THE WHITE HOUSE

HAGHINGTON

April 24, 1998

MEMORANDUM FOR THE PRESIDENT

FROM: GENE SPERLING
RE: NEC WEEKLY REPORT
ec: ERSKINLE BOWLES

1998 World Competitiveness Repart — America: The World's Most Competitive Econormy
Again: On Monday {4}’ 1%}, the Institute for International Managemem Dcvciopmem (IMI'})
reieased their 29% %«*orki Ccmpeiziwemss Reporz

as rank 3 . The IMD c:ted our stmng cconomy*
massive é{}mcszzc zmeszmenzs iabor market flexiblity, and deregulation as the reasons for our
#1 ranking. In 1992, they manked the United States #5 -- behind Japan, Germany, Denmark, and
Switzerland. This report used to be prepared jointly by IMD and the World Economic Forum,
However, they split in 1995 and decided to publish rival surveys, with IMD maintaining the
samme methodology and the World Economic Forum developing an altemative survey. You
should know that while IMD ranked the America #{ in 1997, the World Economic Forum placed
the L1.S. at #3, behind Singapore and Hong Kong. The World Economic Forum has not yct
published their 1998 competitiveness report.

IRS Hearings: The Senate Finance Comimittee 'will begin another round of hearings next week,
beginning on Tuesday. The hearings will focus on the Criminal Investigations Division of the
IRS and are going to be more sensational than the previous hearings. The Senate Democrats
have heen completely excluded from the process and are angry. Senator Daschle has eriticized
the Republicans in advance of the hearings. We believe that Movnihan wrote a letter to Roth that
was sent on Friday--we don’t expect it to be leaked until Sunday. On Wednesday, Rahm, Paul,
and I met with Secretary Rubin to discuss our strategy.  The IRS and Treasury have been
actively recruiting a major law enforcement figure to‘head up an:investigation into the criminal
division, Treasury and the IRS are trying to finalize the arrangement by early next week.
Commissioner Rossotti has asked Chairman Roth that he be allowed to testify at the outset of the
hearings. Roth is apparently going to reject the request and Rossotti is likely to testify at the end
on Friday. He will give strong testimony, expressing no tolerance for the types of abuses raised.
Either at that time or before, the IRS will likely announce Administrative actions i response,
Treasury 12 also working on possible relevant amendments that could be added to the IRS reform
bill when 1t moves to the Senare floor,

Unemployiment Insurance Reform: On Thursday (4/22), the Depantment of Labor transmitied
to the Hill the reforms 1o the Unemployment Insurance (U} system inchuded in your FY99
budpet. The legislation was subsequently introduced by a bipartisan group of Congressmen:
Levin (D-M1), English (R-PA), and Rangel (D-NY). QOur proposals strengthen the Ul safety net
in three ways: (1) it provides incentives 1o States to implement administrative systems that will
make the program more accessible o low-wage workers, increasing the proportion of
unemployed workers receiving UL (2) it revises the program’s unemployment triggers 1o make



extended benelits more readily available during recessions, helping 10 aveid situations like the
one that arose during the last recession when the Federal government had to allocate $28.5
biflion te provide extended benefits to unemployed workers: and (3) it provides incentives 10
States 1o voluntarily improve the solvency of their unemployment trust funds and thereby their
ability to pay benefits if unemployment increases. These proposals are a first step toward more
comprehensive reform. An interagency NEC working group wilf continue to meet to develop
more extensive reform proposals.

Social Security: Three developments on Social Security are worth noting this week. First, the
Ways and Means Commilttee approved the Archer commission bill by voice vole on
Wednesday (4/22). In addition 1o creating a formal National Dialogue on Social Security (led
by two Facilitators and g Dialogue Council, with representation from 2 long list of interest
groups and think tanks}, the bill creates 2 commiscion charged with designing a single package -
of long-term Social Security reforms. While we do not object 10 the National Dialogue
component we have three serious concerns about the commission.  First, we are worried that
the commission (through leaks and perhaps periodic reports) could pelitivize the Social
Security Reform efforts before the November elections: Second, the commission’s reporting
date {Feb 1599} is after the date we had hope to start negotiations thus delaving reform.
Third, it is not clear at this point precisely what mechanism will be the best one to get reform
done-- and legislating a commission could restrict our flexibility. You should aiso know that
Speaker Gingrich has asserted publicly that Erskine had said that we would sign the bill in its
current form. This is not true. What Erskine told Speaker Gingrich was that we are willing 1o
listen to their idea and work them to see if there is an acceptable compromise. | have been in
contact with the bi-partisan Leaders staff to explore possibilities.

Second, Senator Gramm held a press conference on Wednesday to release his reform proposal,
which involves a 3 percent individual account starting Japuary 1, 2000, Gramni claims (o
finance his proposal by using the projected surplus, reducing Social Security benefits by $1 for
every 72 cents withdrawn from an individual account, and carmarking for Social Security the
additional corporate income taxes he assumes will result from higher nattonal saving under the
plan. Gramm has not vet subjected his proposal 10 serutiny by the Social Security actuaries,
however, his estimates are likely to prove.inaccurate--particularly.because of his unrealistic
assumption of dynamic scoring to preserve existing benefits,

Secial Security Trustees Report: The 1998 Social Security Trustees report will be released
next Tuesday (4/28). Outside experts arg expecting a slight improvement relative to the 1997
report {which showed a 75-year actuarial imbalance of 2.23 percent of taxable payroil. and
forecasted that the Trust Fund would be depleted by 2029).

Medicare Trastees’ Report: Although there will be no information released on the status of the
Trust Fund prior to the official release on 4/28, it seems clear that results from a recent analysis
will hold: that the BBA reduced the 73-year actuanial deficit of Medicare by about one half, i is
unclear whether the precise year of Trust Fund exhauostion will remain at 2010, You should have
a chance on Tuesday 1 comment on the Social security and Medicare numbers.



AARP 1o Release Positive Analysis of the Medicare Buy-In; Next Thursday {4730, the AARP
will hold a press conference to release an actuarial analysis of the Medicare buy-in, We
understand that the analysis confirms both our Actuaries’ and CBO's estimates of the premiums
and suggests what the premiums would be if age eligibility were raised 10 67. The American _
Academy of Actuaries may release s report in May with similar findings, Attention is also being
directed toward the buy-in through a series of public forums. Chris Jennings spoke at one of
these forums this week, and another is scheduled for late May. Moynihan is cousidering holding
hearings. ‘

H-18: l.ast week Sally Katzen and Elena Kagan met with House members and their staff to
further diseuss pending H1-B legislation. We anticipate that the House version of fegislation to
increase the number of temporary (H-18B) visas for foreign “specialty” workers will contain
strong reforms to the H-1B visa program (as we have advocated for several years) and a training
component (to insure that U.S. workers can obtain the skills needed by employers.) 'We expect
Reps. Smith and Watt will introduce such a bill sometime next week. Also, we can expest that
this issue will move quickly in both the House and the Senate because the current cap (of 65,000}
on the number of H-1B visas is expected 1o be reached by mid-June.

G. £ Bil: I all goes well the Senate version of the G. 1. Bill, the Workforce Investment
Partnership Act, will reach the floor next week. We clearly support passage of the bill, but there
is an amendment to the current Senate bill by Sen. Asheroft that threatens the Administration
legacy on School-to-work that the Administration strongly opposes. | spoke with Senator
. Kennedy myself several times to discuss strategy and we decided not to fight the amendment
now in arder to move the bill through the Senate, because Sen. Kennedy has gotten verbal
commitments from Sens, DeWine and Jeffords to work with us in Conference to address our
ohjections to the Asheroft Amendment. Larry Stein also recommends this strategy.

Bankruptey: As you know, the stanling incregse in consumer bankruptey filings (1.3 million in
1997, an almost 400% increase since 1980) is giving momentum to an effort o make significant
changes to the Bankruptcy Code; however, dramatically different diagnoses of the problem have
produced varied approaches. Credit card companies argue that consumers are abusing the
bankrupicy systemn and so advocate a newneeds-based” approach to. bankruptey, which would
force some of those who can afford to repay a share of their debis.to do so. These proposals are
sharply criticized by consumer groups who blame the increase in bankrupteies on excessive
crechit extension. They offer competing proposals that would not allow cellection of certain debis
in hankruptey if the credit were imprudently extended. The lack of definstive information and

" amalysis caulions against a radical departure from the historic structure of the Bankruptey Code,
but some changes may be warranted. The NEC is running a process ta develop a package that
appropriately balances consumer and creditor interests and a strategy to address legislation
moving on Capitol Hill,

Apparel Industry Partnership: Much 10 everyone’s surprise, the AIP survived another meeting
this week without defections. Secretary Herman and [ pressed both sides to make reasonable
corapromises, Modest progress was made on external monitoring requirements and the
Asgociation's authority 1o address companies doing business in a country whose laws or practices
make it impossible to be in compliance with the Code {e.g., China, where freedom of association
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and freely chosen unions are not recognized]. Cooperative public behavior notwithstanding, we
have reason to believe that we still face the possibility I warned of last week: UNITE (the key
apparel indusiry labor union) departing, the other unions and NGOs unable to remain without
UNITE, and the companies proceeding alone. We should have a report from the Labor/NGO
caucus early next week, We will coordinate closely with Dol. and Karen Tramontano and make
recommendations to you on how to proceed.

Child Labor: The NEC convened a meeting (4/24) of DoL., Siate, Treasury/Customs, AlD,

- USTR, NSC, OMB, and White House officials to get reports on child labor activities throughout
the government and better coordinate activities to advance your child labor agenda. A working
group will meet biweekly to produce a detailed Child Labor Action Plan and calendar. Topics
include: advancing your FY 99 budget initiative; the U.S. role in promoting the ILO Convention
on Child Labor; the Customs Service’s child labor enforcement efforts; a strategy to respond to
Rep. Chris Smiuth’s legislation proposing international sanctions for child labor, better use of
opportunities o highlight your child labor message; and better advance planning and
coordination in connection with overseas trips.

- Future of Manufacturing Extension Partnership: NEC staff this week chaired a Commerce-
EOP meeting on the future of the Manufacturing Extension Partnership, which will be one of
your legacies in technology policy. We have succeeded in achieving our start-up goals for MEP:
a demand-driven network of 70 locally managed centers {up from 7 in 1992) in all 30 statwes that
reach about 30,000 small manufacturers a vear, half of themn repeat customers. It is now time to
stretch the goals and scope of MEP by optimizing this remarkable network and improving the
effectiveness of program services. (For example, the current focus on helping firms manufacture
commadities more efficiently needs to shift toward helping them develop higher value produsts.)
To help us think about this more systematically, we agreed o ask the National Academy to
organize a2 workshop on the future of the MEP.

User Fees for FAA: On Monday (4/20), Sceretary Slater and Administrator Garvey announced
legisiation to make the FAA operate more like a business. Specifically, FAA air traffic control
services would be centralized in a Performance-Based Organization and services for commerciaf
{not general) aviation would be funded by cost-based user fees:: These,proposals:argely mirrar
the recommendations of the National Civil ‘Aviation Review Commission (chaired by Norm
Mineta), with which OMB and NEC worked closely. NCARC's support for user fees followed
from a similar cecommendation by last year’s "Gore Commission” on Aviation Safety and
Security. As NEC director, Laura Tyson served on the Gore Commission; the NEC was the
maior champion for user fees, overcoming inttial opposition from a majority of other
commission members who preferred to continue the existing ticket tax.

Student Loan Interest Rates: Representative Armey and others are pushing for 2 “fix" to be
included with the supplemental appropriations bill. Because it is the only truly time-sensitive
driver on the HEA reauthorization, moving the interest rate provision to the supplemental
unfortunately reduces the likelihood of Congress sending you a Higher Education reauthorization
bill. But we may not be able to stop this from happening, so we will likely be involved in
negotiations over the weekend. As you remember, the current interest rate proposal in Congress
adopts the rate we recommended for students, but has taxpayers footing the bill for additional
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subsidies to banks. We have objected. Ir is possible that we will have to sign on to a
compramise that witl involve a higher rate for studerss than we proposed {for example, a 60
basis point reduction from today’s rates rather than 80 basis points).

