nOlHnarkctable Treasury 
securities. In effect, the Trust Fund lends the General Fund its balances and receives intcrcst
bearing securities in return. 

In any year) funds may be transferred from the Gcticrul Fund lo the SOCi~ll Security Trust 
Fund, Of vice vcrs..L Utidcr current law, a numher of diffcrent transfers must wkc place each 
year from the Geueml fund to the Social Security Trust Fund. These funds arc treated like any 
other receipt of the Trust Fund and tbey augment tbe balances in the Trust Fund, Because the 
General Fund and the Trust Fund are botb paft of the unified budget, these intragovernmental 
transfers bave no effect on lhe unified deficit or surplUS, 

If Social Security were pennitted to purchase private securities - such os equities - rather 
than purchase: non-marketable Treasury securities. runds would movc outside the Government 
Under current budgetary scoring Mes, the purchase of these private securities would be scored us 
an outlay, and could reduce or eHminate any unified budget surplus. Under the same rules, when < 

these seeur:ties were sold at a later date, the proceeds would be scored as receipts. 

11. "TRANSFER" PROI'OSALSAND THEIR £Fn:cr ON THE UNJFl£D U(]llCET 

Proposals have been made to transfer all umount of moncy each year - cqual to the unified 
budget surplus for thal year - from the General Fund into the Social Security Trust Fund, If the 
unilied budget wen.:; in de/kit, no .amount would be tnm~ferred. 

The transfer of tbc~c mnounts - like any other transfer from the Gellc;al Fund to the Trust 
Fund .....- wuuld ;mgmcnt the balance in the Trust Fund, So long as the b3Iam:~ contbucdlO be 
invested in Treasury securities, however. the transler would be "inlragovcrnmentai" and would 
have no effect on the unified surplus or deficit. [n particutar, any surplus in tht.; unified budget 
would stilI remain after the transfer, and could be lIsed for new tax cuts or new spendjng. Thc 
new proposal is lherefore, sometimes combined with an addillonal propo~l. 

http:i.l1laly:l.cs


• 
The additiollHl proposal would require the Trust Fund to purchase pftVaCC sector securities 

in the amount of these new transfers into the Trust Fund. A's noted above, under current 
bUdgc!ary rules, the purchase of private securities would be scored as an outlay, and hence could 
be used to reduce the unified surplus. Mor~)Ver, to the extent that the long-nm fatc of rdurn on 
private securitieS" such ~IS private equities exceeds the,rate of return on Treasury deht, the 
::ctuariHi imnalnncc in the Trust Fund would be reduced hy more thon would occur ;l'llu: 
tntnsfelTcd monies were invested in Treasury securitic~, 

III. Tm: "DOUULF:-COU~rnNG'" PROBLEM A:'\O OTm:n OpnCAL PROULEMS ClmA'nm BY TilE 
NI>:w PROPOSAl. 

A number of opticnl problems are created by the new proposal. First, the new proposal is: 
\);!sed on n transfer of ihnds from the Genef:l\ Fund to the Social Security Trust Fund. Optically, 
all };uch transfers };ccm arbitrary in nature because they have no e1leet on the unified deficit or 
surplus. Critics wil! ask why we do not jusl transfer some larger amount of money to the Trust 
Fund and eliminate its long-run financing problems completely. 

Requiring that the new transfers be invested in private securities would mitigate. but not 
eliminate thiS optical problem. The purchase of private securities could be used to reduce or 
eliminate surpluses. However, this effect arises from the investment in equities, not from the 
initial transfer of monies from the General Fund to the Trust Fund. Thc first step in the process is 
still a tmnsfer and the transfer \\lin be criticized as arbitrary, 

The optical prohlem is exacerbated by another important factor. The uni1ied surpluses 
carly in the next decade [lrc projccted to occur solely because the Social Security system is in 
surplus, As noted above, the Social Security surpluses are already converted uutomaticoliy into 
additional balances for the Social Security Trust Fund. ThJbe extent that the unified suml}!s is 
due to th~ Social Security SlIrphlS and that an amount s;uuai to the unified surnlu~ is transfc[[~i1 to 
the Tmst Fuo9.: under the new nroposal. it will apPear that the same..arnounl has .been credited 
TWICE to Social Security'S balances, This is referred to as the "douhle-counting" problem or 
the "logic problem.>! This problem persists at least through 2007 Wlder OMB's Mid-Session 
projections, 

fn actuality, however, the unified surplus in 2002 is not really "caused" by the Social Security 
surplus. From a budgetary perspective. it is no more accurate to attribute the unified surplus to " 
Social Security's surplus than it to attribute it to surpluses in that year in other Tmst Funds or 
spedal funds. Nonetheless, critics ,vill make that charge, 

Another aspect of the "double-counting problem" is thnt it could lend force to the argument 
that \\'e should remove Social Security altogether when measuring the Federal budget balance, 
Removing Social Security Crom the deHnition of balance would eliminate any <\ppeunmce of 
"'douhlc-coullting." Moreover, umJer this ait<:malivc delinit:oH. the budg-:t wo~t!tI not bc in 
balance untH 2007 under clirrent projections, and signilicant pressure could develop to make 
even deeper spcnding curs in the non-Social Security portion ot'the budget in order to balance it 



,, 

One method for den]ing with lhl double counting probl~m, would involve permitting 
or requiring the Trust Fund to invest ~ome of its balances in private securities such as equities. 
The amount that would be invested Jeh year would be equal to the unified budget surplus in that , 
year, However. no money would be transferred from the General Fund to the Trust Fund, 

I 
Because the investment in private securities would be scored as an outlay under CUIT<;nt 

budget mles, the unified surplus cou14 be eliminated under this proposnl. To the extent that 
private securities cam a higher long~ritn rate of return than Treasury debt. the Trust Fund's 
balances would be augmented. As th~re is no transfer of unified surpluses to the Trust Fund 
under this proposaL, there is no "double-counting" or "logic" problem, 

I 
A virtue of this propos"ll is that it would clarify that the Fcdeml government is already. 

taking concrete action -much as any private corporation would be required to do under Federal 
pension regulaIion - to prefund its r~tifemen( obligations. On the other hand, the proposal 
might seem weaker than the tirst proti?sal because the unified surpluses are not being transferred. 
While it is true that the only reason thflt the unified surpluses disappear under either proposal is a 
budget scoring convention. the first proposal allows focus on the transfer as the "use" of the 
surplus. Without this focus, the alterriative proposal might not be sufficiently persuasive to 
preclude proposills that would use the:surpluses for new tax cuts or new spending., 

This alternative would also augment the Trust Fund balances by substantially less than the 
proposals d<escribed carlier. For som~, this would be a drawback. For those who arc concerned 
that augmenting Social Security's bal~ces would put added pressure on the rest of the budget
by reducing the size of "rca 1 reforms":needed in Social Security - it would be an advantage, 

, 

I 
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TABH: 

TALKING POINTS IN SUPPORT OF 


SOCIAL SECURITY BEING A GOOI) I)EAL 

(With Related l3ackground Information) 

I. llACKGHOtJNll 

• 	 Tbe schedule of hcncfits and taxes for Social Security under cUlTent law wil! provide 
slightly more than a 2 percent real rate of return for two~eamer couples with average 
wages in each cohort retiring after 201 O. 

• 	 1f the currenl schedule of bene fils and taxes were maintained, Ihe Tnt,'!! Fund would be 
cxbatlsl::d in 2029. 

• 	 However, under [he Advisory Council Plan proposed by Robert BaU to correct these 
financial imbahmccs, this rate of return would drop only slightly. A key element of the 
Ball plan allows the Trust Fund to phase in investment in private equities until 40 percent 
of the Fund is invested in these securities. 

• 	 Irprivate equity investments were not used, the bCllefit cuts and tax increases necessary 
to restore financial balance would reduce tbe real rate of return by about half a percentage 
point for these couples, The reduction Inlhe rate of return would be as much as about I 
percentage point for many singles and other couples, 

• 	 If all workers redirected their contributions and invested {hem wisely in equities, over the 
long-term, they could earn a much higher real rate ofretum e.g, 6 percent (if past history 
from 1959 (01996 holds), 

• 	 If such redirection occurred, tax rates would have to rise by huge arnounts immediately in 
order to pay the benefits of current retirees, because the current system is not advance 
j\mded, 

• 	 The schedule of henefits and taxes ror Social Security under current luw will provide 
slightly more than a 2 percent real rate of return tor two-earner couples with average 
wages in each cohort retiring after 20 IO. 

• 	 Thi.') is similar 10 lhe long-run ratc of return on Treasury securities, which arc ~ackcd by 
the full fhilh and credit of the U,S. Government and which arc seen as riskless, 

• 	 Some individuals may argue that if they were allowed to withdraw their contributions and 
invest them in equities. they could cam u much higher real rate of return e.g" 6 percent 
This argufncnt ignores some key issues: 



Social Security provides substantial disability and survivor coverage for all 
beneficiaries. Workers may not be able to get coverage in the private sector that 
is as good, as pcnnanent, or as comprehensive ru; that provided by Social 
Security. In some cases, especially as workers grow older, they may not be able 
to gct such coverage at all. 

Social Security pmvides for annuities that nre fully indexed for inflation. Retirees 
may riOt be able to gct such annuities in the priVi\iC sector. 

If workers were allowed to withdraw their contributions from Social Security 
now, they would face a huge tax increase in order to pay for the benefits ofcurrent 
retirees. 

Social Security provides some redistribution from high~wage workers to 

lower-wage workers. A system of individual accounts ver}' likely would 

accomplish less redistribution. 


Under Social Security, workers are protected regardless of sudden changes in the 
economy. Individual accounts would be subject to the vicissitudes of volatility in 
the markets that might occur close to retirement age. 

. ,Some individuals would invest unwisely. And as rioted above, all would be 
subject to the volatility of the markets close to retirement age. Pre-retirement 
acceSS to accounts could be irresistible and could greatly reduced the promised 
level of retirement income for many, especinlIy Jo\v-wagc workers. To ensure a 
minimum safety net in retirement, genera~ reVeliues - financed by higher tuxes 
on everyone - would be required, 

Individual accounts \I.'ould have higher administrative costs than Social Security. 
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TH & WHITE HOUS!!. 

WASHINGTON 

J."u"Y 2, 1998 

MEMORANDUM FOR. THE PRESIDENT 

FROM: GENE SPBRLlNG 

The a!tal:bod proposal ..fleets C("",."",tions "-"Ib_ Chi.f oiSwrs efficO, )'Our 
_!IODlic mm, and kOy pcllti<al advloers. ~ asked that we submit this to you (through 
Sylvia) fer guldaru:e on whether """ ahould impl_it as 'Mitten or whether you hod sugge,tod 
oh",geB. You could relay yo... oomments or qu.stions eithat to Sylvia. who has b"", 
partici~g in tho diseu<slollS, or directly 10 Gene. 

• 


• 

ST Tl-O'lAS t~I-·D:Cf: 
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~ 	 r-Ijq0 

A£t!o	.. !'or ..... Soc:W Soourl!y m....g. "",er tho weok<>nd 
. JBnUill)' 2, 1998 ' 

"'. you know, we ""gap1 with the l/Jlpul>ll""" lead.orsWp as early as our CPI discuss!ons 
011 the Is.ue ofa possible soeW Security OOIllmlssioll or process, E!skiJle bas also ~ that 
p.,sibill'Y e.tother tlmes with !be Ropttblleao.loadenlhip,. The Imre before us is _ ... or not 
we sltould take some mossag. aotions over !be weekend to ens= ther our mess.ge Q1\d O\!r 
leadershi~ are not pre_p1»d by oth.",' rushing out ahead ofus with process proposal •. On the 
sUbsll\!lC<: of Social Security ",fonn, we will b. ~ with you next ww to finaIhe our 
.trntegy fuI: emphasizing that the surplus s!)ouId be ...."'ed in .nme way for Sooial Sl'Curity. 

h recommended proposal fuI: this wwena is the following: 

I. 	 A SlOI}' in the W",htngtCh Post on SaMaY momiDg; giving some indication ofour 
intention to Uke aleadetsbip role on Social Seounty on<! to propose some form of . 
national dielolJUl.'. 

2. 	 Bob Rubin and Frank Rolnes confirm the story during !belr "PP."'Nloes on the Sunday 
shows (Rrones is appearing (In Meet the Prr,ss, and R\t~in is appearing on Face the 
Ntrtion). 

• 
3. Welcome any process proposals PUt forward on Monday as ideas that eould hi; considered 

'Within the President', pi... for a bipartisan national dialogue, but stress our principles Oil 
the intpm-b).uoe ofpxesc.rving and protecting: Social. Security as the pru&re"ivt:: 31ld 
universal structure: that has served the Mtion SO wen over the past si.~ decades, 

Message for- Sunday paper and shows 

1. 	 , The PresideDt is strongly co~ to trying to pas. lone·term Social Security roform 
an<! reels ther it reust be done wi1hln the next two y...., 

2. 	 fu: President an<! his team are acii.aly eoll$ideriog • 'Wide variety of substantive options 
fpr Social Security reform. While It would be unlil<ely that the President would announce 
.oomplete ptoposal prior to engaging in furtber bipartisan dialogue, he ha$llot ruled out 
makine. partial statom""t on the sub_e. ofSocial Securl1y reform in lb.••"'" sevetal 
weeks. [l1!;" element I, /lesigued to ,lgua\ that you "CO not limiting your tole in 1998 to 
procc.ss w~ teavhtg room for the surplus statement -~ 'Witho\lt raising expectations too 
lrigh.] 