America Reads: On Thursday (4/23) Sen. Coverdell himsel! proposed to add the language of the
House-passed Reading Excellence Act as one of the many amendments proposed to the
Coverdell Education [RA legislation (As you know, the Goodling response to America Reads
has some problems, but it is acceptable). At our recommendation, the Democrats accepted it on
a voice vate. There was a good colloguy between Sen. Kennedy and Sen. Coverdelt in which
they agreed that it is important for a reading bill to pass seon {we need one by July 1 10 use the
$210 million advance appropriation). Sen. Kennedy urged that this happen separately, through
the normal process that would allow amendments,

Technolagy Training for Teachers: The NEC and the -Department of Education met with over
100 people from around the country on technology iraining for teachers -- K-12 teachers,
industry exscutives, faculty at teacher colleges, and state technology coordinators, The purpose
of the meeting was to (1) share best practices; (2) get input on the best uses of the
Administration's 373 million grant program; and (3) build private sector support for doing more
to ensure that teachers can use technology effectively in the classroom. Assuming that we can
get a critical mass of support from the private sector -- we would Iike to have an event on this
issue. .

Homeownership Rate for First Quarter of 1998: On Tuesday (4/20), the Census Bureau
reported that the homeownership rate for the first quarter of 1998 rose to 65.9 percent, from 63.7
percent in the fourth quarter. This is below the all-time quarterly high of 66.0 percent in the third
quarier of 1997, However, comparisons between quarters is difficult since the numbers are ot
seasonally adjusted. You should know that the first quarter number is the highest first quarter
homeoswnership rate on record and over the past year, the average homeownership rate is also the
highest on record. The homeownership rate for every group - including central cities, African
Americans, Hispanics, female-headed households, those with low incomes, and married couples
under age 35 -- rose in the first quarter. And, through the first quarter of 1998, we still remain
ahead of schedule in reaching your goal of.§ million'new homeowners by the end of the year
2000, '

Japanese Government Stimulus Package: On Friday (4/24), the Japanese Government
anpounced the details of its 16 trillion yen stimulus package. It contains 11.3 willion yen in “real
water” stimulus, at the high end of what Treasury publicly called for several months ago when
geonomic conditions were less negative. Hashimoto went further than his preliminary
anpouncement two weeks ago by boosting public works spending from 6 trillion yen 1o 7.7
trillion, and extending its deficit reduction target date from 2003 10 2005, As expected, the
package contains an additional 4 trillion yen in femporary tax cuts but no permanent tax cuts.
Treasury believes the package, if implernented quickly and effectively, will significantly reduce
the risk of a deeper recession, and may foster some growth in the short term., Market reaction has
been slightly positive, but not effusive. Following an NEC Principals conference call on Friday
morning, Secretary Rubin issued a statement welcoming the substantial and positive policy
measures announced, and expressing his hope the government will put them into place quickly
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and effeciively. He also noted the need for Japan to move forward with further measures to
strengthen its banking system and open and deregulate its economy, to help establish @ sound
basis for longer term domestic demand led growth that will contribute 1o a recovery in Asfa.

US-EU Trade Initiative: On Monday (4/20). the NEC Deputies held a meeting this week (o
review progress toward a U8 .-EU trade isitiative, with the hope it would be announced at the
May U.8.-EU Summit. The EU General Affairs Council will meet on Monday, April 27 to see if
an EU mandate can be reached, despite French opposition. Private indications are the they will
achieve a political consensus on the outlines of 2 proposal, but the French will not permit a
formal mandate to be granted. This might nevertheless permit agreement at the Summit to pursue
a generally described agenda, However, differences between the U.S. and the EU remain in key
areas, such as agriculture and audio-visual services, and EU capacity 1o move forward is not yet
assured, We will keep you informed.

Sanctions: On Wednesday (4/223, the NEC Deputies met this.week to reach-agreement on the
Administration’s position toward Hamilton-Lugar legislation establishing better Congressional
and Administration processes in sanction making policy. Our proposed position is positive
toward the spirit of the legislation (to improve decision making and make sure all relevant factors
are considered), but we would express concerns about some of the limitations on executive
discretion contained in the bill, A proposed draft is being circulated in the OMB process, The

- Deputies also considered a lawsuit likely to be brought by the business community by the end of
April against a Massachusetis statute imposing cconomic sanctions on companies doing business
with Burma. The USG may be asked by the court to intervene. Options are being refined for
further Deputies and Principals consideration.

Africa Trade Bill: Senator Lott has informed us he will not move the Africa trade bill in the
Senate unless we agree to permit the CBI trade bill to be attached to it. Sandy and | co-chaired a
meeting on Friday, in which we agreed to signal to Lot we would agree to its inclusion. This
will raise additional labor opposition, but the Africa bill is not likely to move at all otherwise.
Lott has also suggested he wants to add fast track to the bill. We intend to try to dissuade Lot
from this course, after consultations with Daschie first. Stein and others will follow up.
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III.

i THE WHITE HOUSE

WASHINGTON

BRIEFING AND REMARKS ON ANNUAL REPORT

ON THE STATUS OF THE SOCIAL SECURITY AND MEDICARE PROGRAMS

DATE: ~ April 28, 1998

TIME: - 1:00 p.m. - [:45 p.m.
LOCATION: Oval Office, Rose Garden
FROM: Gene Sperling

PURPOSE:

To review the status of the Social Security and Medicare programs and to highlight the
need for entitlement reform.

BACKGROUND:

Each year, the Trustees of the Social Security and Medicare trust funds report in detail on
their financial condition. The reports describe their current and projected financial
condition, within the next ten years (the “short term”) and over the next 75 years (the
“long term.”) Tomorrow morning, the Trustees vote out the report and release it to the
public.

We do not receive any advance notice of the conclusions in these reports until they
are made publie tomorrow. The Trustees who represent your Administration will then
brief you on the conclusions of the report before you speak and highlight the need for
action on Social Security and Medicare reform and particularly the need for reserving the
surplus until we have a long term Social Security fix.

PARTICIPANTS:

Pre-Brigf

- The President

- Secretary Rubin

- Secretary Shalala
- Secretary Herman
- Deputy Secretary Larry Summers
- Ken Apfel

- Gene Sperling

- Frank Raines

- Jack Lew

- Chris Jennings

- Erskine Bowles

- Ron Klain
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. Event

- Same as above

. ;SEQUENCE OF EVENTS:
~ You wili be briefed in the Oval Office by the Trustees on their annual report.
« You will proceed to the Rose Garden where you will make brief remarks to the press
corps and depart,

V. PRESS COVERAGE:
Open

V.  REMARKS:

Prepared by speech writing.



June 18, 1998

MEMORANDUM FOR.: THE VICE PRESIDENT

FROM: | GENE SPERLING e
- JEFFREY LIEBMAN :
SUBIECT: Background en Social Security for July | conference

The purpose of this binder is to provide background information on Retirement Trends
and $ocial Sscurity reform before the July 1 conference in Providence that is being hosted by the
AARP and Concord Coalition. The conference is an huporfant step in the vear-long process of
elevating the Social Security debate, in preparation for the Wiite House conference in December
and the beginning of bipartisan negotiations in January 1999, We will be meeting with you
tomorrow to prepare for the Providence event.

The binder contains three sections:

1} General background on the event and on Soclal Security
2} The seven Key issues we propose to discuss in tomorrow’s briefing
3} Additional talking points on Social Security and retirement issues.

debate. Prior to th at sper:ch most dlSCuSSlOI’lS about the surpius concemet:i tax cms or spand ing
initiatives, But the administration has dramatically changed that agenda, and now everyone is
trying to fit their proposals into the Save Social Security First framewark. By calling for open
discussion and bipartisanship, the President has potentially lifted the debate on Social Security
above itg former status as the third rail of politics. Bt the threat of that third rail is still with us,
which brings us t a key point: our ultimate objective is to get reform done. While some may
pressure you for your specific views or for you to reveal the administraton’s “plan,” most
informed observers agree that keeping the discussion open and bipartisan at this point offers the
best chance for aceomplishing reform in 1999,

By being open-minded, not commenting on spectfic proposals, and encouraging
participation in the debate, we have thus far succeeded in keeping the debate substantive and not
toe politicized. Ideas are now forthcoming, and are being vigorously examined on their menits,
For example, the recent plan unveiled by Congressmen Kolbe and Stenbolm and Senators Gregg
and Breaux has received a respectful hearing, but has also generated sharp debate (e.g., criticism
for raising the retivement age).  In that context, we strongly recommend that your general stance
at the July 1 conference be one of promoting bipartisan discussion and listening to ideas, rather
than commilting in any way to specific proposals or positions.

The purpose of this binder is to identify the key questions that could come up during the
conference, and provide the key points that could serve as your anchor for answering them -
however the specific questions are phrased.



THE WHITE HOUSE

. . WABHINGTON

MEETING ON CONGRESSIONAL AND THINK-TANK
SOCIAL SECURITY REFORM APPROACHES
~ Cabinet Room
July 14, 1998
12:30 PM

1. FOUR ILLUSTRATIVE CONGRESSIONAL AND THINK-TANK
APPROACHES:

. #1  Invest Trust Fund in Equities
#2  Add-On Individual Accounts
#3  Carve-Out Individual Accounts
#4  No Stock Market Involvement
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* APPROACH #1: INVEST TRUST FUND IN EQUITIES

FLAN DESCRIPTION

L Transfer haif of projected unified budget surplus to Social Security trust fund for the next
10 years, and invest up to 25 percent of the trust fund i equities.

® " Make common set of reforms {cover state and local workers, raice maximum taxablé
eamings limnit, and increase number of years in computation base from 35 to 38.)

o Make additional adjustments to traditional social secunty program to restore solvency.
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. Can accomplish reform with minimal changes to.existing Social Security benefits.
Indeed, if one were willing to invest Aalf of the trust fund in equities, reform could be
.accompiished with almost no benefif cuts.

& Higher rate of return is accomplished with low administrative costs and shared market
risk.
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. Government would be major player in private markets.
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IMPACT ON TRUST FUND SOLYENCY:
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Commos Set of Reforms: Cover state and local workers, raise
maxirnum taxable carnings lmit; and change computation base from
3510 38,

Transfer % Surplus to Trast Fund Over Next 10 Years and Invest

in Equities Up To 25 Percent of the 1rust Fund Asses
T e 13 b T 11 .1 W, 1 b’ ol U e

Remaining Actuarial Shortfall
{75-year balance under present law is -2.19)




POSSIBLE IMPACT ON BENEFIT LLEVELS:

- Impact en current:

Iaw benefiis

Common Set of Reforms: Cover state and local workers, raise
maximum taxable earnings limit; and change computation base from -3.0 percent
35 10 38,

Acroﬁs“wthe-{%car{i Benefit Cuts Implied by Remaining Shortfall ~2.0 ﬁé;cent-
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Administrative costs can have large impact on retirement income. For example:

Annual Transaction Costs Percentage Reduction in Value of

(basiz points per year) Individusl's Retirement Income
19 2.4
50 1.5
100 218

Investing the trust fund in equities will be associated with virtually no administrative
costs: estimates suggest that they would be only enc-kalf of one basis point.

Costs of individual accounts depend on how they are administered, customer service

quality, and burdens on employers. The following examples apply to mature

Individual Accounts, instead of start-ups:

Bstimated Adminisirative and Invumm%mgcmum

{bps "“basis pemts} o

Governmeni-Based {¢.g., TSP} 8-16bps . 58-66 bps

Emplover-Based {2,060 warkers) 3544 bps JO9-117 bps
Employer-Based {25 workers) 76-86 bps 138-148 bps
Individual-Rased (e.g., IRA 81-91 bps 143-153 bps

The level of administrative costs for Individual Accounts will also depend on how
quickly a worker’s contributions are credited o his‘her account. It will be important to
design a plan that is perceived {o provide the best trade-off between good service and
administrative costs,




KEY J5SUE #2: GOVERNMENT OWNERSHIP OF PRIVATE EQUITIES

-~

Under optimistic budget forecasts, transfering haif of the surpluses to the trust fund and
investing SO percent of trust fund in equities can solve the entire problem, moving the
actugrial balance from -2.19 percent of payroll 1o +0.18 percent of payroll.

However, if 50 percent of the trust fund were invested in equities, the ims! fund would
. be a very large share of the U.S. stock market.

Trust Fund Holdings
Year 454 Pesgent of The Stock Market
2010 51%%
2930 15.30%
2086 15.30%

[f only 25 percent of the trust fund were invested in equities, the trust fund would hold
about 7-15 percent of the ULS, stock market in 2030.

Even ownership of a smalier fraction of the market, though, could raise issues such as
“the government is the largest single sharecholder of 200 of the 500 largest companies,”

Additional implications of investing the trust fund In equities include:

I Palitical pressure on investment decisions, Political considerations could

influence the manner in which the Trust Fund is invesied.

2. ate governance 1ssucs. The government will have (o decide whether and
how to exercise its right 25 a sharcholder to choose corporattons’ managers and
influence business degisions.

3 {rajt (o rKine Z.zwcstmg a large share of the Trust
P\.znd in eqmtws cazzid constram economic policies that affect stock prices.

4. individual accounts, Some of the issues listed

here z;suié aiso ans¢ mzécr a systrzm of mdividual sccounts if the system were
centrally admisnistered and investors were timited 10 a small number of
ivestment vehicies,




KEY [SSUE # 3: RISK

Market nsk only applies to portion of benefits in Individual Accounts of invested in
equities. Under most plans, current payroll tax receipis pay most of curreni benefits,

- Both investing trust fund in equities and individual accounts expose a portion of
retiremeént benefits to stock market rigk, o
This risk is not trivial. In real terms, the Dow Jones did poi rebound to 1is 1968-peak
until 1987, On three occasions during the past 70 years, the S&P 500 index has

declined over two years by more than 35 percent; Japan’s Nikkel has fallen by
60 percent since 1989, To get a handle on the risk that equity investment could
introduce, we stmulated the impact of three scenarios:

o “Best guess:” 40 percent of the trust fund is invested in equities,

I “Nikkei-Followed By Slow Growth:” Stocks fall by 60 percent over the next 8
years, then grow sbout two percentage points slower than historical trend,

O “Cold-feet: " Stock prices decling, then the Trust Fund shifls from stocks to
bonds.

Effect of Alternative Investment Seensrios oo

pd Long-Run Actuarial Balanee
{percent of taxable payroll)

113 624 ~3.25

There are 2 number of reasons to think, though, that the risk is smaller in the case of
investing the trust fund in equities than individual accounts. For example, investing
the trust fund shares risk across individuals in a cohort and across cohorts. And the
danger of individuals making unsound investrnent decizions is eliminated with the trust
fund making the investments. .




KEY ISSUE #4: FORMULA FOR USING BUDGET SURPLUSES

If the budget surplus 1s comumiited to the Social Security trust fund through any
formula (e.g., half of all projected surpluses, etc.), as opposed to a certified amount, it
creates two additional issues:

L The Secial Security actuaries may ngt score transfer of surpluses.
Ii. All future spending mitiatives or tax cuts can be described as a “cut in Social
Security.”




WAPPROACH #2: ADD-ON INDIVIDUAL ACCOUNTS

PLAR DESCRIPTION
* Fund $500 per worker Individual Accounts (indexed to wages) out of general revenues,
» " Make comunon set of reforms (cover state and Iocal workers, raise maximum taxable

earnings limit, and increase number of years in computation base {rom 35 to 38.}

* Make additional adjustments to traditional social security program (o regfore solvency,
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¢  Canuse surplus to fund progressive individual accounts while preserving most of the
traditional Social Security benefit.
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. Individaal accounts would expose individuals to market risk, and administrative costs
vould eat up some of the higher returns.

. Individual accounts would need to be funded after surpluses run out.

IMPACT ON TRUST FUND SOLVENCY!
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Commaon Set of Reforms: Cover state and Jocal workers, raise

maximum taxable ezrnings Himit, and chmgc computation base from
3510 38,

Remaining Actuarial Shorifall
{75-year balance under present law is -2.19}




POSSIBLE IMPACT ON BENEFIT LEVELS

POSSIBLE IMPACT ON CURRENT LAW BENEFITS (2030)

Low earnor Average earner High earner
{$12,000) ! {$27,000) - .($43,000)
Common Set of Reforms ~3.0percent ¢ -3.0 percent D3, OApcmﬁt
Across-the-Board Cuts Impliced ~11.7 percent Nt percent |, -!2 ? ‘pgreent .
by Remaining Shortfall o . ‘ . a,{ Ll At
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Aunuity Provided by
Individual Account (2030)
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L The annuity provided by Individual Accounts assumes the stock market grows at its
historic rate, an optimistic level for administrative costs (only 10 basis points); and
reflects single workers only who do gain more from Individual Accounts than married
couples.

. HBecause add-on Individual Accounts funded through a flat contribution are so

progressive, the additional Social Secunty reforms could include scross-the-board
‘thanges and 3 lower-income worker would still be better off.

KEY ISSUES
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* Fiat contributions lead (o higher benefit levels {as a fraction of current law benefits) for
lower-income workers. On the other hand, percent of payroll individual accounts plans
do the most for high-income workers.

Social Security henjefiz plus annaity Social Security henofit plus annuity
from 3500/worker individusal account {rom 1 percent individual arcount
{as percentage of curment law benefiy) {as percestage of current law henefit)
Low Earner i16.1 . 101.5
Average Larner 4.0 106.9
High Eamer 994 1115




KEY ISSUE #2: LONG-RUN BUDGET VIABILITY

Add-on Individual Accounts cannot be funded out of the surplus forever. For example,
$500 per worker can be afforded - as part of a comprehensive reform — until between
2012 and 2057 depending on which surplus forecast is used {and assuming that
surpluses not spent on Individual Accounts afler 2008 are used to pay off debt).

During the next decade, an add-on Individual Account with contributions of $500 ver

© worker would require 37 percent of the surplus. Over the next 35 years, the f'undmg of
these Individual Accounts would represent 0.7 percent of GDP.

Two percent of payrall Individual Accounts can be funded between 2011 and 2051
depending on which surplus forecast 15 used. During the next decade, they require 42
percent of the surplus.

Because these Individual Accounts are dependent on projected surpluses, they create
the following future budget scenarios: (1) the perputual commitment to $500 per
worker per vear will create future fiscal deficits and put pressure (o unduly cut back
govemnment programs in the cutyears -- which may hurt support for this proposal
today; (2) may need to seek trigger or other mechanism to ensure that Individual
Account funds do not lead to future budget deficits; and (3) could put pressure 10 use
remaining surplus in early years for debt reduction.

Individual Accounts could also create a “slippery slope” toward privatization if stock
market performance was particularly impressive in the near future.

Contribution to Individual Account does not have to be $500 per worker per year.
Lowering the contribution -- to say, $250 — would mitigate some of these factors.
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Protects the 12.4 percent payroll tax for the traditional Social Security system. This
approzach to individual accounts has the most potential to attract defenders of the
traditional syster.

Because the approach brings additional revenue into the system, it reduces the need for
overall benefit cuts - when both the retirement income from individual accounts and
fraditional benefit are taken into account -- and will appeal to people who favor pre-
funding of Social Security’s obligations.

These Individual Accounts could be described as a tax cut,
Because the benefits from an Individual Account are uncertain, some wili argue that

the income from the Indrvidual Account should not he counted -~ which would show
significant benefif cuts.




Key ISSUE #4; Risk

Risks of stock market variation and bad investment choices would fafl on individuals
on the portion of benefits coming from Individual Accounts. Additional “appearance
risk™ results when people expect the finzl account valus will match its highest levél
over ifs lifelime.

Hewever, the risk in Individual Accounts depends to a certain extent on how they are
designed. For example, a “safe investment option” could be provided through
inflation-protected Treasury bonds. A minimum benefit or other guarantee could
minimize the downside risk of the overall system.

One possible poal for reform wounld be to try to design a package in which the
traditional benefit plus the individual account totaled a5 much a3 current law benefits,
if the individual invested in the safe investment option. This would be the default
option; those workers who wanted fo take on more risk to seek a higher return would
be allowed to do so.




“APPROACH #3: EXISTING CONGRESSIONAL
“  CARVE-OUTINDIVIDUAL ACCOUNTS

PLAN DESCRIPTION
. . Use two percent of existing 12.4 percent OASTDH payroll fax to fund Individual Accounts.
» Make common set of reforms (cover state and local workers, raise maximum taxable

carnings limit, and increase number of years in computation base from 35 to 38.)

L Make additional adjustments to traditional Social Security program to restore solvency.
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without additional sources of revenue.

* Individual Accounts can be sustained forever without depending on surpluses, and

B T M S KEV DISADVANTAGE OF: ms*:fs‘rmogm:;f

. Creates a transition problem by diverting revenue 1o Individual Accounts that had
previously been allocated to funding traditional Social Secuirty benefits,

* Potentially undercuts social insurance and redistribution features of traditional system.

IMPACT ON TRUST FOUND SOLVERCY:

Common Set of Reforms: Cover stale and local workers, raise

maximum taxable earnings limit, and change computation base from
3510 138,

Carve-Out of 2 Percent of FICA Tax Rate ffor Workers i}aﬁﬁijﬁs

Remaining Actuarial Shortfall
{75-year balance under present law is -2.19)
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POSSIBLE IMPACT ON BENEFIT LEVELS

POSSIBLE IMFACT ON CURRENT LLAW BENEFITS

individual Account 2030)
Total {(2830)

(2030 anD 2050)
Low earner: X A?erage eamer High earner
- {812 {SOO)-w * {827, 000) " {$43,000) -
Common Set of Reforms 3.0 percent; [ 3.0 pcrc’é‘iu : -3.0 percent
Across-the-Board Cuts Implied --30 0 perz:entl ..... E:-, ' *3{} {} pcrcent -30.0 pémem
by Remmining Shortfall ; ’ 3 s
Aupuity Provided by +26.2 p&*ce;zt
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Apnuity Provided by
Individual Account (2050)

Total (2050)
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* The annuity provided by Individual Accounts assumes the stock market grows at its
historie rate, an optimistic fevel for administrative costs {only 10 basis points); and

reflects single workers only who do gain more from Individual Accounts than married

couples.

. Because Individual Accounts are a percentage of payroll, the additional reforms to Social

Security most likely would need to be progressive.



KEY ISSUES

Key IsSUE #1: THE TRANSITION PROBLEM

. When two percent is carved out for Individual Accounis, that revenue can no Jonger
pay for benefits for current retirees. This approach would take $700-8800 billion from
the traditional Social Security sysiem over the next 10 years, o

. This dilemma - the “transition problem” - in moving from a pay-as-you-go system o
a funded system s that if the contnibutions of current workers go into Individual
Accounts for their retirements, how do we pay for the retirement of current retirees?

. The unified budget surplus could be transferred to the trust fund and used to pay for
benefits under the traditional Social Secunty system dunsg the transition peried.
Under the most optimistic long-run budget projections, transfening the entire surplus {0
the trust fund would cover the entire 2.19 percent shortfall plus half of the lost revenue
from the carve-out.

» In 40 years, when workers will have contributed {o Individual Accounts for thelr entire
working lives, traditional Social Security benefits can be reduced and stﬁi leave total
retirement income above current law bm&i’ ts.

. In the short run, though, benefits need to be cut to make up for the lost revenue and for
2,19 actuarizl imbalance, but the Individual Account will not be large enough to ifsct
these cuts.

* An important challenge in designing reform plans is o time the benefit cuts and the
“build up of Individual Accounts so that the total benefits of retirees over the transition
do not fall too much, -

e B Sy S L Y s
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L A number of the reform plans proposed by moderate Members of Congress take the

approach of carve-out Individual Accounts.

. Can be desceribed as a promising new social compact; workers get a payroll tax cut so
long as they save 1t in their Individual Accounts,

- Can use surplus to partially mitigate transition costs.




KEY ISSUE #3: L{}NG»TE_RM STRUCTURE OF PROGRAM

For the average retiree in 2030, the (ncome from an add-on Individua) Accounts would
account for 18 percent of their retirement income. For a similar retiree, a carve-out
Individual Account would be 24 percent of thetr retirement income, Those numbers
are even greater for beneficianies ¢ligible for Social Security in 2050 the add-on

+ Individual Account would be 29 percent and the carve-cut wonld be 38 percent.

individual Accounts could be accompanied by a guaranteed benefit or a guaranteed
return which would both reduce individual risk (but at a price),




APPROACH #4: NO STOCK MARKET INVOLVEMENT

PLAN DESCRIPTION

Transfer half of projected unified budget surplus 10 secial securiiy t

rust fund for the next

10 years. Maintain the current policy of investing the trust fund entirely in special-issue

government securitics.

Make common set of reforms {cover state and local workers, raise maxinum taxable

eariings limit, and Increase number of years 1o computation base from 35 to 38.)

Make other adjustments to traditional social security program to restore solvency,

Social Sgourity 15 the safest aspect of the “three legs” of retirement income and this
policy protects individuals from the risks of the market.