3, 	 Regardless ofany substantive: proposal he mayor may not make, the President plans to' 

call for a majot 3Jld broad national dialogue on Social Security an_G reti:tement needs, The 
dialogue {:Quld include a series ofnationai fora or a bipMtisan con:unission, The primalY 
{oeus of the effort would be xefl>rming Social Security ,·"hUe proteCtio.g the basic 
umversal and progressive structure that has dr:aruatically reduced poverty among eldedy 

• 
Americans. nlt': President also plans to oonfe~' ....nth the- Republican and Democratic 

P.GO] 
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, " 

• 

teadenblp IOpding the beat p'..... f<>r producing. bipardson legiolau", propooal• 
The PresIdent's staffhas almdy been In disolWiODS with sevmI mI\Ior groups, whioh 
.... IIsQ ill_tedIn. '"""8 n.tIonal dialogue: 

• 	 Tho bipartisan COllll""'siru>al working group on Socio! S=ity co-ohoired by 
Con&iessmcn1lm Kolbe and Charles Stcnh<>lm; 

• 	 Tho AAlU'. which has asked the Pres!dent to mise the profile of the corn.,.",..' it 
pi... to bold ill eaeb ofth. 435 .o~onal diS1rlcu; and 

• 	 The Concord CoaUtiOll, which has asked the Presid.", to support its planned 
regional fora on Sooial S""""ty reConn, 

4. 	 In addition to this etfon to prod_ substcn1lal S""ial S""""ty ref'!ln. the President is 
o committed to protlIoting reti<ement seeurity more broadly: 

• 	 Tbe Admlni$lJ1.tion plans additional, .poeillc pension PIOPO,,"S as part of tho 
State altho Union add",..; 

• 
• Tho Administration is planning to I3ke step, to highligbt the Na'ional Summit on 

Retirement Savings. which must b. held at tile White House by July 15. 1998, as 
mandated by the Saving' Are Vital to EVOJyono'. Retirement (SAVER) Act of 
1991, The SWllIlllt. which will b. preoided over by leeder, from both the 
C1CeCUtive iW.d congressional bfauch~ and will include up to 200 additional 
partieiplmU, is intended to increase public awareness ofthe valUe ofpersonal 
savings for retirement, and to facilitate the development of a broa.d"basedJ pubUe 
~ucation program to ~e personal retirement sec:urity. 

, 

Per!ional saving and jJ:emions are hhportMt oomplemc:nts to Social Security. which is the 
pMcipal leg of the retirem.ent stooL 

• 




• THE WHITE HOUSE 

WASH I Na1'ON 

J .DUBry 5, 1998 

MEETING '''ITH ECONOMIC ADVISORS 

DATE; January 6,1999 
TIME: S:IO-6:IOpm 
LOCATION: Cabinet Room 
FROM: Gene Sperling 

I. PURPOSE 

The purpose ofthis meeting is to continue to discuss different options for how to handle 
Social Security in the State ofthe Union. In particular, we need to move toward 
decisions about whether you would like to put out a proposal in the State of the Union 
and if so, how specific you would like 10 be in the proposal. 

• 
II. BACKGROUND 

In previous meetings, we have discussed a range ofSocial Security reform plans. In the 
aftl:rmath ofthe ·White House Social Security Conference, members ofCongress ate 
beginning to engage on the issue. We now need to focus on different options for moving 
the reform process forward in the New Year. At the meeting. we win present a few 
options in order to help you think through the advantages and disadvantages ofdifferent 
approaches. 

III. PARTICIPANTS 

:uur 
John Podesta 
Jack Lew 
Sylvia Mathews 
Maria Echaveste 
Steve Riccht::tte 
Gene Sperling 
Janet Yellen 
David Bier 
Larry Stein 
Larry Summers 

• 

Paul Begal• 

Bruce Re"d 


. Elena Kagan 

Karen Tramontano 



• 
Sally Katzen 
Michael Waldman 
Doug Sosnik 

IV. 	 SEQUENCE OF EVENTS 

YQ1! will meet with yow: advisors in the Cabinet Room. 

V. 	 PRESS COVERAGE 


NONE 


VI. 	 REMARKS 


NONE 


VI!. 	 A'ITACHMENTS 


NONE 


• 

• 
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Agenda for Special Issues Meeting 

January 5, 1998 


A. Three approaches to Social Security and the unified surplus 

I. 100 percent of the projected surpluses should be devoted to Social Security. 

An alternative would be that none of the projected surpluses should be spent until Social 

Security has been adequately addressed 


Pros: 


, Clean message -- we need to meet the retirement challenge of the 21 st century. 


.. Provides the strongest stance against dissipating any of the surpluses in low

priority spending or tax initiatives. 

Gons 

.. May not be sustainable -- could position us as upt just opposing tax cuts and tax 
reform, but also against using a small percentage of the surpluses for high-priority 
investments in science or children's initiatives. 

• , Could make it difficult to join compromise coalition with some Democrats or 
" " ultimately with Republican leadership. 

2, Announce that 75 percent of s.urpluses should go to Social Security, while asking for natlonal 
dialogue on how the other 25 percent wouJd be allocated among the following four priority areas: 
Social Security; children and education; sc~ce and R&D; tax reform and tax cuts" 

Pros 

• 	 Setting aside the bulk of the projected surplus,", for Social Security reform will be 
seen as a strong sign of !erutership, while more sustainable because it avoids 
putting us In the position of having to oppose all proposals for tax reform Or 
popular investments. 

• 	 Keeps open possibility of devoting entire surplus to Social Security (since Socia) 
Security is also a potentia! use for the remaining 25 percent), 

.. 	 The proposal still blocks use of surplus for major regressive tax reform proposals: 
the funding from at most a quarter of the surpluses is not sufficient to prevent 
major options from regressivity or raising the deficit 

\ 
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Cons 

• 	 Splitting the surplus - even if the·bulk goes to Social Security •• muddies !he 
message that the entire surplus should be devoted to retirement neoos, and opens 
the door to other less attractive formulaic approaches. 

.. 	 Could make it difficult to oppose more modest Republican tax proposals, paid for 
with 25 percent of the surplus or less. 

3. 100 percent of It conservattve estimate of the surplus should be devoted to Social Security, 

Instead of explicitly splitting the projected surpluses, declare that a conservative estimate 
ofttIe surpluses should go to Social Security. Then in constructing the conservative 
baseline. leave room for other domestic needs -~ thus implicitly splitting the surplus. 
(For example, ifNOD grows at nominal GOP, instead of inflation, the budget would 
include roughly an additional $70 billion in 20 I 0.) 

Pros 

.. 	 Allows us to retatn a relatively clean message C!we should devote a conservative 
estimate of the surplus to Social Security"), whtle stil] funding non~reliremenl 
priorities, 

• 	 May protect us against any charges that our NDD assumptions are unreali!>iic w~ 
that they would either not be met or would squeeze the role of government ifthey 
were, 

Cons 

• 	 May wind up in the worst of all worlds, with the Republicans charging that we 
:fuvor more government spending, as opposed to a reserve that we could explicitly 
say goes for popular, high~priority areas. 



B. Issues for any oftlle three approaches 
I' ••'~ '. • 

( 
"" 
'if' \. \ , 1. Equity investments: 

A. Vague support/leave open 

B. Specific support at outset 

C. Specific support at later date 


• 

2. Individual accounts: 

A. Make clear opposition 

B, Don't rule out) pending entire package 

C, Explicit support. or more willingness to consider 

D, In Option 2 above, limit to the 25 percent piece -~ combine with national dialogue over 
how to spend that money 

3. Presentation ofapproach and whether the surplus is eliminated: 


Issue of whether to leave the surplus on the books 


. 4. H,?w many years of the surplus should be dedicated? 


C Process ror 1998 


1. National dialogue 

A. Experts commission 

B. Congressional commission 

C. Regional fom, each administered in bipartisan fashion 

2. "Real dea)" process 

A. Normal legislative process, following POTUS proposal 

B. Negotiating process. as in the balanced budget agreement 

C. Fast-track legislative process, following commission report 

D. Special session of Congress, or commitment to specific period of tim,e 
\ " . 
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SOCIAL SECURITY MEETING 

January 13, 1998 


ISSUES AND DECISIONS 

• 	 Final agreement on "Social Security first" strategy 

• 	 Budget presentation 

• 	 Process ror 1998 and 1999 ,. 

• 	 Principles for reform 

SOCIAL SECURITY FIRST STRATEGY 

Based on NEC meetings and our previous meetings with you, we believe that we are 
evolving toward a "~cial Security first" strategy. Under this strategy, 100 percent of the 
su",Iuse, would be reserved pending Social Security reform. But to be clear; The strategy does 
not commit 100 percent of the surpluses to Social Security; instead/ it reserves J00 percent ofthe 
surpluses until it is showo that the funds are not needed for Social Security reform. The logic is 
that reserving the surpluses in this way will provide a strong incentive for passing Social Security 
reform. 

,t-.\ i\ :.\ [ssues , ' 
\ ... 

Flexibility 

The mAin question is whether, or to what degree, this proposal limits our flexibility to 
make specifk: announcements in 1998 on Social Security before a full reform is passed. Possible 
announcements could include: 

• 	 Extending the life onhe Trust Fund. We may not be able to attach any specific numbers 
showing the impact of the surplus on "Social Security rcfonn," because it would not be 
clear whether we were actually going to contribute any of the surpluses to Social Security 
in the end: 

w_ \Ve could. however, speak about hypotheticals: "If those surpluses were 
donated to the Trust Fund in the ronn of equities, they would extend the life of the 
Trust Fund to XXXX," 

• 	 Specillc portion orth. surplus to the Trust Fund. To facilitate specific estimates of the 
impact on the Social Security system, we may want to say later that at least some portion 

• 



or some percentage ofprojected sUlpluses should go into the Social Seourity Trust Fund. 
.~- Would this be seen as consistent with the "reserved pending Social Security 
reform" pledge? .('; ,:. "\ , .. 

'.. '~.'. -' 
\ 

• 	 Equity investments of the Trust Fund, Already, a major issue emerging in the debate 
over refonn is the rate ofretum to Social Security, To address this issue, we may want to 
support investing some ofthe Trust Pund in equities. But under CUlTent accounting rules, 
any purchase ofequities for the Trust Fund wou1d score as an expenditure. 

-- Would equity investments, even if they absorbed some of the surplus, be 
consistent with the "reserved pending Socia! Security refonn"? Some will argue 
that since it takes the surplus off the books without pr.oviding a full solution to 
Social Security, equity investment would be inconsistent with our statement. But 
others would argue that as long as it's for Social Security. it's consistent. 

• 	 Individual accounts eroposa1. The surplus can finance the accounts, at least temporarily, 
without having to raise additional taxes. 

-- Individual accounts would absorb the surplus, and some would say they were 
therefore inconsistent with our statement. But others would argue that they were 
part of the Social Security refonn. 

Other non-retirment priorities 

• 	 We will also not be able to support legislation for tax cuts, education spending, or science 
and R&D. But in addition to paid-for proposals, we could perhaps clarify how we would 
use the surplus once Social Security refonn is accomplished, 

- We could perhaps come oul with proposals such as: "Once Social Security 
reform is passed, we plan to devote ,% ofthe surpluses to. Children's Fund." 

BUDGET PRESENTATION 

Your advisers have agreed that the tables in the budget wiU not show surpluses. Rather, 
each table will include a line "Reserved pending Social Security reform'~ that ~m absorb the 
sUlJllus. [Example from OMB] 

PROCESS 

It may be best to think about the Social Security reform process in three stages: first, the 

2 
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1998 State of the Union; second, action we can take during 1998 prior to the election; and third, 
action we can take in 1999. 

, • First Stage: 1998 State of the Union and FY 1999 BUdget.
( • 	 Second Stage: 1998 - Setting the Stage. 

• 	 Third Stage: 1999 -. Finishing The lob. 

Stagel (1998) 

• 	 Regional forum •. You would ask Bob Dole, Warren Rudman, George Mitchell, and 
Lloyd Bentsen to hold a series of6 regional forums administered in a bipartisan fashion. 
The forums,wDuld include representatives from Generation X, the baby boomers, and the 
current elderly •• as well as from a variety of racial and labor market backgrounds .. 

.. The four people listed .bove (Dole, Rudman, Mitchell, and Bentsen) would 
provide a strong bipartisan flavor to' the forums, But some of your advisers are 
worned that the four do not reflect enough diversity (in tenns of gender, race, and 
age). 