»
does not achieve a higher rate of return by investing in private se¢

Will need to rely heavily on traditional benefit cuts and revenue options since the plan

urities,

IMPACT ON TRUST FUND SOLVENCY;:
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Comnon Set of Reforms: Cover state and local workers, raise
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in Special-Purpose Bonds
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Remaining Actuarial Shortfali
{7 5~year balanee under present law is -2.19)

maximum taxable earnings limit, and change computation base from &-{} ? ﬁ,...*,,m §
35 0 38, " SRS

Transfer V2 Surplus to Trust Fund Over Next 10 Years and [nvest L ':"
+0367, -
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IMPACT ON BENEFIT LEVELS -

Impact on current
Taw benefits

Cammon Set of Reforms: Cover state and local workers, ralse

TR e — e -

maximum taxable eamings limit; and change computation base from ~3.4 percent
35t0 38, -
Across-the-Board Benefit Cuts Implied by Remaining Shortfall

-8.2 percent

Total Cut in Benefits Compared to Current Law

-11.2 percent,

KEV ISSUES
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Social Secunty surpluses.

Thus, it is not simply double counting,

_debt, the double counting argument has some merit. «

* Some have argued that transiering the surpéné te the Social Security trust fund inveolves
“double counting,” since the trust fund was already credited with the excess of Social
Security income over putgo, and the unified budget surplus is largely the result of

. Ifin the absence of transferring the surpluses 1o the trust fund, the surpluses would
have been spent or used for tax cuts, then transferring them to the Socisl Security trust
fund reduces the amount of debt issued to the public and boosts naticnal savings.

* Under the assumption that the surpluses would otherwise be used {0 pay off national
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SRR © KEY POINT #1: THE CASE FOR EQUITIES - MRS -
. Stocks have out-perfermed bonds over nearly all long periods of time in the US during
. the past century, -
- The “equity premium” is the difference between the average annual rate of

return sarned by stocks and the rate eamed by bonds. The table below shows
this difference in returns between the S&P 500 and the bonds held by the
Social Secunty trust fund for various fime periods,

. During the 20th century in the US, even large stock market declines have been more
than made up for in subsequent rebounds.

= A portfolio of 2 worker who hived through the 1929 crash -~ when the S&P 500
lost 85 percent of its value between September 1928 and June 1932 - would
have fully recovered by the end of 1936,
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“ End Year

_ 1949 1959 1969 1979 1989 1996
1939 .6.91 11.63 9.16 . 6.69 6.55 6.51
1949 . 16.56 10.30 6.61 6.58 5,42
1959 437 1.96 345 3.84

Start
Year 1968 . -0.39 3.00 3.64
1979 £.50 §09
1989 5582




KEY POinNT #2: CAUTIONS ABOUT EQUITIES

Markets fall. While 20th century US markets have always rebounded strongly from
large market declines, this need not be the case in the future.

- On three occasions duning the past 70 years, the S&P $80 index has declined aver two
years by more than 15 percent {in nominal terms).

-- Japan's Nikke: index has fallen by 60 percent since 1989,

- The S&P 360 (even including reinvested dividends) did not regain its 1968 value in
real terms until 1983

s nay he t ent stock market bistory, The tremendous recent
szcck marLct ;;;ezz‘f{;rmamc has iz&eiy increased supporn for investing Social Sccurity
funds in equitizs. If the stock market were performiing badly, as it did in the 1970s, it
is unlikely that people would be as eager to invest Social Security funds in the market.
Indeed, in 1979, Business Week ran a cover story entitled “The Death of Equities.”

Stocks may pot {etam their hi Simpie economic

modeis have trouble explaining why t.‘tm 2{}1}1 ccntu;‘y rate of mtum on stocks has been
so much higher than the return on bonds. Many econormsts think that the added nisk
from stocks 1s not sufficient to justify such a large “equity premium.” Given that it is
not well understood why stocks have out-performed bonds in the past, some
economists are concerned sbout whether this gap will persist into the future.

- X} g ystem, In the transition {0 2 new
Iridmdusl account systc*n, oiéer workcrs wazzié ;}arhc:pate in the system {oronly a
few years before they reached retirement. These workers would not have a full 40
years of market exposure. If a downturn occurred during their few years of
contributions, the older workers could end np doing worse than in safer investments.

: of ingd nee aff apturn. In asystem of Individual
A,ooomm mdmduais nght shift mzt of cquxtws aﬁer a market decline, missing the
recavery. If the trust fund were invested in equities, there might not be sufficient
political patience to stay with an equity-based system after a large market downtum, If
equity investments were shandoned after the first large downtum, such & system could
provide the worst of both systems, the low returns of bonds plus the risk of equities,

Percel ’ - ' nt marke ines. Individuals might feel that they had
famd ;;eor%y even 1f thcy haé donc bcttr:r over their lifetime being invested mn equitics
than in government bonds. For example, if the market fell substantially just before s
worker retired and annuitized hissher agcount, he/she might {eel that it was unfair that
workers who had retired one year earlier received higher retirement incomes.
Similatly, if a worker annuitized his'her account balance at a point when the stock
market is below a previous peak, the worker might feel like he/she lost even though
be/she did better over his/her lifetime.

Nalve investor yisk, Some individuals might lack the investment know-how to maks
wise investrent decisions. This risk could be largely eliminated by constraining the
investment options available to individuals,




Key POINT #3: RSk UNDER DIFFERENT REFORM PROPOSALS:

Risk in the current 5¢ Secu
However, it has other I”ofrms {}f risk:

The current system does not have market risk.

- Political risk that tax or benefit nules will change. For example, Social Security taxes
and benefits have changed numerous times in the past 60 years,

- Demographic risk that forecasts of mortality and fertility trends will turs outto be
incorrect, For example, if projected fertility rates dropped by 0.3 children per
woman, the actuarial imbalance would worsen by ahout 0.4 percent of payroil.

- Economic rigk that productivity growth will he higher or lower than
currently forecast. For example, if productivity growth fell by 0.5 percentage points,
the actuanial imbalance would worsen by about 0.55 percent of payroll.

g : : {ion of bep G € 4 arket risk. Evenin 2070,
payzz;ii zax revenye wﬁ’i bc su fﬁczmz He) pmwde two- thlrds of curmnt«law Social Security
benefits, If the full payroll tax continues to be dedicated to providing the traditional benefit,
then at most one-third of the total Social Security benefit would be at nisk.

- If only a limited portion of the trust fund — for example, 25 percent — were invested
in equities, Jegs than 15 percent of benefits would be dependent on stock market
performance,

- Individual accounts funded with contributions equal to $500 per capita or 2 percent of
payroll would typically provide less than 37 percent of total Social Security benefits
including LA account proceeds (assuming the accounts were invested half in bonds
and half' in stocks). Thus, over 60 percent of benefits would be free of market risk.

in;tst ﬁmd paztmlly mves;ed in equities, there would bc no nced to tac anmml herxeﬁts to year
10 year trust fund performance. Thus, market risk could be spread both across workers and
#eposs generations. In addition, since individual workers would not be making investment
decisions, there would be no “naive investor’” risk,




KEY POINT #4: SOME DOWNSIDE SCENARIOS

» The table below explores how Individual Account accumulations would vary with
investment strategy under a number of scenarios in which the stock market falls sharply and
fails to recover.

d The scenarios take & worker with average earnings who 1s 22 in 1998 and follow him/her
until retirement,

. The scenarios assume that the typical annual bond yivcid 15 6.4% (2.8% real), and that the
typical annual stock yield is 10.5% (6, 76% real). Thus, the equity premium is 3.86.
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KEY POINT #5; VARIATION ID RETIREMENT INCOME FROM MARKET EXPOSURE

Fraction of Social Securily

Beneli

Qutcomes from market investmeorts depend on when jndividual retires, Studies suggest
that individuals would have widely different outcomes from markel investments solely
because of the market performunce in the particular years in which they lived  For sxample,
average workers retiring in 1972 would have received a retirement annuity ecual to more
than 60 percent of their current-law Social Security benefits. Howaever, individuals retiring
two years latrr, in 1974, would have received an annuity that was only 20 percent of their
current faw benefits, o

In past century, Individual Accounts could have provided hetween 5 and 83 nercent of
gn average worker's current law Socigl Security benefits, 1f average workers had hada 2
percent Individual Account and retired a differeni times in the past century, their retiremont
annuities would have varied greatly: from § percent to 50 percent of their current law Social
Security benefits,

In most yeors, Individual Accounts could have provided g large enopgh appuity {o
ensure that current benefits were maintainea. One constructive way (0 view s result is
that under the illustrative pleas we discussed last week, the traditional Social Security
program would continue to provide an additional 66 to 83 percent of current-law benefits
(depending on whether the Individual Accounts were imnplemented as carve-outs or add-
ons). Thus, 10 maintain current benefits, the annuity from the Individual Account would
have to be at least 15 to 34 percent of current beneiits, depending on whether & were an add-
on or carve-out Individual Account.

There sare g pumber of Imitations to this analysis,. The chart assumes that the eniire
individuzal eccount was invested in the S&P 500, and was annuitized at the Aaa corporate
bond rate in the year that the worker turned 65, If a portion of the accounts were invested m
bonds, or if anpuitization happened in stages, the vaniation in experiences would be reduced.

Fraction of Social Security bensfits replaced by 2% Individual Accounts
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KEY POINT #6: WEALTIH CREATION

Supporters of Individual Accounts make strong arguments about how such accounts help to create
wealth and give lower-income workers a stake in the economy. Advocates base their argument on
four ideas:

i.

Agcess to Hisher Rates of Return, Because nearly half of all Americans have little or no
financial assets, Individual Accounts would give lower-income workers access to the higher
rates of return offered by the stock market, and allow them to butld wealth for their
retirement.

Allows Individuals To Use Access Income Howeyer They Want. Many Individual

Account proposals would require retirees who have sccumulated a large nest-egg to annuitize
enough of the account to provide a basic retirement income, while allowing the retiree 10 take
the remaining money in 2 lump-swn (0 be spent as they wish. In other words, retirees would
have to set aside a minimum amount of money, but the rest could be used for whatever they
desire.

- sequeathable. Some people die before they reach age 65,
and Individual Acceunts couid bc bcqueaﬂ*;a%;ia; thus making it possible for individuals whe
do not pass along any weaith to their heirs to do so. However, if a portion of individual
accounts were bequeathable, the income available for censumptwn during retirement years
wouid be reduced.

- Most reform proposal retain the existing structure for survivor benefits for young
people. However, cuts to the Social Security benefit formula - as part of
- comprehensive reform - would reduce survivor benefits,

- Pemmitting bequests is particularly appealing to low-incoms and minority populations
which have lower life-expectancy, and therefore, on average, would not receive their
Individual Account annuity for as many years. For example, life expectancy at age
65 is 1.8 yvears shorier for biacks than for whites. (In the traditional Social Secunty
system, the progressivity of benefit formulas ofisets the shorter life expectancy.)

: apge Perceptic aving. The experience of owning an Individual Account may
lPazi p&ople who é.a zzcz save currcmiy‘ to begin saving on their own. By directly showing
people the power of compound interest and the benefits of savings, we may alter people’s
spending habits.




KEY POINT #7: TRANSITION €COSTS AND MISLEADING RATES OF RETURN ARGUMENTS

THE CHARGE: .

SOImnge utd do better investing on thg;g gwn. Many critics ef Social
%urz:y ;}mnt to zhc razc of remm that workers will earn in the future on their

contributions into the system, and argue that they could do better on their own Investing
in individual accounts, :

v According to the Social Security actuaries, a single male with average eamnings
retiring in 2030 will receive a real return of only about 1-1/2 percent per year.

- Ry contrast, over the period 1926-1996, stocks earmed a real rate of return equal
to about 7 percent per year.

* By using the surplus to prefund retirement benefits and invest in equities, it is possible to
merease rates of retumn in the future,

THE TRANSITION ISSUE:

e The story is different if we are talking about funding individual accounts with revenue

z:tzrrently ailocawd to paymg benefits unéf:r the current syswm Inihmsgmmg]x

system. Nmety percent of mntrzbuncns into tize; Soc:al Sccz;zzzy systcm are useé
immediately (o pay benefits to today’s retirees and other benelicaries. If current
workers put their payroll tax contributions into individual accounts for their own
retirement, we will need to come up with some other way to pay wimtmmt bcnz%ﬁis far

;zmple wha are ezzzzﬁeci o Socaai secunty bcmﬁ:s

IsTaE Rats oF RETURN THE CORRECT WAY TO JUDGE SOCIAL SECURITY?

Some suggest that focusing too much on rate of return does not acknowledge that Social
Security plays a distinct role as a universal low nisk leg in the retirement structure that
you can always count on.




REAL RATE OF-RETURN TO S8OCIAL SECURITY CONTRIBUTIONS

{Percent per yearn)
Year born/
year age 65 Single male earner One-earner coupie
Low Avg. High Low Avg, High
carnings | carnings | eamings | eamings | camings | eamnings
1920/1985 4.4 2.8 2.5 8.1 6.6 63
193071995 3.1 1.9 1.5 6.1 5.0 4.7
196412029 24 1.3 0.7 4.7 3.7 3.1
200472069 1.5 0.8 0.2 4.0 3.0 2.4
£rEk BN K ey POINT #87 OFTIONAL INVESTMENTS IN INDIVIDUAL ACCOUNTS 25, i * 5

Seme reform proposals include a voluntary fndividaal account option. These options are
of two types:

Individual Account proposals that allow additional contributions

TYPE It

TYPE L Non-Individual account proposals that would allow for a Volumtary individual
aceount

ISSUES:

. A main benefit of these proposals is that for the haif of all American workers who do
not have pension plans this could be a major step toward increasing employment-related
retirement savings.

. Some employers who currently resist the administrative burden of setting up retirement
programs might mateh employee contributions, thereby augmenting the impact of the
worker's savings.

L However, 1t is possible that some employers who currently provide a pension to their
employees might cancel these plans knowing that their employees have this new
relirement savings option.

. In addition, since most employees currently have the option of contributing to an IRA,

the new sccounts might not be seen as providing much additional impetus for saving.

* Indeed, the plans could be criticized for giving upperincome Americans another
opporiunity for mx-preferred saving. This risk could be minimized by providing 2 cap
on total contributions to IR As, 401ks, and the new Individual Accounts,




I INTEGRATING INDIVIDUAL ACCOUNTS WITH THE
TRADITIONAL SOCIAL SECURITY BENEFIT

BASIC IDEA:
L Integrate an individual account with a defined benefit system so as to ensure a basic
-benefit package. -

. For example, plans can be designed to ensure that the combined income from the
individual account and the traditional Social Secunity benefit exceed a basic benafit
packege.

» This approach shifls some of the risk of individual accounts from individuals to the
federal budget.

® The simplest approach would be to provide a flat minimum benefit along with a large
individual account.

EXAMPLE #1;

3 Proyide a Safe Investment Ontion, The individual account plan could include a safe
investment option such as an inflation-indexed Treasury bond. Workers wha liked the
old systern and did not want to take on market risk would still be able 1o do so. The plan
could be designed to ensure that the combined individual account and Social Security
income for a worker who invested in the safe option was always above some benefit goal.
Workers who chose to take on more risk could come out ahiead or behind the benefit goal,

EXAMPLE #2:

. L, A portion of individual account accumulations could

be uscd to pay for beneﬁts zmcier the traditional defined-benefit Social Security system.
Since workers would continue to get their full benefit from the traditional system, their
total income would be higher even though part of their individual account was “clawed-
back.”

' i al benefit. An alternative way to describe Zl‘iis approach is that
thc tz*aézzmnal Sc:cxai Secw‘tty bencfit is reduced by some fraction {50 percent for

. example) of each dollar of income provided by the individual accounts. The advantage of

this second way of describing the accounts is that if does nof sound as much like 4 tax on
the individual accounts, The disadvantage is that it reduces the porlion of retirement
benefits provided by the {raditional Social Security program, and could lead to
diminished political support for the traditional benefit.

*



TLLUSTRATIVE EXAMPLE OF INTEGRATIVE APPRCACH

PLAR DESCRIFTION
. Fund individual accounts equaling 2 percent of eamings using general revenue.
. Make common sei of reforms (cover state and local workers, raise maximum taxable

eamings limil; and increase number of years in computation base from 35 to 38).

. Claw-back 50 percent of income realized from individual account accumulations, and use
to fund traditional Social Security benefits,

s Make additional adjustments to traditional Social Security program te restore solvency.

e KEYATTRACTION OF-THIS APPROACHIE 7. i

. Individual Accounts are provided allowing for a higher return while simultaneously
ensuring workers of a substantial risk-free Social Security benefit,

o e S

ik o e, SO

S KEY DISADYANTAGES OF TS APPROACHY . i, Tovean

. Under an add-on, individual accounts need to be funded in perpetuity even though
projected budget surpluses (under this plan} run out in 2023,

- The clawback could be perceived s a tax and might not be politically sustainable,

- If most of ;}eop?e’s benefit was perceived a5 coming from the individual account,

public support for the traditional Social Security program could fall, especially among
high income workers.

IMPACT ON TrUST FUND SOLVENCY!

Cammt)ﬁ Set of Reforms: Cover state and local workers, raise
maximum taxable eamings limit; and change computation base from
35to 38.

Revenue from Taxing Individual Account Accumulations.

Remaining Actuarial Shortfali
(75-year balance under present [aw is -2.19}




IMPACT ON BENEFIT LEVELS

IMPACT ON CURRERT LAWw BENEFITS
Low earner Average carner Bigh carner
{$12,000) {327,000 {843,000)
i_ommon Set of Reforns ~3.0 pereent 3.0 pereent 3 .{gigiﬁrcezzi
Across-the-Board Cuts Implied -3.1 pereent w332§;}cr§az}{} w3i§‘pe'¢rc'cm .
by Remaining Shortfall s S
Expected Annuity Provided by +8.1 pereent «?1{}.8;3@?5@1:1;.{& i A SEpcrcent,
Individual Account (2030) R Y B R
Total 2.0 percent : &’?’per&:mtw ’?6‘5?2‘:_:5&2
. The annuity provided by Individual Accounts assumes the stock market grows at its

historic rate; an optimistic level for administrative costs (only 10 basis poinis); and
reflects single workers only, who gain more from Individual Accounts than marmied

coupies.



I ADMINISTRATIVE COSTS

Km' POINT #1: INTERNATIONAL EVIDENCE ON ADMINISTRATIVE CﬂS'rs {
%‘15‘ e IN INDIVIDUAL ACCGUNT ?LANS

. "Administrative costs in Chile have been high, The accumulation of administrative
costs over a worker's career results in retirement income in the Chilean system that is
20 percent lower than it would be if there were no administrative costs.

;amgg. ’i‘hc ﬁmds are hzghiy regulatexi in the types of aiiawablc mvcs!mems and offer
very similar portfolios. Individuals are allowed te switch portfolios every 4 months.
This has caused fierce competition. The funds spend huge amounts on advertising,
have increased their sales forces, and offer incentives such as televisions or trips to lure
individuals to their particular fund. This non-price competition has driven up costs,

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

xy,gi;. Zzz ;he UK., wa}rkcrs can opt ozz‘z of the ca.rmags r&lated def“ i‘i&é ‘z}cneﬁt systcrzz,
and instead contribute to an individual retirement account. A recent paper by Professor
Peter Dizmond reports that the charges for these individual accounts are large,
complicated, and often not visible to the workers. He calculates that the total
administrative costs in the typical UK account reduce retirement income by more than
24 percent,

mﬂs_ﬁm ’i{‘he lessarz ﬁmn :E:msc two axampies Is ngz thai mdiﬂdual accaunt |
systems are necessarily expensive, but rather that it is iroportant to design systemsina
way that provides the desired services at a reasonable cost,




Ky POINT #21 ADRMIRNISTRATIVE COSTS DEPEND ON SERVICES PROYVIBED

Administrative costs can have 8 large imoact on retirement income.

Anreaal Administrative Costs Percentage Reduction in Value of
10 24
50 ' 11.5
100 ' 21.5 "

t.US s ey 1t ists. The current Social Securnity system has
maintained an extremel ¥ Zaw level of administrative costs. Less than | cent of every
dollar paid into the sysiem by workers and employers goes 1o administrative costs. To
achieve this low an administrative cost, an individual account plan would have to have
annual administrative costs of less than 5 basis points.

Investing trust fund in eqnities would be extremely inexpensive, Estimates suggest
that costs conld be only one-half of one basis point.

Under individua] acconnts, cosis oe

Estirnated Administrative and
Investment-Manaeement Costs for Individual Acconnts
{bps = basis poinis)

Administering Bady Passive Mutsal Fund - Astive Mutual Fund
Goverament-Based {e.p., TSP) B-16 Bps 58-66 bps
Emypdoyer-Based {2,008 workers) 3644 bps 109-117 b5
Employer-Based (25 workers} 76-86 bps 138-148 bps
individuul-Based {e.g., IRA) 8151 bps 143-15% bps

Account balances would be smal! at

thc beginning, dzwzng up wst razws

The costs of actively managed funds are sipnificaptly hizher than gre the costs of
jndex funds, A 1998 Departiment of Labor study found average expense ratios for
actively managed retail large equity funds of 147 basis points, while average expense
ratios for index funds were only 59 basis poinis.

\gical advances might reduce the cos 2 y e, I fund
allecazlons z:wld be handied by an antomatic w!cphcne pmmdurc Or oVEer the Internet,
individuals could be permitted to reallocate their portfalios frequently at a relatively
tow cost.



http:den~nding.Qn

Kev POINT #3: Tug TSP MoneL

The Federal Thyift Savinges Plan has been a model any individual gceon
proposals, Its costs are low - roughly 10 basis points per year, excluding smployer
costs of reporting individual earnings to the TSP,

= Costs are low in part because TSP offers only 3 investment options - 2 stock
irdex fund, a corporate bond fund, and a Treasury security fund -- and all three
funds are passively managed. In addition, the participating “employers”
(Federal departments and agencies) are large. Finally, the total pool of funds is
large, and TSP runs a competitive process inn issuing coniracts o private fund
managers to run the funds.

A pational governsy Mm_lammum_& The TSP

covers 2.6 million partlcxpams ai of‘ wh work for one employer (the Federal
government), A universal personal account system would eventually involve 180
million individual participants, who work for 6.5 million different employers.

- Last year over 535 million individuals called the SSA’s 800 number. Many
additional calls would need to be handled ifindividual accounts were set up, In
recent testimony, Frank Cavanaugh, former Executive Director of the TSP,
estimated that a Social Security reform plan modeled alter the TSP “would
require at least 10,000 highly trained Federal employees to man the telephone

and answer employee questions.”
{‘

es could arise in a TSP.stvle plan. Because the

govcmmcnt w ould he cczztracmg w:ti; a small number of private-sector managers to
invest the aggregate holdings of the accounts, corporate governancs issues could arise
that are similar to those that would arise if Social Security were invested in equities,




. Key.POINT #4: How WOULD SERVICES BE PERCEIVEDT

How would services be perceived? In a very inexpensive sysiem, the services

provided would likely be perceived as inferior 1o those provided under workers® other
investment accounts such as 401ks and IRAs, For example, workers might have their
contributions deposited into their accounts only infrequently, be given limited

- ppportunity to reallocate their portfolios, and receive less fequent statements of
account balances.

- Some analysts fear that people would be disappointed when they realize that
under some forms of a TSP approach, deposits would not be made to individual
accounts until October of the following year (the date at which S8A and IRS
essentially finish reconciling the previous year’s eamings). In 401k plans,
contributions are made much more frequently.

-- QOthers feel that the individual account will seem like a new tax cut and that
people will be pieased to receive it, If 2 new policy is announced that every
vear $500 or 2 percent of earmings will be deposited into your account 90 days
after you file your taxes, it will seem like a good deal,

popularity, Pmpamms of mdtvlduai accawlts hold 11;3 savings account beokleis and

suggest that people could have frequent reports on account balances, wide investment
choices, and the ability to reallocate thcu' portfolios whenever they want. These
features would raise costs,

Political pressure for added services could drive up eosts. There might be political
pressure (0 introduce additional services, such as emergency loans against the
accounts. The additional services would drive up costs.




IV, CORPORATE GOVERNANCE

Key POINT #1: POTENTIAL PREOBLEMS

Same experts have proposed that as much as 50 percent of the Social Security trust
fund be invested in equitics. Under this scenario, the trust fund would be a very large
share of the U.S. stock market. In fact, it could rise to as high as 15-30 percent of total
equity holdings in 2030

Even smaller fractions could raise issugs such as “the government is the largest single
shareholder of 200 of the 500 largest companies.”

Additional possible tmplications of investing the trust fund in equities include:

al eeisions, Political considerations sould
mﬁumca the manner zrz whxch the 'Z“msz Fund is investied.

sues. The government will have to decide whether and
how to exercise xts 1 ght as a shareholder fo choose corporations’ managers and
mfluence business decisions.