• 	 White House Conference. You would also announce that following the completion of 
the regional forums, you would convene a two-day White House conference on Social 
Security as the first step in a bipartisan process to get reform passed. You would work. 
together with the Congressional leadership to ensure that the conference was an effective 
first step in moving the legisJatlve agenda forward. The conference would thus be the 
segue between Stages 2 and 3. 

• 	 Social Security Commission during Stage 2 (1998). You could also call for a 
commission on Social Security reform to report in December 1998 or January 1999 
(before the Medicare commission reports in March 1999). The advantages of. Social 
Security commission are that it provides a more specific process for 1998 and more cover 
to those running in the fal11998 elections (to avoid having to make "no new taxes or 
benefit cut" pledges), And since it seems to be favored by some of the leading 
Republicans, it could enjoy bipartisan support. The costs are "commission-itis" -- the 
Gratrllich commission just reported, and many other commissions eXist on a variety of 
topics (e.g" Medicare), And a commission could run away from us (e.g., as occurred 
with the IRS commission), or have trouble reaching a majority opinion. Issues that 
would have to be resolved ifwe support a commission include membership (whether the 
Administration and HHI would have official members, for example), reporting (whether a 
final report would be submitted to YOu), and staffing resources. 

Stage 3 (1999) 

As part ofyour initial (Stage I) announcement, you may also want to define what will 

3 
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occur in Stage 3, The concern with such a commitment is that it limits our flexibility in 1999, 
which we could live to regret. The benefit is that it shoW's a specific commitment to getting· 
refonn done, Possible "'real deal" steps include: 
• 	 Administration proposal You could commit that following the end ofSlage 2, the 

Administration would put forward our own proposal. That proposal could then be red into 
a normal legislative process, or a special process intended solely for Social Security 
refonn. 

• 	 Begin negotiating process in January 1999. You could announce during the State of 
the Union that fonowing the regional forums. you will ask the Congressional leadership 
to begin negotiations on Social Security in January 1999. 

• 	 Top prjority for legislative action in ]999. Alternatively, you could ask that the 
Congress: consider Social Security refonn as its top priority, or its first legislative focus, 
in the 106th Congress. The advantage ofthis approach is that it provides much 
specificity to Stage 3. But many of your advisers are ·extremely considered that it would 
unduly limit our flexibility in 1999, and that we could wind up much regretting having 
made such a specific 90rnmitment. 

4 
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Economic Team Recommendation 

YOUf economic advisers recommend that you announce the following process in the State. / 
ofthe Union: 

• 	 National dialogue during 1998: 6 bipartisan regional fora to be held in 1998 

• 	 White House conference in Oecember: A 2~day White House conference - including 
the Hill -- held in December 1998 to wrap up the regional fora process. and segue into the 
negotiating process 
" 

• 	 Negotiations in January 1999: A statement that "FolJowing the White House 
conference. ! will ask the Congression.lleadership to begin negotiations in January 1999 
over Social Security, 

Other possible packages include: 

Package 1 
• 	 6 regional fora 
• 	 Commission to report back in December 1998 

• 	 w'bite House cOIlference in December 1998 
• 	 Commitment to beginning negotiations in January 1999 

-
,i'"J". Package 2 

• 	 6 regional fora 
• 	 White House conference in December 1998 
• 	 Administration proposal in December 1998 

Package 3 
• 	 6 regional fora 
• 	 Vv'hite House conference in December 1998 
• 	 Top legislative priority in 1999 

PRINCIPLES FOR REFORM 

• 	 Provide guaranteed retirement security 

• 	 Strengthen and update the system for the 21 st century 

• 	 Maintain the universality and fairness of the current system 

5 
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• Pres(."t"Ve the progress we have made on the budget deficit 
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THE PRESI DENT HAS SEEN'" 1-'1-'1"1t· 
THE WHITE HOU.SE 

WASHINGTON ~Ied 

\ J January 15, 1998 

MEMORANDUM FOR T~E PI4JsIDENT 

FROM: GENE SPERLING 

SUBJECT: NEC WEEKLY REPORT 

cc: JOHN PODESTA 

Bananas: NEe stafT continues to work with USTR and others to press the EU to implement a banana 
import regim(: that meets WTO requirements. As you know, the Administration promised 
Congressional leaders (in a letter from Erskin!?.~owle5) to retaliate if the EU did not bring itself into 
WTO compli,mce in a timely manner. We are proceeding on several tracks. USTR plans to request 
new WTO consultations with the EU this week. At the same time, our retaliation list is now public and 
has been designed to hit hardest and put pressure on those member states (including Britain) that have 
been least helpful. We are emphasizing to the EU and these member states that we want very much to 

(. avoid retaliation by reaching a 9ATT-consistent negotiated resolution but that we will be forced to act 
. if such a deal is not reached soon. To date, the EU continues to resist refonn. The WTO will consider 
our retaliation request on January 25. But it is quite likely that the retaliation amount we propose will ~ be arbitrated, which would delay the retaliation date until early March. 

, ~~",. 

Steel: Following the release of the Steel Report to Congress, Ambassador Barshefsky, Secretary Daley, 
Lael ~rainard, Sue Essennan, Undersecretary Aaron, and myselfbriefed industry, steelworkers, state 
representatives, Congressional staff, and some members on Y0l!r plan to address the rise in steel 
imports. Furthennore; the Vice President and I met with steelworker leader George Becker. John 
Podesta and I also met with a group ofsteel CEOs to continue our discussions. In these meetings, we 
explained our strategy for our continued focus on those countries most responsible for the surge. 
Steelworkers, CEOs, and state representatives all felt strongly that only ag/oba/ solution would be 
effective, as they believe st~el exports will simply increase from sources other than Russia, Japan, and 
Korea. The CEOs continue to press us to self initiate a Section 201. Becker continues to urge 
immediate imposition of global quotas without regard t9 WTO consistency. The most positive 
response came from Representative Murtha, who reacted very favorably to the Japan/Russia strategy. 
He wants to be hCJpful to us, but also feels the need to respond to the general panic in the Steel Caucus. . 

*
We will work with him and others on ways in ~hich Congress can playa constructive role, including 

, possible initiatiori ofa 201 case by Senate Finance or House Ways and Means. Ambassador ' 
". Barshefsky, Secretary Daley and I are scheduled to brief the House Steel Caucus next Wednesday 

(1/20). 

You should be aware that very preliminary non-public.Customs infoI(illltion shows a signi~9ant 
c!ecrease jn Russian and Japanese bot-rolled steel imports in Decem~er. Our bilateral strategy, and the 
November critical circumstances detennination by Commerce in tbe antidumping cases, appears to be/\ 4yielding results. Unfortunately, November import statistics, due to be released on January 21, will still 
show record highs. Commerce is working to announce both December ajld November trade figures on 
January 21, consistent with your £gmmitrnent m the report 10 releas~ steel trade data three we·eks 
earlier Ihan in the past. _ _~ . ___ 



(~ 	 Brazil: As yeu know, Brazilian Central Bank President Gustavo Franco resigned earlier this week 
causing Brazil's currency to devalue and their stock market to decline. On Friday morning the 
Brazliians decided it did not make sense for them to spend more of their resevere defending an 
unsustainable exchange rate and allowed the currency to float. They also indicated that they would 
present new rules on Monday when the markets open again; the possibilities are as such: continued 
float, wide bands or a new peg (the least likely). We will also be pressing them for new signs of 
resolve on fiscal policy. You should know that Brazilian Finance Minister Malan and Central Bank 
Governor Lopes traveled to Washington, D.C, Friday night and will meet with senior Treasury officials 
~~Secretary Rubin and Deputy Secretary Summers ~~ and IMF offic}?ls -- Camdessus. and Fischer - on 
Sunday. ,The NEC and Treasury are monitoring the situation closely and will be sure to keep you 
apprised of any further developments following their discussions with the Brazilians. 

Medicare Commission requests: Congressman Djngell has requested a meeting with Larry Stein, 
Chris Jennings, and myself to discuss the Medicare Commission. He is extremely concerned about 
Senator Breaux's handling of the Commission and advocacy for a premium support program. He fears 
that the proposal could significantly harm lo\\:eror loy,rer middle-income Medicare b~eficiaries in 

. . 	 tenns ofhigher premiums and cost-sharing. He will ask that we help en.~r,:..!~ratWnciuding 
our appointees, don't sign offon a flawed proposal ~- and to ·tindq.de~-prescription" 
drugs. at lb '. r reaux is requesting and receiving technical assistance from the~	 Admml$tiiiiiOr'i:""" He is both looking for independent cost estimates (since cac will not do them) and' 
for guidance on how to make premium support and other Medicare refonns more efficient, We are 
trying to be as responsive to their requests as possible} but are explicitly'onIy providing technical 
assistance. There is a growing public perception that the Administration appointees are the "swing 
votes" on the Commission. and we don't want our technical assistance to be interpreted as a sign off on 
the policies. 

) 
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WASHINGTON' 
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TALK ON SOCIAL SECURITY TO STUDENTS AND PUBLIC 
• < i AT GEORGETOWN UNIVERSITY 

DATE: February 9. 1998 
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TIME: Briefing (9:15 a.m. ·10:00 a.m.) 
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Maria Echaveste 

, ., 
~',.' 

. . 
.1. . PURPOSE' 

• 
To kick off a 'nationa' 'discussii?n o~ Social' Security, Jay out the problems confronting us' 

'"on (!ntitle,ine~ts; an~,rinderlin:e the principles' thal.inu~t guide OU~ eff~rtS cm'refo,rrp.. 
'. 	'. ;" .. " ,"' >,,,,.' • . . "- ::' , . . 	 .. . '. 

.' , .. , ' 	
, '" 

II. 	 BACKGROUN~ : 
, • 

At Gaston' Hall at Ot!Qr&eto~ University. you will reiterate' your call i~ the State of the 
Union for the American Peopie to join you in a discussion on Social Security that is " 
aimed at forming' a consensus on how we proceed. You win WUlounce that, in April. you 

~,:"l>will participate in the ftrst of a Series of nonwpartisan fonuns'around the .country and 
'1'~":'encourage lawmakerS ofboth partltS to panicipate, -Those conferences will culminate in 

, a \\1Iite House Conference on Social Security in December. after which you will ~onvene 
·!tie leaders ofCongress to craft. bipartisan legislation to strengthen the Social Security 
system. 

You wlH be introduced by Mannone (Ma~non) Buder. a third~year student. at Georgetown 
t. Law School's evening program. She is paying for law school by ,wqrking at the 
-',' ':'Georgetown University Office of Residence Life, where she supervises the RAs. 

".. Mammone was- born and raised in'Washington. D.C. and attended public schools here, 
~ " 	 Her mother. Veronica Butler, lives in D,C, with her grandmother, Frances Hume (who 

may '.1ot be well enough to attend. but Mammone wilt ref~rence her in speak.) She 
graduated from Georgetown in 1995 with a degree in Finance and worked for one year for 
Project Pact, part of Attorney General Reno's Violence Prevention programs. She is a 25~ 

• year-old African American. 



• III., PARTICIPANTS 

Gene Sperling 
M~ria'Echaveste 

Ken Aptel, Commissioner. Social Security Administration 
·Paul Bcgala 
Ann lewis 
Peter Orszag 
Laura Graham 

'fum 

, POTUS 
. 	VPOTUS 

Father Leo O'Donovan. 5.1" 
Mannone Butler. Student. Georgetown Law School 
Ken Apfel. Commissioner, Social Security Administration 
Senator Bob Kerrey 

. '.' .John Rother. AARl' , 
Tim Penny, Concord Coalition . 

. Several hundred audience members; mostly st~ents. ~d representatives fr:o~ senior'· 
gr<mps. youth groups. ahd groups concerned with entitlement reform: (List attached) . 

, 	 ' . . . 

IV. PRESS PLAN 

OPen Press 

V. SEQUENCE OF EVENTS 

Father O'Donovan. President of Georgetown University introduces VPOTUS 

The Vice President speaks and introduces a student, whose grandpMent will be in the 
audience. 

The student will "talk. about her generation's fears about Social Security and will introduce 
you. 

You will speak and use the charts (attached) to spell out the challenge confronting us. 
You wiU have a hand·held microphone to allow you to move toward the charts. 

• You will depart . 



• VI. REMARKS 

To be provided by spee<h writers. 

, . 

• " 
, 

.. 

• 
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PRESIDENT CLINTON'S COMMITMENT TO STRENGTHENING 

• 
. SOCIAL SECURITY FOR THE 21ST CENTURY 

February 9. 1998 

THE SOCIAL SECURITY SYSTEM. Since its inception in 1935. the Sodal Security-system has proven 

to be an outstanding success in providing security and dignity fbr retired and disabled v.urkers. as weI! as 

their families and survivors. The elderly poverty ['ate has fallen from.more than 35 percent in 1959 to just 

10.8 percent in 1996. Sociai"Security ~nefits keep roughly 15 million Americans out of poverty. Those 

benefits represent-more than 75 percent of income, far elderly households in the bottom 40 percent of the: 

income distribution, and are particularly important to the economic security of elderly widows. 