3. Constraints on economic policy-making, Investing a large share of the Trust

Fund in equities could constrain economic policies that affect stock prices,

25 3T DICSS ts, Some of the issues listed
here wuld aiao arise zmdcr a systa:m of mdmzim} accounts if the system were
centrally administered and investors were linuted 1o a small number of
investment vehicies,




KEY POINT #2: POTENTIAL SOLUTIONS

A number of strategies have been suggested for limiting the risk of these adverse cutcomes.
Several of these strategies are intervelated.

»

An independent investment board, Like the members of the Federal Reserve Board,

. the members of a Social Security Investment Board could be appointed to long

overlapping terms, and could be subject to removal only “for cause”™ The Board could
be empowered to determine its own budget and submit it directly to the Congress.

Qualificarions. Mermbers of the board could be required to be from the private sector,
and have substantial expertise in the investment industry, pension industry, or similar
background, (Such qualifications are currently required of the TSP Board members.)
Nominees could be rated as “well gualified,” “qualified,” ot “not qualified” by some
outside group in a procedure modeled on the rating of judicial candidates by the ABA.

Strict fiduciary duty. The Board could be charged with acting in the sole interests of
the beneficiaries of the Trust Fund, and no other interests, however menitoricus. '

Limited investment choices. The experience of the state pension funds suggests that
scope for non-economic investing is especially great when the available range of
investrent vehicles s broad. For example, some state funds are authorized fo invest in
local infrastructure, in-state equity funds, Ginnie Mae and Fannie Mace pools,
residential mortgages, and smal’-business loans, By contrast, the Thrift Investment
Board is authorized 1o invest in only five broad funds, and thus fav has avoided any
difficulty with issues related to corporate govemance,

Proxy voting strategies. Some have suggested that government-owned shares simply
not be voted, or be voted in proportion to the votes of non-gevernmental sharcholders.
This approach would have the downside of effectively destroying one of the important
sources aof value in share ownership, namely the power {o vote, and facilitating the
ability of managers to be unresponsive {o shareholders. In addition, minority
shareholders could be turned into majority shareholders. One altermative strategy for
dealing with this issue would be to require that the shares be voted by the private-
sector firms serving as portfolio managers; these firms would be under fiduciary
responsibility to act in the best interests of the beneficiaries of the plan. Ancther
options would be to limit the share of any one company that the government could
hold.

Culture of non-interference. Since Congress could pass a law altering any of the
safeguards, it will be important that a culture of non-interference develop arcund the
independent board, similar to the culture surrounding the Fed.




KEy PoInt #3: Ty NEW CANADIAN SYSTEM

The Canada Pengsion Plan (CPP) is expected 1o begin investing in private securities in carly
1999, Drafl invesiment regalations have been ;:xm;}osed and final repulations are expected to
be issucd later this summer.

* Investment decisions will be taken by a 12-member Investment Board (yetto bz
named), Each member of the Investment Board will serve a three-year term, can be
reappointed, and will receive pay similar to that in the private sector.

. The members of the Investment Board will have a fiduciary responsibility to the fund,
specifically, the Board members are {o “manage any amounts transferred to it . . in the
best interests of the contributors and beneficiaries™ of the CPP, They willbe held to a
“prudent person” standard, and members with special knowledge or skill will have a
higher leve] of responsibility.

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

. The draft regulations covering the first three years of operation call for all investment
in equities to be undertaken passively (that is, via one or more indexes).

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

. After three years, the investanent regutations will be reviewed by the Finance Minister
and the provinces.
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MEMORANDUM TO: GENE SPERLING

FROM: PETER ORSZAG

JEFF LIEBMAN
SUBJECT: White House Conference on Social Security
DATE: September 13, 1998

Following your instructions, we have started to think through how fo structure and prepare for
the December conference on Social Secunty. hs particular, we are trving to flesh out the “tcach-
in” approach, in which the conference serves us an educational backdrop to the beginming of
bipartisan negotiabions in January. The general concept would be to have an opening plenary
SESSIoN, mcfudmg a we%come and anverview ol the reform challenge, followed by a sertes of

$IX WOT, sinasuhich.clasges of - s0 people rotatg Ihmugi:a presentations and discussions
with oulside experis e THe sessjon would then wrap up with a

concluding pazzei on how 1o ;mt the picces wgether mto a comprchensive pian {as well as
concluding remarks by the hosts).

This memeorandum;

* Presents several questions that affect our thinking about, and planning for, the
conference;

* Provides an overview of how the conference could be siructured;

. Proposes a drafl agenda for the sonference, mcluding specific sessions, topics, presenters,

and background materials {as well as i draft schedule for 1he condorence and u complete
list of proposed and possibie presenters)


http:worki.bn

I. QUESTIONS REGARDING THE “TEACH-IN” APPROACH
We have several crucial questions that affect how the conference would be structured:
Furticipation

ongressional participation: Is the session mtended to cducate Congressional staffors, to
educate Congressmen themselves, or o serve as the beginning of high-level negotiations? Our
working hypothesis is that the session 1s primarily intended 10 educate staffers, although some
Congressmen may participate in the workshops.

2. Adminisiration participation: What level of POTUS and other senior Administration
involvernent should we assume? Qur working hypothesis is that the POTUS will open and close
the session, but not participate in the intcrvening workshops,

3. Press participation: Wil all the sessions be open to the press? We recormmend that the
plenary sessions be open-press, and that a few carefully selected reporters be allowed to obserye
the workshops on an off-the-record basis,

rticipation: In addition to Adminisiration representatives, Congressional
s*cprese:matz ves, the ontside experts, and the press, will there be any other parficipants?
Possibilities include representatives {rom interest groups {e.g., AFL-CI(, Chamber of
Commerces; lobbyists; the hosts of the regional conferences; other outside luminaries {e.g.,
Pinera, Bally, and other experts who are not necessarily presenting anyviling. Qur initial
suggestion 15 to strictly limit such participants. In particular, if inferest groups are permitted, we
will have to think very carcfuliy aboutl the mvitation list to ensure both fairness and feasibility.

Logistics

A_WMM
5. Length: Our working hypothesis is(y two-day confer&nc@wday conference would make
i extremely difficult 1o explore the compi . Ve IENET 10 anvibing bevond the most

superficial manner. A three-day conference may be oo long to maintain the attention and
interest of the participants (as well as the presenters).

Dates aad location: We understand that the prelimmary plan 18 (0 host the conference i early
December, and that the President’s calendar 1s wide open right now for carly December. The
sooner we can pick spegific dates, the better, In addition, we will need to select a site for the
conference. Should we get Jon Kaplan involved on these issues in the near future?

e

Planning and prepuration

: Gt R ' reparing: How much Congressional
;}amupatzaz} Wtil bc inve vz“:é in ihc pl&nmn‘g f,znd pmparzzzg stages? We assame that most of the

¥
L



important issucs will be discussed with relevant Congressional members and staff as the planning
proceeds.

8. Preaeading material: Will the outside experts prepare balanced papers 1o be distributed
before the conference, or mercly balanced presentations to be given during the conference? H the
outside exports prepare papers, they conld be combined with other extant background material
into a binder that participants would receive approximately one week to 10 days before the

conference. fwg éggzég H) hagd gzg;g g;;g«»zgadmg maieﬁal, fir 51 gir;;jzg §h§guk§ bc due ag ihe eng of

11, OVERVIEW OF CONFERENCE

The conference will be held over two days in early December. It will oper with an address by
President Clinton and the Congressional Leadership. Then the participants will be briefed in
plenary sessions on the structure of the Social Security system and the challenge facing the
system. Following the plenary sessions, the gamicipants will be split up into groups of 30 and
attend a series of workshops, Those groups wall remain together throughout the conference,

z‘a&z‘%mg, ‘zhmugﬁz the dszez‘em warks?zaps on speczi'zc £Opzcs We §§§3§‘g§ itls gg}g ggg fg the

The workshops will each last 90 minutes, and involve a presentation by two oculside experts on
the pros and cons of speaific reform opiiong, Tollowed by a general discussiofy of how THE GPToH
could be best structured, Oar current plan is for six workshops, discussed below. (Since the
enttside experts will play such a crucial role In presenting the pros and cons and facilitating the
discussion, we plan to have them give “practice” presentations to the Administration’s {echnical
working group three weeks before the conference.}

Following the workshops, the group will gather back together for a plenary scssion on how to pul
together a comprehensive plan given all the disparate refonm options. The hosts will then close
the conference with a final plenary session.

To ensure that participants are properly prepared, we would put together a set of background
zmwrials that would be sent out approximately one week to 10 days before the conference, We

i need to discuss whether the bam materials will ing - PAPCTS, OF Hlso
papers apecifically wrilien for this conference. We wiil alse need to discuss how widely the
hackyround binder would be distributed.




11, POSSIBLE AGENDA

OPENING (30 minutes)

Leader: President Clinton and Congressional Leadership
Participants:  Plenary

Topics: Welcome and objectives

STRUCTURE OF THE SOCIAL SECURITY BYSTEM (45 minutes)
Leader: Ken Aplel

Participants: Plenary

Participation in system and characteristics of beneficiarics
Structure of benefits (retirement, digability, etc.)
Eligibility for benefits

Benefif computation

Benefit reduction and increase (DRC, clc)

COLAs

Taxation of benefits

Sacial Security payroll taxes
Social Security trust fund

Topics:

el S O e al a

Rackgroand materials;

1. 1998 Green Book
2. SSA publications

OVERVIEW OF THE CHALLENGE (45 minutes}

L¢aders: Option 1: Charles Shultze and Herbert Stein

Option 2: Laura Tyson and Martin Feldstein or Paul Voicker

Option 3. Alan Greenspan
Purticipants:  Plenary
Topics: Aging of the population (include a demographic expert?)
. Natural maturation of pay-as-you-go sysiem

1
2
3. Actuarial imbalances and projections
4, Objectives of reform



Background materials: .
1. 1998 Trustees report
PANEL SESSIONS (EACH 30 MINUTES)

NOTE: Each group will rotate through the six panel sessions, The first panel will be held before
lunch on the {irst day; the sccond and third will be held in the aftermoon. The fourth and fifih
panels will be held on the morning of the second day, and the final ;t}anel wzli be held
1;?1medlate y ai‘ter tunch on the second day. MQM&Q; : -

ond 2 e specifi

PANEL 1: BUDGETARY AND MACROECONOMIC IMPLICATIONS

Leaders: Robert Reischauer and Jim Poierba
Topics: I. Current budget projections

2. Impact of Social Security system on budget with no reforms

3. Budgetary benefit of various reforms-

4. MNational saving projections with no reforms

5. National saving implicotions of Social Security reform (brief overview)

Background materials:

1. Analpiical Perspectives from the Budget

2. Engen angd Gale, “Effcets of Social Security Reform on Private and Nationa!
Saving®

3. Poterba, Venti, and Wise, “How Retirement Programs Increase Savings”
(TEP, 1996) ’

4. CBO, Loug Term Budgerary Pressures and Policy Options (May 1948}

PANEL 2: RETIREMENT AND HEALTH

Leaders: Jon Graber and Victor Fuchs
Tapics: 1. Trends in life expectangy
2. Trends in health status and ability to work
3. Trends in retiremcnt behavior in US and wround the world
4, Description of current and projected nles for NRA and EEA
5. Accelerating increases 1o the nornial selirenient age, and increases beyond 67

g

Increases in the earliest eligibility sge
Implications for private pension sysiems and disability insurnnce

]
.

L



Background materials:

1,

2

. Wy

David Wise, “More Older People Living Longer, Working Less”
Gruber’s papers on incentives for retirement internationally

PANEL 3: OTHER BENEFIT AND REVENUE OPTIONS

leader: Option 1: Gene Steuerle and Michae! Boskin
Option 2: Bill Gale and Ed Gramlich

Topics:

. COLAs

|

2. Siae and local workers (including Impact on current state and local programs)
3. Maximunm toable camings

4,
5
6
7

Income tax exemptions and ireatment as private defined benefit plan
Primary insurance amouni adjustments

Computation period extension

Impact of reform options ot minotities and women

Background malenals,

1.

Ciramlich report {relevant sections)

PANEL 4: ADMINISTERING INVESTMENTS IN PRIVATE SECURITIES -~
EITHER THROUGH TRUST FUND OR INDIVIDUAL ACCOUNTS

Leaders: Option 1: Representatives fron TIAA-CREF, Fidelity or State Street, TSP, and/or
SSAJIRS :
Option 2: Peter Diamond and THBD
Option 3: Representatives from other countries {e.g., UK and Australia on private
accounts, Canada on Trust Fund invesimenis). Could be combined with option |
or 2.

Topics:

How individual accounts might be set up
-~ Mechanics of reconeiliation

2. How investment board for Trust Fund might be set up

3. Administeative costs of ixdividual accounts — evidence from other countrics
4. Adminisirative costs of individual accounis - evidence from other 1.8,
CRPQIICNces :

5, Administrative costs of Trust Fund

6. Corporate governance issues: Trust Fund and individual accounts, including

mvestment rules and investment board



PANEL & INVESTING THE TRUST FUND IN EQUITIES

f.eaders:

Topics:

Henry Aaron and John Shoven

1,

Bencfits {0 broadening asset diversification of Trust Fund: actuarial impact

and savings impact

R

Benefits 1o hroadening asset diversification of Trust Fund: risk sharing
Patential size of Trust Fund holdings relative to market aggregate
Investment rules -- indexes, intemational, ete. (see hink to sbove)
Canadian expericnce

Budgetary implications

Background materials;

1. Alicia Munnell’s paper

2. Chapters from Aaron and Reischauer’s forthcoming book
3. Paper by Theo Angelis

PANEL 6: INDIVIDUAL ACCOUNTS

leaders:

Topics:

Martin Feldstein and Steve Zeldes

bl adl e

Funding sources: general budget ve payroll charge
Mandatory vs. voluntary

Effects on national saving

Rates of return (see ink to administrative costs above)

Background materiuls:
1. Geanakoplos, Mitchel!, and Zeldes
2. Feldstein and Samwick

RETURN TO PLENARY SESSION

PUTTING A PLANTOGETHER {(6{ minutes)

Leaders:

Participanis:

2d Gramiich, NCRP Congressional staff {e.g., Blahous/Loreazen), and Steve
Goss .

Plenary



Topics:
1. Interaction effects between different reform options ~ illustrative examples
2. Timing effects and impact on different cohorts
3. How some iliustrative plans were actually pul together

CLOSING SESSION (30 minutes)

Leaders: President Clintan and Congressional Leadership

ILLUSTRATIVE SCHEDULE FOR DAY ! AND DAY 2

Conclusion

38 minuies

Day 1

Event ‘ : Proposed time Possible schedule
Opening 30 minutes 9:00-930
Structure of the Social Secunity system 45 minutes 9:30-10:13
-Overview of the challenge 45 minutes H5-1100
Break 13 minutes 11:00-11:15
Pancl scasion #1 O minutes 11:15-12:45
LANCH &G minutes 12:45-1:45

Panel session #2 4¢ minutes 1:458-3:45

Break 15 minutes 315-3.30

Punel session #3 90 minuies 3:30.5:00

Day 2

Event Proposed time Possibile schedule
Panel session #4 90 minies $:00-10:30

Break [ 5 nimgtes HE30.50:45
Panel session #5 90 minutes 10:45-12:18
LUNCH 60 minutes 12:15-1:15

Panel session #0 08 minutes 1:15-2:453

Break 18 minutes 2:45-3:00

Paotiing a plan together 60 minutes 3:00.4:00

4:043.4: 38



LIST OF POSSIBLE QUTSIDE EXPERTS PROPOSED ABOVE

Henry Aaron
Michael Boskin
Peter Diamond
Martin Feldstein
Victor Fuchs
Bl Gale

Steve Goss

Ed Gramlich
Alan Greenspan
Jon Gruber

Jim Poterba
Robert Reischauer
John Shoven
Charles Shulize
Herbert Stioin
Gene Steusyle
Laura Tyson
Paul Volcker
Stove Zeldes

Representatives from:

TIAA-CREF

Fidelity or State Stiget

TSP

SSAVIRS

{ther countrics

NCRP Congressional staff (e g, Blahous/Lorenzen)

Other possible outside experts
Alan Blindes
Barry Bosworih
Giary Burtless
David Cutler
Brad del.ong
Milton Fricdmaa
Larry Katz
Robert Litan
Greg Mankiw
Alicia Munnell
June 0" Ngill
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THE WHITE HOUSE
WASHINGTON

September 29, 1998
ANNOUNCEMENT OF FIRST BUDGET SURPLUS

IN A GENERATION

DATE: ~ Sepiember 30,1998

PLACE: Rose Garden

TIME: Pre-Brief 16:00 a.m. - 130 am.
Meet &Greet 10:30 am. - 1035 s,
Event 135 a.m. - 11:00 a.m,

From: Gene Sperling

PURPOSE

On the last day of the fiscal year, you will announce that the U.S. government has
balanced its books for the first time in 29 vears -- and indeed achieved a surplus. You
will make the case for sticking with the economic strategy that achieved this success:
maintaining fiscal discipline, investing in people, and leading the world economy toward
renewed stability and open markets. '

BACKGROUND

You will speak to invited guests from Congress, the buginess community, and the cabinet
in the Rose Garden about the historic achievement of balancing the budget. You will
highlight the benefits of a balanced budget to working Americans and urge Congress to
maintain the fiscal discipline that led to this success - by reserving the new budget
surplus unti! we have strengihened Social Security, ‘

You will be introduced by Mas. Kay McClure, the President and Co-Founder of Walhonde
(WALL-hon-da) Tools, Incorporated. While the firm is a small family-owned business, it
makes sophisticated precision tools for heavy construction projects, such as pulp-paper
factories, nuclear submarines, and petro-chemical and food processing industrics. The
firm exports to Japan, Norway, Canada, and Mexico and is trying to break into the
European market. Walhonde began to export to Japan in about 1994, after Ms. MeClure
parficipated in a trade mission there with Senator Rockefeller. Walhonde has felt the
impact of the Japanese econommic downtum and has recently cut its prices so that it could
still compete there.

Since 1993, Walhonde’s revenues have expanded by more than a quarter and their profit
margin this year will be about 25 percent. They hope to have a million dollar in sales
within the next couple of years. They have also increased their workforce from 3
employees - several part-time - to 9 employees today (8 full-time and one part-time}.
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And they are looking to hire one additional worker in the next 3-6 months. Wathonde has
experienced first-hand the benefits of today’s economy: their line of credit has been
expanded dramatically and banks are even coming to the firm seeking to lend money,

Ms. McClure is married to the inventor of Walhonde's product ne. She has four
children {three of whom work for Walhonde) and nine grandchildren. She was a delegate
to the President’s 1995 White House Conference on Small Business where she placed
special emphasis on international trade issues, taxes, and intellectual property rights.

PARTICIPANTS

Pre-Brief

Erskine B. Bowles .
Sylvia Mathews ‘
John Podesta

Jake Siewert

Event

POTUS

Erskine Bowles

1. Kay McClure (goes by “Kay™), President of Walhonde Tools, Inc.
PRESS PLAN

Open Press

The President, Erskine Bowles and I. Kay McClure are announiced o a stage at the east
end of the Rose Garden .

Erskine Bowles introduces Kay McClure.

Kay McChure introduces the President,

The President gives remarks.

The President works a ropeline and departs. |
REMARKS

To be provided by Speschwriting
ATTACHMENTS

Background papser on surplus.



PRESIDENT CLINTON:
“ CLOSING THE BOOK ON AN ERA OF DEFICITS -
THE FIRST BUDGET SURPLUS IN A GENERATION
September 30, 1998

President Clinton Closes The Book On A Generation of Deficits. In 1993, President Clinton put in
place a three-parl economic strategy to cut the deficit to help reduce interest rates and spur business
investment; to invest in education, health care, and technology so that America was prepared to meet the
challenges of the 21st century; and to open markets abroad so that American workers would have a fair -
chance to compete and win across the globe. Today, America’s fiscal house is in order. Afier three
decades of budget deficits, today marks the final day of fiscal year 1998 -- the first year the United States

government will record a budget surplus since 1969.

Instead of $357 Billion Peficit, About $70 Billion Surplus This Year. When President Clinton took
office, the Congressional Budget Office (CBO) projected the deficit to be $357 billion this year; using
preliminary information, the Administration expects the surplus to be about $70 billion this year. (The
final numbers will be available at the end of October.)

About $70 Billion Surplus — The First in A Generation. In 1992, the deficit was $290 billion -- the
biggest dollar deficit in American history. This year, the Administration expects the surplus to be about
$70 billion -- the first in a generation (1969) and the biggest dollar surplus in American history. Asa
share of GDP, the budget surplus would be aimost one percent this year -- the largest since the 1950s.

Six Years in A Row of Fiscal Improvement — The First Time in U.S. History. Reaching a
surplus in 1998 marks the sixth consecutive year of improved fiscal balance -- the longest period in
all of American history.

Surplus Estimated To Reach $150 Billion By 2002. President Clinton promised to balance the
budget by 2002. The budget is not only balanced this year -- four years ahead of schedule -- but is in
surplus, which will grow to $148 billion by 2002, as projected in the Administration’s mid-session
review. Instead of the $579 billion deficit projected by CBO for 2002, the Administration projected
in May 199¢€ a surplus of $148 biilion for 2002 -- a $727 billion swing.

While Cutting Federal Spending To Its Lowest in a Quarter Century, President Clinton Has
Expanded Critical Investments in the Future, Such As Education and Training. President
Clinton’s 1993 Economic Plan included $255 billion in spending cuts over five years -- more than
half of the total deficit reduction package. As a result, federal spending as a share of the economy
has declined for each of the past 6 years and is now the lowest in 24 years. However, as spending has
been cut in lower priorily areas, President Clinton has dramatically increased funding in critical areas,
such as education and training, children, the environment, health care, and research and development.

While Eliminating The Budget Deficit, President Clinton Has Provided Tax Relief for Middle-
Income Families. Because of the tax cuts for working families signed into law by President Clinton, the
typical American family of four will face the lowest federal tax burden in over two decades (since
1976). President Clinton proposes to build upon this record to provide additional targeted, paid-for tax
relief for child care, education, pensions, affordable housing, and the environment,

We Cannot Turn Back: We Have Fixed The Fiscal Deficit, Now We Need To Fix The Generational
Deficit. In the State of the Union, President Clinton said that any projected budget surpluses should be
reserved until Social Security is reformed. Today’s achievement of the first balanced budget in three
decades makes President Clinton’s call even more timely. President Clinton will oppose any spending or
tax proposal that fails to set aside surpluses until we have strengthened Social Security for the 21st century.
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For America’s Working Families, The Improved Fiscal Sitaation Means Lower Morigage Rates And
A Brighter Economic Future. Here's what the improved fiscal situation means (o typical families:

Lowsr Deficits Mean g Lewer National Debt - 317,000 Less Debt for 8 Family of ¥Four. The national
debt is $1.2 trillion lower now than projected by CBO in 1993 - that's over $17,000 less debt for each family

of four in America,

Lower Deficits Mean Lowe - [housands. The
government's share of totai bom}wmg nUs, crcdzt mari(ﬁ%s ?:33 bm cizmmawé from marly 60 percent just
§ix years ago -- which, accordmg to the Fall Street Journal (577}, has played a “major role™ in kecping down
interest and mortgage rates. According to the New York Times snd Money magazine, Jowsr morigage rates

« have saved the 10 million families who refinanced their home mortgages $1,000-32 000 per year, on average.

[Bourve. New York Times, BI3/SG; Money, R/%6}

Lower Morigage Rates Mean Higher Homeownership. Lower mortgage rates -- along with higher family

“incomes, faster job growth, and the President’s National Homcownership Strategy — have helped raise the

national homeownership rate 1o #88 highest level in American history (66.0 percent), [Sourve: Bureau of the Census.)

Lower In!er‘est Rates Mesn Pagste  Growth. Under President {linton, real busingss

productive investment growth has avcmgcd 12.8 perce:zt « the fastest since John F, Kennedy was President,
{Source: Bureau of Economic A.nalyms. Depactrment of Commerce.

Lower Interest Rates Mean More New Small Businesses. With lower interest rates, more people are
mvesting in starting small businesses. As a result, in each of the last five years, we have had a record number
of new small businesses, {Souror: Tun & Bradsireel}

Faster Business Investment Growth Means Faster Eco lore Jobs. Faster business
investment growth helps expansd capacity and has ieé w fzsw goonomic growth mé more jobs under
President Clinton. Since President Clinton took office, the private sector of the cconomy has grown 3.9
percent per year -- far stronger than under President Reagan {3.0 percent per year), the economy has added

16.7 million new jobs, and unemployment has fallen to 4.5 percent -- the lowest in 28 yoars. [Souce: Based on duts
frem the Bureay of Economde Anslysis, Department of Commerce, and Buresu of Labor Statistics.)