THE LONG-RUN CHALLENGE. The Social Security sysl~m is expected to face increasing strains. 
because the retirement of the baby boomers means that the number of retirees is expected to grow much faster 

: than the number of workers. niece are currently just over 3 workers who contribute for every Social Security 
beneficiary.' By 2030, it is expected that there wil~ ~ only 2 workers for every Social Securi~y beneficiary" 
According to the intertnediate projection of the Social Security Trustees Report. the retirement of the baby 
boomers. is exPected to cauSe the Social Security Trust fund to start falling by 20 19, and to be depleted by 
2029 -. at which time income to the system would only be sufficienlto pay about 75 percent ofcurrent law .r

benefits, 

PRESIDENT CLINTON'S APPROACH TO SOCIAL SECURJTY REFORM. President Clinton is 
strongiy committed tO,strengthening Social Security'over the next t~o yearn. His plan includes: 

, , , . " " " " 

,(1) Puttine' OUr [is!;.1 Hnuie io Qrder., ,B~fore we co~ld'begin to"address '~e long-run" proble~s in' 
Sodai'Sec'urity", we first had to solve oUr immediate fiscal' problem: -Un~er pfesident Clinton' s 
"leadership, we have "now done tha't-' The .hu4gCi deficidilis fallen from $290 billion in 1%2 to $22 ' 
billion last year~ and Presjdent'9i~t~n's FY .t~.budget VIiI! 'prod~~' balance_,by !lext'ye~r, ,', ' . : 

.'- ,- " 

(2) Sumtuses Reserved peDdiD~ Social secudty"Reform. As'the President emphasized in his Siate 
of the Union address,' the projected budget surpluses should be reserved pending Social Security : 
reform. Until we address the critical <:hallenge of strengthening the Social Security system and 
ensuring retirement and disability secW""ity for Ameri~js worke~. as'well as their families and 
survivors, we should n?t uSe the projected su'rpluses for an}1hin-g eise, 

(3) ~1[tjs"n Heelan") Canferen!;" io 1998. The President believes that we mus! use 1998 to 
engage In a national discussion about Social Security refolTf.l, He urges all Americans to participate in 
the debat(;. The President or Vice President win attend several nonpartisan and balanced regional 
conferences, and Vlili also host a conference on private retjrement savings in July. The President and 
Vice President also encourage other groups to organize conferences. The upcoming year·\ong effort 
'should allow all Americ~ to express their views. and hear the views ofothers. 

(4) White House CODfeI~ncc. At the end ofthe year, the President ~U host a bipartisan White 
House Conference on Social Security as a culmination of the various conferences, forums. nnd 
discussions'held throughout the year. The purpose of the White House conference is to bring together 
the lessons learned from the national dialogue . 

• (~) Binar.1isan NeeotiatiQns in January 1999. Following the White House conference at the end of.' 
the year, the President and his team will begin negotiations in'January 1999 with bipartisan 
Congressionai"leaders and members over Social Security refoon, ,The President is firmly committed 
to strengthening the Social Security system. 



.KGROUND ON CHARTS USED IN PRESIDENT CLINTON'S 

PRESENTATION ON SOCIAL· SECURITY 


February 9. 1998 


,'1: Elderly Poverty Rate 
. . 

The Social SecurilY system has helped to bring about II dramatic reduction in elderly 
poverty. As the chart :.hov.s. the elderly poverty nne has fallen from more Ih~n 35 percent 
in 1959 to just 10.8 percent ifl,1996,· In both 1995 and 1996. 'the elderly poverty rate \\a5 

~low II percent .~ lower than any other year on record. 

Social Security benetits keep roughly 15 million Americuns out of poverty. 

Without Sodal .SeclJrity benefits. the elderly poverty rate today'would be almost 50 percent 

Social Sec<;uriry benefits are p8.rtlcularly important for the low~income elderly. They 
rep~nt more than 15 percent of money income for elderly.households in the bottom 40 
percent orthe income distribution., . . ' . 

, Chart 2: Worker~benefidafy ratio 

-•.' The Social ~ecurity system faces a longMrul). challenge be;cause People are having fewer 

children'and Hving,longer. As the ,Baby Boom generation retires. the elderly population is 

expected to double by 2930 -~ from 35 mil,lion to roughly 10 million. ,The total population, 

meanwhile, is e.xpecte~ to increase,by only a quarter." . 


Whe~ the so~i~t ~~urity system n~t s~~d i~ the mid-I 930:s; ther~ ~ere ~a~y wO~k~r~:" '.- , contrib'uting to the system for each benefiCiaIy drawing' benefits. Even'as" latc as 1960., . 
there were 5.1 workers for each beneficiary. 'By 1975. the ratio had Jallen to 3.3 _. where It: 
has remained until today. .,. ,> 

- As the Baby Boom retires. the number of retirees is expected to grow much, faster than the 
number of workers: By 2030. it is expected that there will be" only 2 workers for every 
Social S~urity .beneficiary (see chart). . 

Chart'3: Social Security Trust Fund 

• 	 The Social Security Trust Fund currently stands at about $650 billion. While the baby 
. boomers remain contributing workers in the system. the Trust FU,nd is expetted to continue 
inc,reasing. For example, it will increase this year by about $100 biHion, 

• 	 By 2019, as the baby boomers are retiring, income to the system wi!! be insufficient to 

'match all CUITCnt law benefits. and the Trust Fund is expected to start falling in nominal 

dollars. By 2029. the Trust Fund is expected to be depleted (see chart). At that point. 

income to the system would be enough to pay about 75 percent ofcurrent law benefits. 
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Morch 5, 1998 

The Honoruble WilHam J, Clinton 
The White House 
1600 Pemuylvania Avenue 
Wa,hington, DC 20500 

Dear Mr. President. 
. 

In yl'!ur State of the Union (l,ddress. you vowed that your administration would "save Social 
SCCUrtty ftrst" by puttin~ "100% ofthc: surptus .,' every penny of any surplus" toward preserving 
the Social Securily system. Yet according to It budget analysis issued yesterday by the 
Congressional Budget Olnee (CaD), your budget fa.lls tragicaHy short of tiud commitment. 

Under current Jaw, with no cbanges, the eso estimates that we wHJ have total surpluses of 
$143 billion over the nex.t five years. To meet your promise to put ~every penny" of the surplus 
into Social SeCllrity. you must put at least $143 billion - that full amount~.. toward debt retirement 
or other programs designed to titrengthen Social Security. 

Unfortunately. accordiJ)g to CllO estimates released YCl'Ilerday. the budget ytlU sont to 
Cl,)ng!css titil' year will produce 0011' $100 billion in surpluses over the next five years-
shortchanging Soclol Security by marl.': thun 543 billion o~er your stated cammitrnent. 

Rather than "every penny," your current proposaJ would put "what¢ver is Icft" aner tens of 
billions of dollars have been aUocated to your n(!W social l"pending programs_ That is wrong. It is
l)" different than spending aU but one dollar ofthe surplu$ each year and claiming you nTe fulfilling 
your pfed~e by p~ltting that single doUar toward Social Security, 

To truly fulfill your promi!'lt: to the: American people, Me. President. we urge you [0 tesuhmit 
a budget to Congn::ss that puts at least $143 billion toward debt retirement or Social Security. Ifyou 
do not, we have no choice but to believe your call to "save Social Security firSt" was nothing but Ii 
hollow elec:tion-yettr rhetotlClll ploy. 

In addition, the CBO estimates that your massive new spending pn"grams wiJl throw the 
hudget complctely out-<:lf-balnnce in the year 2000 - returning u.<; to the days of red ink and deficits, 
We atlk you to ensure that your new budget actually maintains. fiscal di~ip1ine by locking if! a long
tenn l>alanced hudj$et - this )'etU'. next year. in 2000, and beyond. Talking about fiscal diScipline is 
very different than actually providing it, 

http:mlil101)inQt.ll


THE: WHITE HOUSE 


WASHINGTON 


April 5, 1998 

MEMORANDUM FOR THE PRESIDENT 

FROM: GENE SPERLING 

SUBJECT: Background on Social Security folr April 7 conference 

The purpose of this binder is to provide background information on Social Security 
reform before the April 7 conference in Kansas City that is being hosted by the AARP and 
Conc-ord Coalition, The conference is an important step in the ycar~long process ofeievating the 
Social Security debate, in preparation for the White House conference in December and the 
beginning -of bipartisan negotiations in January 1999. We will be meeting with you tomorrow to 
prepare for the Kansas City event, and this memorandum provides additional background. 

Your Save Social Security First statement in the State of the Union has transfQoncd the 
fiscal landscape and made Social Security: reform the natioo's premier policy dt<hilts(. Prior to 
that speech, most discussions about the surplus concerned tax cuts or spending initiatives. But 
you dramatically changed that agenda, and now everyone is trying to fit their proposals into your 
Save Social Security First framework. Second, by caBing for open discussion and bipartisanship, 
you have potentially lifted the debate on Social Sec.urity above its former status as the third rail 
of politics. Even the mere convening of a bipartisan conference on Social Security during au 
election year is a remarkable accomplishment. But the threat of that third rait is still with us, 
which brings us to the third point: our ultimate objective is to get reform done. While some may 
pressure you for your specific views or your "plan;; most informed observers agree that keeping 
the discussion o:PC!1 and bipartisan at this point offers the best chance fer accomplishing refOffil 
in 1999.. ,. 

By being open-minded, not commenting on specific proposals, and encouraging 
participation in the dehate, we have thus far succeeded in keeping the debate substantive and not 
too politicized. Ideas arc now forthcoming, and are being vigorously examined on lheir merits. 
For example, Senator Moynihan's recently unveiled plan has received a respectful hearing, but 
has also generated sharp dehate (e,g.• strong criticism from Henry Aaron at Brookings). New 
ideas: -- such as using the surplus to fund progressive (equal per capita) contributions into 
individual accounts for all workers -- arc being examined for the first time, In that context, we 
stronglv recommend tbat your general stance at the April 7 conference be one of promoting 
bipartisan discussion and listening 10 ideas, rather than committing in any way to specific 
proposals or positions. 

Th(; purpose of this binder is to identify the key ques.tions that could come up during the 
conrerence, and provide the key points that could serve as your anchor for answering them -- . 
however the specific questions are phrased. 
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BACKGROUND ON SOCIAL SECURITY 


• 	 The elderly povcr1y rate has fallen from more than 35 percent in 1959 to 10.8 percent in 
1996. Even today, with our strong economy, the elderly poverty rate without Social 
Security would be 48 percent. Social Security benefits lift roughly t 5 million elderly 
Americans out of povcny (and another I million non-eldcrly Americans out of poverty), 

• 	 Social Security 15 very important to women - for single, divorced, or widowed elderly 
women, the poverty rate would be 60 percent without Social Security (relative to 20 
percent with Social Security). 

• 	 Social Security benefits represent the majority of income for two-thirds ofelderly 
beneficiaries. and are the only source of income for 18 percent of its elderly beneficinries, 

• 	 Unlike almost any private retirement benefit, Social Security provides a benefit that is 
both guaranteed for life after retirement i!lli1 indexed to inflation. 

• 	 Social Security is more than just a retlrement program. It also provides disability 
insurance (in case an individual becomes disabled and can't work) and survivors' 
insurance. Eaeh is equivalent, for the average young family with two children, to an 
insurance policy of about $300,000 ($600,000 in total). Nearly one-third of Social 
Security's 44 million beneficiaries are either disabled or survivors (or their dependents). 

, 3.8 million children receive benefits: 1.9 million as survivors of deceased parents; 1.4 
. minion as children of disabled workers; and 0.4 million as children of retired workers. 

PRINCIPLES FOR SOCIAL SECURITY REFORM 
You have already approved the use ofgeneral principles to guide Social Security refonll, but 
have not specifically enumerated them in public. Your speech at the Kansas City conference 
offers an appropriate opportunity to do so. The principles are: 

• 	 s..ttsngtlWlJU1Q protect Social 8tturity for the hI'! century. This principJe provides 
our overall goal in refonning Social Security. 

• 	 Maintain universality and fairness.. This 'principle is designed to ensure progressi-vlty~ 
tmd preclude an Opt~out option (which would unduly benefit upper~income Americans). 

• 	 £.r.!n:ide a benefit peQple can COllnt on, This principle precludes rndicaJ privatization, 
which would undcmline Social Security as a foundation of retirement income security, 

• 	 .r.wtrxe financial security for low-income and disabled beneficiaries. This principle 
highlights disability and survivors' insurance, as welJ as protection for low-income 
widows and other beneficiaries _. which are often overlooked in rcrom diseussions, 

• 	 S.ustain fis:cal dineiplinc. This principle is intended to ensure that the surpluses are not 
drained before addreSSing Social Security reform, and that we maintain our fiscal 
discipline in order to prepare for' the retirement of the baby boomers. 



BACKGROUND ON SOCIAL SECURITY TRUST FUNDS 


The Concord Coalition and others may argue that the Social Security Trust Funds are not real, 
that they \Yill bankrupt the budget beginning in 2012 j and that we arc "raiding" the Trust Fund.. 
now, 'IllC 2012 question is also addressed on lhe next page '(Long-Tenn Financing Projections), 

TALKING POINTS 

Are lIte TfIlJ( Flim/s real? 

• 	 I.!:l!.!t Funds' Bonds Backed by.Full Faith IllJd Credit or U.S. The special-purpose 
bonds held by the Trust Funds have the same h:gat standing as regular Treasury bonds, 
which are the benchmark ofquality and reliability in the capital markets today, 

• 	 Trust Funds Lock If! AJ.&gaLCommitmcntJYQw toFinancc Social Security Luter. 
The Trust Funds are real because they represent a legal commitment now to finance 
Socia) Security later. Under the law, ifSocial Security requires funds and the Trust 
Funds have assets in them, the Treasury!lliJ.Sl make the funds available ~~ and thus 
Congress would have to change the Jaw not to make good on the Trust Funds' bonds. So 
the bonds represent a real commitment, 

TI,e budget if not really balanced/you're raiding the Trust Fund to paylor otller things 

• 	 Unified Balance is Traditional Measure Used to Evaluate Budget. The unified 
balance is the traditional metric used to evaluate the budget, and there are good reasons 
for that 

• 	 llnitied Bud:et Aff«ts theMacroes;ooomy. The unified budget lets us know how 
much the Federal Government is borrowing from the private sector ~~ which affects the 
capital markets and business investment. That's why Alan Greenspan and the Federal 
Reserve are most concerned with the unified budget 

• 	 Projections QfUnificd Budget Let Us Know IfWe're Going To Run into Trouble. 
Projections of the unified budget allow uS to see whether we arc living \vlthin our means 
Or' not. We have reduced the deficit from $290 billion in 1992 to roughly balance now 
and f(lt the first time in 30 years, we expect a small surplus next year ~~ ifnot before. 
And over the foreseeable future. including well into the 21 st century; we are projecting 
substantial surpluses -~ even while making good on aU our SOCIal Security obligations 
and not raising taxes. 

• 	 ~ocial Security Surplus is NOT Heing Raided. We are providing bonds to the 
Social Security Trust Funds to reflect the surplus that Social Security is currently 
running. Later, those bonds will be have to paid back. RJght now, our projections show 
that we can comfortably pay back the bonds -- without raising taxes ~- through 2029. But 
tb~ gnat of Social Security reform is to put the svstJ.::m on a stronger financial footing. and 
enSUe!! that we can afford to pay for Social Secyrity benefits well beyond 2029 withQut 
SQlll:l:zing other p.rl'-<l(lbll pydgol. 

http:Treasury!lliJ.Sl


LONG-TERM FINANCING PROJECTIONS 


The Social Security system is expected (0 face increasing strains as the nation's nearly 80 
rnillion haby boomers retire, as lire expectancies continue to increase, and ns the fertility rate 
declines. There are currently 3.3 workers who contribute to the system for every Social Security 
beneficiary. By 2030. there will be only 2 workers for every Social Security beneficiary. 

According to the intenncdiatc projections ofihe 'l'rustecs: 

• 	 By 2Q12, payroll contributions (plus income taxes on benefits) will not be sufficient to 
pay for benefits due under current law. In order to meet its benefit obligations, the 
system will have to begin spending some of the interest it carns on the assets in the Trust 
Fund. 

• 	 By 2Ql2, taxes plus interest earnings will not be sufficient to pay for benefits, and the 
Trust Funds will begin declining, gradually at first, and then more rapidly. 

• 	 By 2022, the Trust Fund is expected to be deplctcd ~. at which time income to the system 
would still be sufficient to pay about 75 percent ofcurrent law benefits. 

The Concord Coalition is likely to suggest that the Trust Funds will run into trouble starting in 
2012, and you may be asked when the critical dale is. The talking points below are intended to 
answer that question. 

TALKING POINTS 

• 	 Tru., Fund Solvenl Through 2029. The Social Security Trustees currently project that 
the Trust Fund will be solvent through 2029. And even then; income to the system would 
still be sufficient to pay about 75 percent of current law benefits, 

• 	 ~e Often FQ~.US..fln.J.Ufferent Dates Because of Concern Oyer The Unified 
Jl.u..d.gct. Hut Our Projections of Unifi<:d Surplus Look Strong. Some poople focus on 
earlier dates than 2029 be<:ause they are concerned that the unified budget will not be able 
to afford to pay back the bonds that the Trust Fund hords. But we have reduced the 
deficit from $290 billion in 199210 roughly balance now and for the first time in 30 
years, we expect a small surplus next year ~~ if not before. And over the foreseeable 
future, including \'lell into the 21 st century, we nre nmjecting subStantial surpluses 
even while making good on aU out.a~ial Security obligations and not raising taxes, 



BACKGROUND ON RATES OF RETURN 


Gingrich and others arc already focusing on the rate ofrctum within Social Security, relative to 
the rates of rcturn possible on other forms of investment. We need to make clear that the issue is 
a legitimate one, but note that there are other ways of raising the rate of return (e.g., investing the 
Trust Funds in equities) and that the Social Security system provides more value than many 
people realize (c.g., disability and survivors insurance). 

TALKING POINTS 

• 	 Hates of Heturn on Social Security arc Positive. Even After Accounting For 
Inflation. For Almost All Workers. Rates ofrctum to Social Security arc lower than 
they once were -- but they remain positive, even after accounting for inflation, for almost 
all workers. 

• 	 Rates of Return Could He Raised Either Through Individual Accounts. or Through 
Investing Some orthe Trust Funds in the Stock Market. Both approaches need to be 
explored carefully in the context of a comprehensive plan, to see whether they meet the 
principles I have put forward. 

• 	 . Fjnally. Social Securjty is More Than a Retirement Procram. It provides disability 
iIm!.mn~ and survivors' insurance -- each is equivalent for the average. young family of 
four to an insurance policy worth about $300,000 ($600,000 in total). And it is low risk: 
its benefit is always there for you, no matter what happens to stocks, interest rates, or 
inflation. But most importantly, it reflects our fundamental values and a social compact. 

BACKGROUND 

The table below presents the real rate of return to Social Security contributions for different types 
of workers born in different years. Rates of return arc: 
• 	 Lower for latcr cohorts; 
• 	 Lower for high earners; and 
• 	 Lowcr for single earners than one-camer couples 

Real ratc of return to Social Sccurity contributions, percent per year 

Year born! 
year age 65 

Single 
male 

earner 

One-earner 
couple 

Low 
earnings 

Avg. 
carnmgs 

High 
earnmgs 

Low 
eammgs 

Avg. 
earnmgs 

High 
earnmgs 

192011 985 4.4 2.8 2.5 8.1 6.6 6.3 

1930/1995 3.1 1.9 1.5 6.1 5.0 4.7 

1964/2029 2.4 1.3 0.7 4.7 3.7 3.1 

200412069 1.5 0.8 0.2 4.0 3.0 2.4 



BACKGROUND ON MINORITIES AND SOCIAL SECURITY 

TALKING POINTS 

• 	 Social Scs.w:ib: is Universal. Social Security is a universal program, which benefits all 
Americans. 

• 	 Heritage Study is.JJawed. ilmHlth~r Studies Show Different Results, 1 understand 
that the Heritage study's methodology is flawed, and that its results arc highly 
misleading. Other studies, which do not usc such misleading methodology~ show 
different results. African Amerlcans and Hispanics do at least as well as otber Americans 
under Social SccutilY. 

-- As just one example; the Heritage study ·ignQres disability insurance, which is it key 
component of the overall Social Security package and is particularly important to African 
Americans. In 1995; 18 percent of disabled workers were African~Americanj even 
though the group comprises only 12 percent of the U.s, general population. 

,a 	 l.n...A!J.dition to Insurance In Case You Become Disabled Of nie. Social Security 
~d"§Jl .eositive Real Rate of Return for Virtually All Workers. Rates of return to 
Social Security are lower than they once Vv'Cre ~~ but they: remain WSilivc, even after' 
accounting for inflation, for almost all workers. 

BACKGROUND 

The Heritage Foundation has recently issued several reports suggesting that African Americans 
have lower rales ofretunt under Social Security than other American.s, and that Hispanic 
Americans would do better under a system ofindividual accounts than under Social Security. 
Despite these claims, rnles ofretum are not lower for minQrities than for whites. ~ 
methodQIQ~Y used in tbe Heritage studies is flawt;Q: 

• 	 The most important error is that the study underestimates life expectancies, especially for 
African Americans, 

• 	 The study also neglects disability insurance, part of the OASDI benefit package. A study 
underway.inJbe Office QfResearcb. Evaluation. and Statistics at the SSA suggests that 
DQuwwhiu:s have fared relatively beller under the DJ program than whites. 

• 	 According to a 1993 Treasury study. the net result ofhigher morta1ity rates: (wbich reduce 
the rale of return), and lower incomes (which raise the rate of return) for African 
Americans, is that African Americans hav~arned a slightly higher rate ofretum (about 
0.5 percentage points per year) on Social Security than whites. 

.. 	 Hispanic Americans do better. on average, than other Amcricons within Social Security.... 
Hispanic Americans, on average, have higher life expectancies and lower incomes than 
other Americans -- both of which boost their rate of return on Social Security. 



.. 


REFORM OPTION: RETIREMENT AGE 

TALKING !'OINTS 

· 	 !J!uw Law: Normal Retirement Aee 65, Hut Heduccd Benefits Avuihlblc at 62. 
First, we need to understand lhe current Jaw. The normal retirement age is currently now 
65. But you can also retire curlier, as carly as 62,·wiih reduced benefits. 

• 	 1.283 Reforms Raised Normal Retirement i\l:c ro 67 by 2022. Remember that the 
1983 refonns will gradually raise the normal retirement age to 66 by 2005, and 67 by 
2022. [The earliest eligibility age will remain 62 under current law.] 

• 	 Some Want to Mqye Beyond Those In<:reases. Many have proposed increasing: the 
retirement age beyond 67, or implementing the increase to 67 more quickly. 

£Mi 
• 	 Longer Life Expectgncies; Un_AtLM£l1!tYgars Sin« Social Sccurih' Cwtoo. The 

motivation for raising the retirement age further is that Americans are living longer ~- life 
cxpcctan'cy at birth has risen by at least J0 years since Social Security was created. [There 

, are two different ways ofcalculating tife expectancies. By one measure, life expe<::tancy 
at birth has risen from 62 years in 1935 to 76 years now, By another mea.~urc, it has risen 
from 71 years to 81 years. Either way, the increase has been a "decade or more:"] 

CON; 
.. 	 ll!tlllemembcr Thos~LWitb Health Pr9blems Qr Haying Trouble Finding WQf:k. 

Raising the retirement age could hurt retirees who wish to retire early for health reasons, 
For example, about 10 percent of workt."fS are in "fair" or u.poor" health at ages 60 or 61 ~~ 

and they arc much more likely to retire at age 62 than other workers. 

Additional points 
• 	 @..J!rmntlifRetirees Now Rf(:cive Benefits ot 62. not 65. Ove!' the past four decades, 

the percent of retirees choosing to receive benefits at thc earliest eligibility age has risen 
dramatically. In 1962, only 18 percent of retirees received benefits starting at age 62. 
That figure has now risen to 60 percent So we need to think very carefully about how 
early retirement affects our view:s about changing the normal retirement age. 

IlACKGROUNIl 
The normal retirement age (NRA) is the age at which full retirement benefits may first be 
received. The earliest eligibility age, which is 62, defines the age at which retirement benefits 
can first he received -- with benefits reduced for each month of early retirement. Similarly, the 
system provides an actuarial adjustment for delaying benefits until after the NRA. The 1983 
reforms induded scheduled increases in the normal retirement age: 

Birth y~qr Yenr reachjng 62 Nnrmal retirement agl,l: 
Before 1938 1999 and before GS 
1938-1942 2000-2004 65 + increase of 2 months for per year after 1999 
1943..54 2005-2016 66 
1955..59 2017-2021 66 + increase Qf2 months for per year after 2016 
1960+ 2022+ 67 



REFORM OPTION: INVESTING TRUST FUNDS IN EQUITIES 

TALKING l'OINTS 

• 	 Imnm:11tnt l~:>ue to Be J)jscyslled. Investing the Trust Funds in the slock market is 
controversial, and will be an important part ofour overall debate during the coming year. 

• 	 Pros Arc: 

1. Hif,!ber Returns. Over any reasonably long period of time, the stock market has 
yielded more than government bonds. 

b.J.&w Administmtivc Cost Having the Trust Fund invest in the stoc~ market offers 
the possibility of higher returns at very low administrative cost, [Social Security's 
administrative costs are just 0.8 percent of Ilnoual contributions.] 

, 
~nadinn Example. Canada has recently moved, toward investing its Social Security 
system (the Canada Pension Plan, or CPP) In private securities. Previously, the CPP 
invested only in provincial and Federal bonds. An investment board has been created, 
and draft regulations allowing investments in private securities have now been issued, 

• 	 Cons Are: 

L Concerns OYer Goyernment Interfere.o.~e in tbe Stock Market. But investing in the 
stock market also raises a number ofdifficult issues, Some are concerned about 
government interference and politicization of the stock marker.. and especially about 
pressures to invest ~~ or not invest -- in specific finns (e.g., tobacco). 

~. We have been blessed with a strong stock- market. But we need to 
remember that stock markets fluctuate. and investments in them could therefore entail 
higher risk, [The S&P 500 index has declined 10 percent or more in nominal terms during 
8 of past 70 years, and the Nikkei index has declined by more than 50 percent since 
1989.] 

BACKGROUND 

Under the Social Security Act; the Social Security Trust Funds must currently hold assets 
guaranteed as to principal and interest by the U.S, Government. The Trust Funds therefore hold 
"special~purposc" Trc.1sury sccurities~ whose yields are tieq to the yield on regular Treasury debt. 
At the end of 1997, the U.S. Social Security Trust Funds amounted to 5650 billion. 



. REFORM OPTIO]I;: INDIVIDUAL ACCOUNTS 

TALKING POINTS 

., 	 Many Ideas Are on the Table As Part of a Comnrehensive Plan. Overall rlan Must 
~ Principles. I have called for the nation to examine the options to save Social 
Security over the coming year. And as part of an overall plan, many ideas arc on the 

table. Ultimately. what we must consider is whether a comprehensive reform package 
meets my principles. That's why I don't want to judge any specific clement now. 

Ifpressed 

.. 	 !lru.wsed to Radical Privatization, but Not Necessarily All Individual Aecollnts. J 
run opposed to radical privatization. which would undermine my goal of providing a 
benefit that peopJe can count on. At this point. however, I don't want to pass judgment 
on aU forms ofindividual account proposals. We need to give them a fair hearjng, and 
see whether modest individual accounts could fornl part ofa comprehensive refonn that 
is consistent with my principles. 

Additional points 

As people study individual aeeounts, they should fully consider the pros and cons: 

• 	 High,~r Returns. Individual accounts could allow a higher rate ofreturn than Social 
Security currently offers, ' 

• 	 !:!.ITru'cr Sense ofCQutrnJ. Individual accounts also could allow a greater sense of 
control over your retirement income, 

CONS 

• 	 Hisk BQrne ny Indh:iduaJ. Individual accounts would force individuals to bear more of 
the risk for their retirement income, 

• 	 Administrutive Costs. Individual accounts would involve higher administrative costs -
for example, compared to the possible alternative of investing the Trust Fund in the stock 
market [Social Security's administrative costs arc only 0.8% of contributions per year. 
individual accounts are likely to be much more expensive ~~ and could lead to billions of 
dollars in administrative fees going to Wall Street instead of Social Security recipients.] 

• 	 Trandtion Costs CouldJl;;: Signifi.eant. Some rOnTIS of individual accounts involve 
significant transition costs -- because moving from the current pay~as-Y0l:'-go system to 
some fonns of individual accounts could force onc generation to pay twice (once for their 
parents, and O,flCC for tneir own individual accounts), or many generations to share those 
costs, 



BACKGROUND 

individual accounts com~ in many different forms: 

• Some would be funded by "carving out" part of the current 12.4 percent OASDI tax; 

• Others would be funded by mandatory conlributions above the 12.4 percent; and 

• Still others would be funded out of the surplus, at least temporarily, 

PM! Mllim~te [£SIlOrnlllQ indJvjdMai aC;;QYDts ,Quid d,l'!md not onlY on tb~ rest Q(th~ 
comprehensive 12ru;kagc. hut also the ~ize Qfthe aC£9uots {lnd on whie:h Q,ftbese funding 
mechanisms is c~. Ken Aprel and others arc extremely concerned about any approach that 
"carves out" part of the 12.4 percent OASDI tax. because that would reduce the funding available 
to the traditional. Social Security system. The second approach, which was adopted by Ned 
GramHch, would involve an additional mandatory contribution above the current 12.4 percent 
and could be seen by some as raising taxes. Finally, funding the accounts out of me projected 
surpluses is a new idea that the Republicans have disclissed publidy and we have examined 
internally. It could allow the contributions to be extremely progressive - a flat dollar amount for 
each worker -- but raises issues such as what to do after the surpluses run out, or if our budget 
projections turn OUt to be wrong. 

In general, it is worth remembering that moving to a system of individual accounts could 
involve substmtiai transition costs - as high as $9 trillion. for "fuU" privatization -- depending 
on how the accounts are set up and financed, Those transition costs reduce the rate of return on 
individual aC(:Qunts. Indeed, a recent academic paper concluded that "transition costs mean...that 
returns under a privatized system wou1d be the same as the current system." The three plans 

/ 

included in the Gramlich commission report highlight this point The plans involved 
dramatically different commitments to individual accmlUts. but produced rates of return which 
were very similar, 



REFORM OJ'TlON: STATE AND LOCAL WORKERS 

TALKING POINTS 

• 	 .. Ck'lrl~ An Ideo Tbat ,. !}nThU.able. But Pro> and Cons Need to lie Weil:!lli!. 
This proposal is often put forward as a possible refonn, But before we reach any 
conclusions, we need to study carefully the pros and cons. 

• 	 CovCDlgC Has Exntt(tdc.~ifi(:anJ.b::.. Since the Social Security Act of 1935. 
coverage has expanded from workers in business and industry to alrnost all Americans. 

• 	 £t.n!UJ;ld I.,Q£~l Government Workers Arc Einal Groun Not CQvcrcg. Many people 
have argued that state and local government employees are the final sir..able group of 
workers not universally covered (nonetheless, about 70 percent of state and local workers 
receive benefits for various reasons). Being covered under Social Security would.aUow 
state and local workers to move from one job to another without losing coverage, 
Proposals arc to cover newly bin'id state and local workers, not existing workers. 

Cons in~lude: 

• 	 .lli!Umnad on Existing State and Local Programs Needs to Be Carefully Examined. 
I know that the impact oribe proposal would vary greatly across the nation, and that 
some people ~~ like the teachers here jn Missouri - are concerned about ito:; effect on 
existing state and local retirement programs. So we will need.to look carefully at this and 
other proposals ov~;r the coming year. to figure out which changes arc best to ensure tha~ 
we strengthen Social Security for the 21st century. 

BACKGROUND 

Since the Social Security Act of 1935, coverage has expanded from workers in business and 
industry to include the self..ernpioyed, nonprofit groups, agricultuml and household workers, the 
Armed Services. Congress, and aU other Federal employees hired after 1983. ·in 1998) 96 percent 
ofall workers arc covered under Socia! Security -- up from 55 percent in 1939 in 1970. 

State and local government employees are the final sizable group of workers not universally 
covered by Social Security. 'If such workers are mandatorily covered under a state or local public 
pension system, they are not mandatorily covered under Social Security. Roughly 30 percent of 
state an<.llocal workers arc not covered under Social Security. Many of these workers are in 
California, Ohio, New York, and Texas. In Missouri, about 23 percent of stale and local 
government employees arc not currently covered by Social Security. 

Many proposals would elSPtlnd mandatory SQ:cinl Security.cQverago to state and local govcmnwnl 
worlss;rs bire-d aft&r iLQ!inain Qate, Such proposals wou1d close roughly 0,2 percent of the current 
2.23 percent gap. Moving newly hired workers out of the state and local programs that would 
otherwise CQver [neIl.1 could put financial pressure on some state and local programs -- although a 
gradual phase-in could attenuate any such pressures, 



REFORM OPTION: REDUCING COST OF LIVING ADJUSTMENTS 

TAI.KINe l'OlNTS 

• 	 U.!'!1 Committed '0 The Most Technically Accurate Index. 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. I am strongly committed to using the most technically 
~atcindex. 

• 	 COLAs Affect MjJlions QlAmericans. The COLAs ,affect 44 million Americans 
through the Social Security program, and millions more through other programs 
(including the tax code), Any change in the COLAs should be carefully considered to 
assure that the most vulnerable elderly and lowest-income retirees are not put in jeopardy. 

• 	 JlLSjs Making Improyement:;. The Bureau of Labor Statistics is continuing to make 
improvements in the CPI, and many economists believe that they are making good 
progress. Alan Greenspan recently lestified that the "BLS has done such a good job 
recently .. J must say -- they have done really an excellent job over the last couple of 
years." According to 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. 

.. 	 L!ll.nt COLA was 2.1 Percent. Recent COLAs have been relatively smaJl because 
inflation has been low. The latest COLA payable in the January 1998 benefit check \Y'aS 

2, I percent for OASDI benefits, 

, 	 BACKGROJ:1W 
The cost~of-living adjustment within Social Security is set eaeh year on the basis of the increase 
in the CPI~W over the year ending in the third quarter 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 percentage points per year. Most ofyour economic advisers believe that 
the CI)I does overstate increases in the enst of living, but that the Boskin figure was too high, 
And since the Boskin Commission report was issued, the BLS has been working to address many 

,of the biases in the CPL According to Janet Yellen. reccnt and planned changes WQuid reduce 
even the f3Qskin estimate by about 0.33 percentage point per year -- to about 0.8 percentage point 
per year. Furthermore, the BLS has indicated some willingness to publish a new index that
would correct for upper~lcvel substitution, which \\'ould require legislation before it could be 
used for the COLAs but would reduce the inflation rate by a further 0,15 percentage point. The 
remaining portion largely reflects the difficulty of accurately measuring quality improvements, 
and is unlikely to be bridged in a manner that is supported by ule BLS: It is the component of 
the Boskin report that attracted the most criticism within the broader economics community. 
because its si;r~ and perhaps even existence is extremely hard to quantify. 

Reducing the COLA by 1 percentage point per year reduces lifetime benefits for the average 
retiree by roughly 10 percent, and reduces the long~ruo actuarial imbalance in the Social Security 
system by 1 A percent of taxable payroll (out of currcnt gap of2,23 perccnt). 



REFORNI OPTION: TAX~;S 

The next several pages present severnl different vsriants of proposals to raise additional revenue 
for the Social Security system. The proposals range from raising the payroll tax mte, to 
expanding the earnings base upon which that tax is applied. to taxing benefits, 

OUf goal should be to 

• 	 Downplay need [or a payroll tax m1!.1 increase; 

.. 	 Not make comments that take all revenue options of the table (which could be harmful to 
reform (;fforts later), 

.. 	 Not go out ofour way to raise issue in way that elicits a destructive "no-tax" pledge from 
some Republicans. 

T11c best outcome is simply to encourage the principle that people should be open-minded, 
without raising the {aX issue, 

The following are a general set of talking points that could be used whenever a tax issue is 
raised. The subsequent pages provide more detail on various proposals to raise additional 
revenue. 

GENERAL TALKING POINTS ON TAX ISSUES 

• 	 Should Not Have to Increase the PayrollDx Rate as Part of a Comnrehwsiyt.Plan. 
Most people believe that we should not have to increase the payron tax rate as part of a 
comprehensive pl,an. 

• 	 But Pontt Want to lake Tbing!! QfIthc I@ule-Give Everything a t'air Hearing. 
NondheJess, as much as possible, we should not take issues off the table. 

• 	 Bipartisan Process fOf Fair and Workable SQIutign. 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 21 st century. 



REFORM OPTION: TAXING BENEFITS 


TALKING POINTS 

• 	 Sh9Uld Not Have to In.!:fcase the Pavroll Tax Rate as I~art of a Comprehensive Jill,", 
MOSt people believe that we should not have to increase the payroll ta.x rate as part of a 
comprehensive plan. 

<I Hut Don't W.nnt to Tillie ThinJ.:s Off lIuiTablc -~ Giye Everythine a f..air Hc;u;I1j;. 
Nonetheless, as much as possible, we should not take lssues offtbc table. 

• 	 J1.iwu1jsan Ilm~css for Fair and. \Vorkabl~..Solutjon. We are confident that through a 
mutually agreeable bipartisan process l we can come up v,llth a fair and workable solution 
to strengthening Social Security for the 21st century. 

BACKGROUND 

• 	 The partial tax on Social Security'benefits does not apply to seniors with income below 
$25,000 if single or $32,000 if married, 

•• For those with income above $25,000 if 'ingle and $32,000 ifmarried, up to 50 percent 
of Social Security benefits.are taxable. The income taxes on these benefit.,;; are credited to 
the 'Social Security Trust Funds, 

•• For those with income above $34,000 if single and $44,000 if married, up to 85 percent 
of Social Security benefits are taxable. The additional revenue from taxing benefits at 85 
percent rather than SO percent is credited to the HI Trust Fund, not the Social Security 
Trust Funds, 

• 	 In calendar year 1997. only 25 percent of beneficiaries were subject to taxeS on their 
Social Security benefits. 

• 	 One common proposal would extend the tax Qn.5m!LtdSecuritv benefits to all persons 
~c.U<LEt.dgru jncome tax by phasing out the current income thresholds. , 

.' 	Even if the thresholds were completed phased out, other provisions in the tax code (e,g., 
standard deduction and exemptions) would ensure that 30 percent Qfbeneficiaries (those 
at the lowest income levels) would still not have to pay taxes on their bencfiLi . 

., 	 Many proposals wouid also tax Social Security bcnefi\s like other pensioDs. The 
proposal would tax benefits ~- on an individual-by~jndividual basis ~- to the extcnt that 
benefits exceed what workers had paid in. This treatment v..Quld mirror the tax treatment 
of other defined benefit pension plans. 

• 	 Making both changes would reduce the long-run imbalance in the Social Security system 
by 0.36 percent of payroll-- relative to the Current gap of2.23 percent. 



REFORM OPTION: MEANS TESTING 


TALKING POINTS 


• 	 .!l.niYersal Prol!ram. I believe in a universal progmm •• which is one of my principles, 
- Everyone pays in to the system, and everyone benefits. 

• 	 PrQl!ressive. I also believe the system must be progressive and fair to those who nc("-d it 
most. 

• 	 In 1983. Congress Addressed These Concerns Through the Tax Code -- and WcJ)id 
The S.m. Thing in 192~, The 1993 Plan Did Raise the Pcrccnt Qillencfit,jpch"I!,d 
in T~xable Income for VeO' High Income Benefidarics. In 1993, as part of my 
economic plan, J did ask the top 13 percent ofSocial Security bencliciaries to include 
more of their benefits in taxable income, while protecting the vast majority of 
beneficiaries from any such increase, 

• 	 Every Ide .. Deserves a Eair Hcarint:. So while I believe in a universal program, J don't 
know what furthcr steps are needcd, 1want to look at the whole context -- and see how 

. we can fulfill the principJes ofboth progressivity and universality. [think that every idea 
deserves a fair hearing. The key is to see whether they make sense as part ofa 
comprehensive plan, 

BACKGROUNJ) 

Currently, Social Security bencf'its are not means-tested. Some proposals would means test the 
benefits by reducing them by a given amount for every $1 of income over some threshold. 

Subjecting benefits to income tax accomplishes many of the goals of means~tcsting benefits. For 
those with im:ome above $34,000 if single and $44,000 ifmarried, OBRA 93 made up to 85 
percent ofSocial Security benefits taxable. The additional revenue from taxing benefits at 85 
percent rather than 50 percent is credited to the HI Trust Fund, not the Social Security Trust 
Funds, 
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REFORM OPTION: HAISE EARNINGS BASE 

TALKING !'OINTS 

• 	 Sh!w.ld Not Hayc tq Increase the Pavroll Tax Hate as Part ofa Comnrchensive ])lan. 
Most people believe that we should not hilve to increase the payroll tax nue as part of a 
comprehensive plan. 

.. 	 1l.!!!J)on'1 WaUl to Tnke Things Qff the Table ~~ Give Evcrythiu" a :Fair Hearing. 
Nonetheless. as: much as possible, we should not take issues off the table. 

.. 	 llin.~.rtisan Process for Fair ;wd J¥oxkablc 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 21 st century. 

BACKGROUND 

• 	 Under prescnt law, OASDI taxes total 12.4 percent of the nrst $68,400 in cumings. This 
Hmit is indexed to the grovlth in avera~c wages, 

.. 	 At pn;~sent. approximately 6 percent of workers have earnings at or above the cap on 
taxable earnings. Approximately 15 percent of total earnings are not taxed under Social 
Security, 

• 	 Eliminating the earnings cap (without decreasing the payroll tax rate) would reduce the 
long-lUn actuarial imb.lance by about 1.55 percent (of the current 2.23 percent gap). 

" 	 Eliminating the earnings cup would raise marginal tax rates by 12.4 percent for the 
~ 

6 
percent of workers who currently have earnings at Of above the cap. 

• 	 Senatof Kermedy has proposed eliminating the cap on taxable earnings for Social 
Security purposes and using the additional revenues to reduce the payroll tax. Because 
the proposal would reduce the payroll tax, it would not address the long-rang solvency 
issues facing the SodaJ Security program. Senator Moynihan has proposed an increase in 
the base so that only 13 percent of to-tal earnings would not be taxe,d. 
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REFORM OPTION: ELIMINATE EARNINGS TEST 


.. Benefits Arc Given Back Laler. First, we need to understand what the cumings test is 
and what it';; noL Under the earnings tcst, any benefits that arc reduced arc given back 
later ~- at least on average -- through higher benefits. Nonetheless. many elderly workers 
ps;rc;"i'll: the earnings test to be unfair and an impediment TO work, This perception 
may n:f1ect a failure [0 recognize the adjustments, through which reductions are later ' 
recovered, 

• No Limit for Those 70 and Above. 
test 

Por those ~gcd 70 and above, there is no earnings 

.. 	 In 1996, We Raised Earnings Limit for Those 65-69. For those aged 65-69, the 
earnings limit in 1998 is $14,500, In 1996. working ~ith both Democrats and 
Republicans in Congress, f approved annual increases in that limit through 2002, when 
it will reach $30,000. 

• 	 WUling To Examine Whether It Makes Sense to Eliminate. I am willing to take a 
look u1 the earnings test and whether it still makes any sense. We need to see: 

- Whether eliminating it would help encourage the elderly 10 make the right choices' 
about whether to work or not. 

-- Whether it would help make the system more tmdcrstandable and easy to administer, 
Md ' 

~- Whether we can afford the short-run costs of eliminating it. 

BACKGROUND 

• 	 EHminatlng the earnings limit would have almost no effect on the long~run actuarial 
balance of the OASDI program. Such a change would have significant short-run 
effects, however: tn the near term, removing the earnings limit for those aged 62 and 
above would raise Social Security expenditures by roughly $12 billion in 2001. 

• 	 For those aged 62-64, the earnings limit under Social Security in 1998 is $9,120. For 
those aged 65.iJ9. the earnings limit in 1998 is $14.500 (in 1996. you signed into law 
annual increases in that limit through 2002, when it wiiI reach $30,000). For those 
aged 70 and above. there is no earnings test. 

• 	 If beneficiaries earn more than the exempt amount. (heir cuncm-year Social Security 
benefits arc reduced. For those aged 62~64, benefits arc reduced by $1 for every $2 of 
earnings over the exempt amount. For those aged 65-69, benefits are reduced by $1 
for every $3 of earnings. 
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REFORM PROPOSAL: MOYNIHAN 


~ 	 Year of Ucbatc. This year should be used to elevate the debate on Social Security .. 

• 	 Deserve Credit for Putting ~~onvard a Full Comprehensive Plan. Regardless of what 
you think about the specific proposals, Senators Moynihan and Kerrey deserve credit for 
putting forward a full comprehensive plan to address SOCIal Security reform. 

• 	 Generated Rcall>cbate. These proposals have already provoked rca! debate -- with 
strong views from thoughtful people on both sides, I think what you'll see is that people 
will put O\lt even more proposals for public discussion and examination as we begin to 
move toward bipartis.. ..m consideration of various proposals, 

Ad(iiJimwl points 

• 	 Wan1 to Ensure Progressivity. [do have some concerns that under any plan, those at 
the bottom end up with a strong benefit (Henry Aaron has criticized the lack of 
progressivity in this plan, ealling it the "My Lai" of Social Security reform,] 

• 	 COLAs. There are some elements that are generating heated debate. For example. the 
plan includes a reduction to the cost-of~living adjustments that Senator Moynihan 
believes is warranted, but that others do not. 

BACKGROUND 
Senators Moynihan and Kerrey have put forward a Pljlposal that eliminates the 75~year actuarial 
imbalance, which includes a very large COLA adjustment, a movement of the system back to 
purely pay-as~you~go, and voluntary individual accounts. 

• The plan includes: 

-- A COLA reduction of 1percentage point per year 
- Change in payroll tax to 1104 percent in 1999-2000, 10.4 percent in 2001·2024, and then 
increase 10 12,7 percent in 2045-2054, 13.0 percent in 2055-2059, and 1304 percent in 2060+; 
-- An increase in the earnings base under which thc payroll tax is charged. By 2003, the 
Moynihan plan would raise earnings limit to $97 ,500 .~ from 582,800 undcr current law. 
_. An increase in the retirement age to 68 by 2017 and 70 by 2065 
~- Mandatory coverage of state and local workers hired after 2000, and extension ofcomputation 
period in cakulating benefits from 35 years of earnings to 38 years by 2002. 
-~ Taxation of bcnefits like private pensions and immediate elimination ofincome thresholds. 

The net effect of these provisions is to reduce lifetime Social Security benefits by about 30 
percent The plan also provides the oplion of investing up to 2 percent ofpayroll in a voiuntary 
individual aCI:ount - which could make up the lost 30 percent. More specifically. if the 
individual puts in l percent, the employer will be required to match that I percent. OJ.Jr fcgIj5 
thut Jow-income workers wiH Dot contriID!1e to the accounts. and thus will suffer the roughly 30 
perccnt cut in Social Security. with nQ offsetting retirement income from an indi~if.hHlI acCQunts, 



REFORM PROPOSAL: GINGRICH, KASICH, AND ROTH 


TALK!NG PO'INTS 


• 	 Gratified That They Arc Coming J·'orward With Proposals. I am gratified that they 
are coming forwurd with ideas. on Socinl Security apd answering my cali to make this a 
year ordebate on Social Security. 

• 	 nut ))0 Not Drain tbe Surplus BeroN: We Achicve Comprehensive Reform. l want to 
stress, however,. that the surplus must not be drained before we have a £Q!Uprcbcnsivc 
reform, The Republican plans for individual accounts arc not comprehensive. 

Additional point 

• 	 As To Their Specific Idea: Not Vet Decided on Individual Accounts. But IfThcy 
Arc Included, Want Them To He Il-rogressive. A major question -~ which J am not 
ready to decide yet -- is whether individual accounts can fonn part oran overall plan that 
meets my principles, If they arc included in any comprehensive pian, ensuring that they 
are progressive would be important. 1 am encouraged that the Republicans are 
considering how to make such accounts progressive. 

BACKGROUND 

As we had anticipated when we first discussed the Save Social Security First proposal, the 
RcpubH-cans have responded by proposing that the projected surplus should be used to fund 
individual accounts. Speaker Gingrich. Representative Kasich, and Senator Roth have all put 
forw'J.ro proposals for doing so. 

The Kasich plan would use the surplus to fund conlributions on an equal per capita basis to all 
workers, regardless of their earnings (as long as they had minimum annual earnings of roughly 
$2,800 in 1998, covering 86 percent of workers):' Gingrich and Roth have similarly indicated 
some support for nal pet capita contributions. Such a system is even more progressive than 
traditional Social Security benefits, but is only viable with funding from the surplus (mandatory 
contributions probably could not be collected on a flat per capita basis, nor could the 
redistribution involved be possible if the contributions were a given percent of payroll), 

As of right now, oonc Q(tbcsc: proposals is n comprehensive reform, since they dQ not cJpsc the 
lQng~ruD jmbDlanee in the Social Security s):stem. Gingrich has argued that we sbould adQP~ 
these a£!(Qunts now. and WQITY @.out Ihe rest Qf~hC [efoon UrQCess later. Tbis yiQlates tbe 
fundamental principle QfSaying Social Security First: NQ one should sPS!ud t}.l~ SlJrPlus \lnlU we 
bave nut Social Security on 1\ finn fimmci~l fOQting, 

http:forw'J.ro
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REFORM PROPOSAL: COMMISSION 

TALKING POINTS 

• 	 I Have Called for Year of Debate and J)iscussion. i bave called for a. year ornational 
debate and discussion on Social Security rcfonn, including a series ofnon· partisan 
regional conferences, and culminating in a White House conference in December. Once 
that process has been completed, in January 1999.1 plan to begin bipartisan u~gotiatiQns 
YdtlLthe Congress, 

• 	 Many Organu..atiolls are UccoUling Invoh'cd. Many organizations arc already 
becoming involved in the effort to elevate the debate on Social Security rcroon, 

-- For example j the Concord Coalition and the American Association of Retired Persons 
arc jointly sponsoring regional conferences like the one we are having today. 

- The Pew Charitable Trust is funding a series of conferences in cities and towns across 
the nation, and many members of Congress arc hosting other discussions in their districts, 

~~ Thl;: Vice President and 1, along with members of the Cabinet, look forward to 
participating in such events throughout the year ~- as do many members ofCongress, 

• 	 This Open and Inclusive Structure Seems Bettcr Than Lcgisb:ting a Commission. 
Sucb an open and inclusive structure, without any specific commission, provides the best 
opportuniti for us to elevate the debate tbis year before beginning bipartisan negotiations 
next year. We don't need to legislate a commission. We iust need to roll up our sleeves . • 
elevate the debate. and get the job done. 
/ 

• 	 Complete \Vork by Deccmber. And regardless of the structure, any activities should be 
completed by the time of the White House Conference in December~· to ensure that we 
can be-ginhipanisan negotiations in early 1999. 

IlACKGROUND 

Archer, Kasich. and Bunning have co~sponsorcd the "National Dialogue on Social Security Act 
of 1998." which would: 

.. 	 Establish a National Dialogue on Social Security 10 be convened by thc Presidcnt, 
Speaker, and Senate Majority Leader, and coordinated through two Facilitators (one 
appointed by the President and the other by the Speaker and Senate Majority Leader). 

• 	 Eslablish a Dialogue Council, including representatives from 18 listed organizations 

• 	 Establish a Bipartisan Panel to Design Long~Range Social Security Reform, with '8 
members (four appointed by Speaker and Senate Majority Leader, two by the President, 
and two jointly by Minority Leaders in the House and Senate). 

• 	 The Pa.nel would report by february I, 1999 and terminate by March 31, 1999. 
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SOCIAL SECURITY ADMINISTRATION 


TALKING POINTS 


SSA 15 One of tbe nest Run Organizations Within Government. The Social Security 
Adm,nistration (SSA) is one of the best run organizations within government. 

• 	 Very Efficicnti COSIS are Less tban 1 Percent of Benefits. SSA is noted for its 
efficient and effective service, SSA's administrative costs arc less than 1 percent of 
benefit payments. 

• 	 Ranks Very High on Customer Surveys. Surveys ofSSNs customers have shown that 
the agency gets consistently high marks from its customers for prompt, courteQus. and 
accurate service whether tbey arc dealing with one of SSA's local offices or with the 800 
Number Service. SSA!s 800 number has been rated better than almost any other public 
or private seclor toU-free number service, including such well-known services such as the 
L.L. Bell11 catalog. (SSA's 800 number is 800·SSA·1213). 	 . 

• 	 Commissioner Apfel Would Be Happy to Look Into Any rrobl<:m. 1am sure that the 
poor service you received is the exception and not the nonn. i know that Ken Apfel, 
Commissioner of Social Security, is committed to providing world~class service to all of 
SSNs customers because SSA takes pride in its: customer service. (Commissioner Apfel 
will be glad to assist you in resolving your problem,] 

BACKGROUNIJ 

In fisca1 year 1997, the Social Security Administration served ovc-r 55 million individuals who 
called tr.e ''!iOO number, making it one of the largest toll~frce service systems in the world, SSA's 
achievements in this area have been recognized by Dnlbar Associates, an independent auditing 
agency. which rated SSNs toB-free telephone service as one of the best--and better than many in 
the private sector. 
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Social Security: The Kansas City conference on Social Scc\lrity-that you attended on Tuesday 
(4/7) has been widely hailed as an outstanding success. It was featured prominently on all three 
network news programs on Tuesday evening, and you received extremely positive comments 
from the elite media. It may have been the first time in a decade that Social Security was 
discussed on aU three networks on the same night.· The Washington Post. for example, wrote in. 
an editorial that "The Social Security forum in which the President participated Tuesday ~w the 
first of four that are planned this year - was a serious, substantive discussion of a subject thal has 
hitherto been supposed to be politically taboo .."The President...called attention to the trade-offs 
that will be required to finance the retirement not just of the babY-'boomers but the generation to 
follow. That's good. It's what people need to understand." Warren Rudman asked me to tell you 
that he thought you had done extremely well at the Conference and that he thinks you arc 
handling things just right. David Broder also called to compliment us on the Conference. 
Looking. forward, the 1998 Social Security Trustees' Report will be released on April 28. We 
expect the new numbers to be somewhat more optimistic than last year's repon (which showed 
the Trust Fund being depleted in 2029 and a 75-year actuarial imbalance of2.23 percent of 
payroll), In addition, we are continuing our ongoing analysis (withTreasut)'. SSA, OMB, CEA, 
and other relevant agencies) ofvarious reform options, and will soon·begin preparing for the next 
regional conference. 

Fair Housing Act 30111 Anniversary: The NEe, working with the DPe and BUD, prepared a 
Presidential statement, issued on Friday (4/10), commemorating the 30th anniversary of the Fair 
Housing Act (it was passed on April 10th and signed by LBJ on April II). The statement also 
calls for Congress to provide the full $22 million funding increase requested by the 
Administration, in the FY 99 budget, for HUD's fair housing enforcement efforts. ,Ten million 
dollars of the increase would fund a new paired testing initiative in 20 metropolitan areas. Paired 
testing, in which othen.vise identical white and minority testers (for example, same income, type 

• 
ofjob, job experience) approach realtors or landlords, is perhaps tbe best way to detect the 
subtler housing discrimination prevalent today . 

Indonesia JJfF: As you know, Indonesia announced an agreement with the IMF on a revised. 
reform program. as expected. It recommits the Indonesian government to structural reforms. 
introduces tighter controls on money and inlcrest rates and permits added flexibility on food 



• and fuel sub:;idics in the context of overall budgetary targets, 1n addition, by releasing the 
next disbursemem in monthly installments rather than as it lump sum payment, the agreement 
is intended to strengthen accountability on program conditions" The market reacted positively 
to the added accountability. hut is likely to remain wary until details on corporate debt 
restructuring arc finalized later this month. 

• 

Iligl,er Etlucathm Act: The House rna)' bring up the bill on the Ooor Ihc week of May 20, which 
would make your Teacher of the Year speech that Friday too latc ror a veto message 011 master 
teachers. -There'i~ concern that even witil'u veto threat ~~ find even ifDemocrats stick together on 
an amendment 10 strip the master teachers provision out of the bill ~~ the overall legislation wi(! 

likely pass ovcrwhchningly. lmdermining our leverage in the Senate and in conference, We arc 
meeting with DPC, OMB, OLA and Education to discuss options, Among other things, we will 
explore the extent to which this issue should be combined with the interest rate and other issues. 
Interest rale: My staff and OMS will be meeting on Tuesday (41l4) with Budget Committee 
staff to attempt to begin some real negotiations. Old Professors: The,House bill includes a 
provision that would allow colleges to offer financial incentives for tenured professors to retire 
early, to make room for younger (and generally lower~paid) professors, The EEOC ~- and the 
AARP -- have opposed this provision as permitting ~'agewbascd, arbitrary.distinctions in 
employee benefit plans which would,disadvantage older workers" (for example, a college CQuid 
make an offer to p·rofessors that arc 55, but not 65. thus encouraging early retirement}. The 
colleges argue that the tenure system is unique, and that this will allow them to diversify the 
faculty, My staff is working with Education, DPe and the EEOC to detennine whether there is 
any reason to reconsider the Administration's position on this issue. High Hopes: On the 
positive side, High Hopes is In the bm and ¥le are trying to get more Republican votes to secure 
its. inclusion in the House Floor vote. 

Citicorp-Travelers Merger - Tlfe Impact Olt Financial ft-fcdenlization: On Monday (4/6). 
Citicorp and the Travelers Group announced the largest corporate merger ever. joining two 
firms,each valued at $70 billion before the announcement, The new firm, Citigroup. Inc., will 
serve over 100 million customers in 100 countries witb commercial banking, credit cards, 
insurance, securities brokerage, and investment banking'ser.vices . .under current law, 
Citigroup must divest itself of insurance underwriting activities. after several years; this 
·anoouncemenuherefore, is expected to increase interest io the financial modernization 
legislation, which would permit integration of insurance underwriting and banking. As you 
know, the Administration's SAP On the Republican House Leaders' bill stated that the 

... Secretary of.the:rreasury.would recommend.a veto if tbat bill were presented to you, because 
it would diminish the value of the National Bank charter and the effectiveness of the 
COJnt11unity Reinvestment Act. The NEC has an ongoing process to frame the 
Administration's. strategy_ 

Privacy: The NEC and ope have started a deputies process to pull together vario1.l.o; small 
groups working on discrete aspects of this issue and identify options for strengthening the 

• privacy of Americans. Americans arc concerned that they are losing control over their personal 
information, As lhey shop, subscribe to a magazine, visit a Web site, or fill a prcscription, they 
arc leaving "electronic footprints." ~ew technologies make it easjer to aggregate these 
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• transactions into "electronic dossiers." Options being discussed include: -strengthening industry 
self:'regulation; supporting legislation th3t pmtctts privacy in a particul(lf seclor (e.g. medical 
records): and creating a privacy "entity" within the federal government th<lt ph!ys a coordination 
and advocacy role. This is a complicmed issue - since privacy must also be balanced against law 
enforcement. First Amendment, and commercial considerations, 

Child Labor - Santiago: Your upcoming Santiago trip (4!15~ 41i 9) is anolhcr opportunity for 
you to promote your international child labor agcllda, call for contributions from other natia!'I!>, 
and encrgi7.c domestic support for your budget rcquesl for $30 million for fPEe. The NEe is 
working v,:ith Labor and AID to prepare au announcement ofa $2 million initiative to combat 
child labor in Central America, The initiative will include $1 million in IPEC funds and SI 
million in AID funds. The funds will support a survey and duluha.'ic on child labor in Central 
America. as well as a series of demonstration projects to explore approaches to removing 
children from hazardous work (e.g., shellfish harvesting in EI Salvador, sugar cane plantations in 
the DominiC{ln Republic, child prostitution in Costa Rica, nnd-exploitation ofgirls at bus stations 
in Nicaragua). Special emphasis will be given to a Guatemalan project aimed at the complete 
elimination of child labor in two sectors :'~ fireworks m~nufacturc and stone quarries ~~ and 
producing a successful model that can be emulated throughQut Centrol America. 

Santiogc Trade: There is now widespread support for a strong and comprehensive launch of 
negotiations toward 'the Free Trade Area of the Americas (FTAA) at the Santiago Summit of 
the Americas, including the creation of a cOnsultative group on Jabor and the environment. ~. Inevitably, the press will be looking to write about the impact of our fast track loss on the 
hemispheric trade agenda, Against that backdrop. we believe you should be very forward . 
leaning on trade. We have made tremendous progress on the FTAA and secured our highest 
priorities eVl~n without fast track. Going forward, the tremendous opportunities in the 
hemisphere make the case for fast track more compelling than ever. 

Japan: As you know, Prime Minister Hashimoto unveiled plans on Thursday (4/9) for additional 
temporary income~tax cuts totaling four trillion yen ($30.5 billion) and fresh government· 
spending ofsix trillion yen. Although the package was slightly larger than expected and 
represented nn important and potitieall), difficult shift for Prime Minister Hashimoto, Treasury 
believes tt will not likely produce a decisive upturn in Japan's economy, If implemented 
quickly, it should help avoid a more serious decline, but both we and financial markets eagerly 
await more dCluils on the package. Hashimoto also said he would ask a special advisory 
committee to consider revising Japan's budget-deficit control law, which he must do to increase 
spending and reduce taxes. Publicly, we are stating that we welcome the announcement and look 
forward to seeing more details. We are emphasizing that it is crucial for Japan put in place a 
strong program. Secretary Rubin also stated Thursday (4/9) that we shared Hashimoto's 
concern about recent weakness in the yen, and welcomed the intervention by Japanese authorities 
to support the value of the yen. The U.S. government did not intervene. 

• U.S. Frollce Civil Avilllioll Agreemeltt: On Wednesday (4/8), U.S, negotiators concluded a new 
civil aviation agreement with France that will significantly increase air service between our 
countries and choice lor American business travelers and tourists alike. This is our third largest 
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market in Europe. Until this week, it WaS also our largest aViation market not governed by a 
bilatcrol agre(~mcnt. Tbe lack ofsuch an agreement $inc¢ France renounced our prior agreement 
five years ago has stilled L .S. carrier opemtions and market growth. The new agreement will 
eliminate all restrictions on airline operations between the United States and France in five years. 
It gives U.S. airlines extensive rights during the transition period that will enhance their ability to 
compete in this market (increased routes, broad ability to codesharc; pricing freedom). 
American Airlines had expressed concern about the terms on which it would have to move from 
Orly Airport (which will be restricted to shorter nights) to Charles de Gaulle, but the we worked 
with U.S. negotiators to obtain acommilment from the French Government that American would' 
receive the best possible conditions, in their new location. 

DOT CompetitiQn Guidelines: As you know, Secretary Slater this week aJUlounced proposed 
guidelines designed to discourage the major air carriers from predatory pricing designed to drive 
new low-fare carriers out of the majors' hub,m.arkets. OMB and KEC staff held up an earlier 
draft of the guidelines (which, unfortunately, was leaked to the Wall Stru(Journal), not because 
of any substantive disagreement but to make it more understandable to non-economists and less 
vulnerable to attack. Thc revisions helped: although the majors. predictably. charged DOT with 
"reregulating" the airline industry~ the guidelines attracted a good deal ofprimarHy positive press 
coverage, 

• 
U.S.-EU Trade lllitifztive: On Wednesday (4/8) the NEe deputies working group met to review 
interagency thoughts on a U,s. proposal. The working group continued exploratory discussions 
through out the week with their EU counterparts. The NEe deputies will meet next week to 
finalize a U.S. proposal, whkh win then be subject to NEe Principals and your review. 

Sanctions: An NECINSC working group met this week to: 1) develop an Administration 
position tow3:d Hainijton~Lugar legislation seeking to improve Congressional and 
Administration processes toward sanctions decision making; and 2) improve data and analysis in 
connection with consideration of sanctions on,Nigeria. NEe Deputies will meet next week to 
consider the lj~gislation and a business community challenge to a Massachusetts sanctions law, in 
which the federal government may be asked,to intervene. 

• 

•
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