Experts Agree That President Clinton’s 1993 Economic Plan Helped Cui the Deficit, Lower Interest
Rates, Spur Business Investment, and Strengthen the Economy. The economy and the budget are
now working in a virtuous cirle — lower deficiis have led to lower interest rates which have led to faster
business investment which led to faster growth which led to even lower deficits. Experts agree that
President Clinton’s 1993 Beonomic Plan helped create this virtuous circle.

*

Alan Greenspan, Federal Reserve Chairman, 2/20/96: The deficit reduction i the President’s 1993
Economic Plan was “an unquestioned factor in contributing to the improvement in cconomie activity that
acourred thereafter™ ’

Business Week, 5119797 “Clinton's 1993 budget cuts, which reduced projected red ink by more than $400
billion over five years, sparked s major drop in interest rates that helped boost investment in all the cqmpment
arud systems that brought forth the New Age economy of technological innovation ang rising productivity.”

U.S. News & World Repors, 6117/96: “President Clinton's budget deficit program begun in 1993, {led] o
lower interest rates, which begat greater investment growth (by double digits since 1993, the highest rate since
the Kennedy administration), which begat three-plus years of solid economic growth averaging 2.6 percent
annually, 50 percent higher than during the Bush presidency.”

Paul Velcker, former Federal Reserve Chairman, dudacity, Fall 1924: “The deficit has come down, and 1
give the Clinton Administration and President Clinton himself a lot of credit {ot that... and [ think we're seeing
some benefits”

Foriune, 10/3/94; “[The President’s] economic plan helped bring interest rates down, spurring the recovery.”



THEN AND NOW:

A LOOK BACK AT WHEN AMERICA
HAD ITS LAST BUDGET SURPLUS

WHEN WE HAD LasT Tobay (1998)
BUBGET SURPLUS (1969)
Dow Jones
Industrial 876 BO&1
Average {3aly 1} {Septerher 19)
Price of a Can 15 cents 65 cents
of Coca-Cola ‘
Home Run Harmon Killebrew hits 49 Mark McGwire hits 70
Leader home runs home runs
Most Popular Rowan & Martin’s Seinfeld
TV Show “Laugh In” {past sazon)
fis Julyy
Median Family $5,433 $44 568
Income
Size of U.S. $982 billion $8.441 trillion
Economy
NBA . Boston Celtics Chicago Bulls
Champions
' David Brinkley (NBC), Tom Brokaw (NBC), Dan
Anchors of Walter Cronkite {CBS), and Rather (CBS), and Peter
Network News Howard Smith and Frank Jennings (ABC).
Reynolds (ABC).

World Series ~ New York Mets 7
Champions |
Best Picture Midnight Cowboy Titanic 1
Leader . Leomid Brezhney Boris Yeltsin
of Russia ‘
Speaker John McCormack Newt Gingrich
of the House
Super Bowl New York Jets Denver Broncos
Champions
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s BUDGE?*BEFICI’I’S }969~199 ;,*

Figcsl Peficit/Serpius Deficii#Surplus
Yesr {in bilfians of daltars) {22 % of GDF)
1969 3.2 03
1970 2.8 .3
71 | -23.0 2.1
1872 -23.3 ~2.0
1973 -14.9 -1.1
1574 6.1 -0.4
1975 -53.2 ~3.4
19 ~737 ' 3.}
1977 337 2.7
1978 -50.2 2.3
15779 4067 ~1.6
1986 «73.8 27
1981 -79.6 -2.6
1982 -1280 ~4.0
1983 ~07.8 «$.1
1984 -185.4 45
L8RS -212.3 -5.2
1986 -221.2 -5.1
1987 ~149.8 -33
{983 -155.2 -3.1
1989 ~152.5 -2.8
1954 ~221.2 R
1691 :«2&9.4 4.6
1952 -290.4 -4.7
1993 2550 -39
1594 -203.1 3.0
1993 -163.9 -2.3
1994 -107.5 -14
1997 -21.9 3.3
1998 About 70* Nearly onz percent”

* Estirmate Based on Predisvensty [nformation
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MOVING FROM AN ERA OF DEFICITS TO AN ERA OF SURPLUSES:
FISCAL SITUATION HAS IMPROVED DRAMATICALLY SINCE 1993

1992 | 1983 | 1994 | 1995 | ipes | 1997 | 4998 | 1999 | 2000 | 2001 | 2002 | 2003 | 1993-1998 | 1993.2003
Projected ) : ‘ . .
Deficits in 2590 210 291 284 287 319 357 404 455 513 579 653 1,848 4,452
January 1993 )
Actual and ) About .
Projected 290 255 203 -164 -107 22 70" g4 1 g% 1 og3es | 1apee | o1s0vr 681 185
Deficits
Difference 0 1 35 88 120 180 297 1 41 458 | 516 596 17 8 |[ 1,167 4,267

¥ From Fanuary 1993 Congrussuveal Bedget Offiee Econoemie and Budget Dudosk,
* From Office of Management snd Budget, Septentber 36, 1098, based on pretirminary information,
*¥ Fromn Office of Managerent and Budget, Mid-Bession Review, May 1998
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THE WHITE HOUSE
WABHINGTON

Movember 3, 1998

MEETING WITH ECONOMIC TEAM ON SGCIAL SECURITY

DATE November 4, 1998
TIME: 2:00-3.00 P
LOCATION: Oval Office
FROM: Gune Sperling

PURPOSE

To discuss your strategy on Social Security reform between now and the State of the
Union. :

BACKGROUND

»Eciweéﬁ néw and the State of the Z}nien you need 1o make a number of decisions on how
best to begin the process to achieve bipartisan Social Security reform. The attachied ‘
éocummi waiks you thmu gh a number of s‘frazegm msues that we wnll discuss with ymz

While Congress i still out of session, it i very ﬁnboﬁani for us 1o use thé next couple of
months to our advantage, We also need to discuss how the White House Conference on
Social Security, which is scheduled for December 8th and 9th, fits Into cur ovarali

‘ sirawgy of achmvwg reform sometzme next ye:ar

We are also ﬁnaizzmg substamzve options {or you {u d!SC’LzSS Wzth your et:onomxc adwsars B '

gither bcf‘er& ycu Icave for Asia or 1mmmézazeiy after YOu retiirn.

IPAR?K&?ANTg

The Vlce Prcszdant ,

- John Podesta

Maria Echaveste
Gene Sperling
Secretary Rubin

. ‘Larry Stein -
© Larry Summers
Ken Apfel



Juck Lew .
Syivia Mathews .
Ron Klam
Bruce Reed
Doug Sosnik
Paul Begala
IV.  SEQUENCE OF EVENTS
1:40-2:60 Briefing by your advisors {or pool spray.

2:00 YOU give short remarks for pool. Péol departs and meeting begins,

100 © Meeting concludes and YOQU depart.

V.  PRESS COVERAGE,

Pool spray at the beginning of the meeting
vi. REMARKS

To be provided by speechwriting.
VI ATTACHMENTS

- . Hind-out for Meeting.
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THE WHITE HOUSE
WASHINGTON

SOCIAL SECURITY REFORM MEETING

WITH ECONOMIC ADVISORS -
Wednesday, Nbovember 4, 1998 -
Cabinet Room; 1:100pm

AGENDA

STRATEGIC QUESTIONS FOR BIPARTISAN SOCIAL SECURITY REFORM
Decisions We Need Soom:
What should our tone be?
Do we want to stant E::‘iparzisaﬁ process now?

- Should we call leadership to meeting?
- Should we begin to discuss possible negotiating structures with the Hill?

Do we begin to convince Democrats to be open to progressive Individual Accounts, as
long as the basic program remains intact {consistent with the President’s five principles)?

. What is the President’s first substantive action?

~ - Additional framework, guidelines, or principles;
- “Specific framework for legislation without legislative details; or
- Specific plan.

If we put out speciftc proposal, do we want to utilize 2 “center-out” strategy or a “lefi-in”
sirategy?



I. WHY SOCIAL SECURITY REFORIM?

. Perceived and real insolvency of Social Sceurity system threatens confidence in crawne
jewel of progressive government.

. Secking reform under Democratic President in second term offers abitity to reform Social
Sccurity in a way that is progressive and universal.

. Fasture to achieve reform could lead to budget surplus being dissipated on spendiig or
tax cut proposals, making eventual Social Security reforn: ssore painful and less
ZENCIaus.

* Waiting longer can make reforms within more traditional Social Security structure more
difficult, could erode confidence in the system, and lead to more radical reform down the
road. ‘ )

~IL. SUBSTANTIVE GOALS OF SOCIAL SECURITY REFORM *
. Reform ﬁzai meels or slrezzgtizms fiv ive prmczpies I’mSIdenz Zazfi out al Ksmsae City
corifercnce x :
L $i:mgth¢n angd ?wzect Social S::cz:my for the 21" {chzury
2. Mainsaiz i}m\fcrsahty and Fairness.
3 © Provide 2 Benefit Peopie Can Count on, -
4 Preserve Fimncial Security Tor Low-Incoms and {}Lsabled Benefi {:;ams
5. Maintain Fiscal Dasczpime

f’assrble Other Goals:

e Maintain dr strengthen progressivity of current system,

. Increase national savings (compared to the surplus being spent).

-® . ‘Achieve higher returns from Spcial Security syjst{:m\" . : - o

. Reduce widow poverty.

»

Strengihen system even more for disadvanlaged minorities.




HI, STRATEGIC CONSIDERATIONS FOR SOCIAL SECURITY REFORM

Bipartisun Reform Must Alfow Wins for Both Sides:

s Kepubhicans must have gither Indhadual Accounts or surplus-funded tax cuts,
» Dremoerats must have either tradittonal Social Security reform without Individual

Accounts or reform that secures the basic Social Sccurity system and also achicves
Democratic wins, such a¢ increased progressivity, teduction in widow poverty,
improvements for disadvantaged minorities, percephion of universal peusions, or
Individual Accounts seen as voluntary or on-lop of normal structure. :

Win-Win Comprontises:

g Social Security reform with progressive Individual Account structure,
L Secial Security reform without Individus! Accounts, but large tax cuts,
Tone:
. We facea choice about our lone heading into this provess. We could either:

- Take a har{i&r edge with Democratic rhetoric and hope to bring the Republicans'to

the table {émd have greater Ievcragf: fo gzzt bipartisan dc:s% w:lth Progressive.
' suppert) -
oo ‘ We could szay abmfe the fray, actmg as tha honest bmkar sm}:zng to craﬁ and

b}ess axzy accepia%:zie comgromis&

Gtprniit e oo 1V STRATEGIC GOALS FOR COMPLETING. .. 7" .
e e REFORM iN mer EN’V’IR{}NMEN? L

. Must convinee 32 mgcrat§ to %32 operz o progmssiva individuzi Account structure s long
as the basic Social Secunty program 18 mamtaumé {consistent wuh the Preszderzz s fi ive
° pnncz ;ﬁes) ‘ . . ,

. Musz convince {}emacmts that wzthout mform this yeat; sul’}i‘ius w;ll be used fﬁr
‘'« 1iax cuis -- which wmzici make eventual reform more difficult and fess gencwzzs

- Individual Accounts -~ if simctumé with 2 basic guarantee and slmcmmd like the
Thnft Savmgs Plan (TS8P} -- will not be open (o harshest f:rmc;aes an&:! ;:oald be
papuiar w&{h s0me f)t:mocra%zc consiztzzcncws
- Show that bemg open {0 Inémdua Accouris wu!d tmng §i g,mﬁcam wins fm
- Dermocrats on progressivity, widow poverty, dlsadvamaged minoritics, eiz: Lo




- May need 1o create principled framowanrk for [ndividus! Accounts:

- Individual Accounts must make system more progressive - and basic
sysiemn stays as progressive as currently.

- Individual Accounts must offer basic guarante,

- individual Accounts must be structured Bike TSP with limited chozws, low
fees, and measures to niinimize chusung, etc.

Must convinge Republicans to miniimize size of Individual Accounts and meet President’s
demunds on progressivity.

v,

CHALLENGES WE MUST OVERCOME T0O ACHIEVE BIPARTISAN REFORM

Muost bipartisan efforts currently involve fiscally conservative Democrats that don't
represent mainsfream of parfy. Likewise, a bipartisan agreement among members of the
Senate Finance Committee would pot get a majonity of Heuse Democrats.

. Many Republicans see Individual Accounts as a means to a completely privatized system.

Their demands must be maoderated to smaiier {ndnvxdml Accounts an{i a ilow for
Demmmtzc wing on pmgrcssmty

Democrats must be opm to small Individual z&ccaunts a5 zrzdc-oi’f for gams on

'pmgrcssmzy, w:dow pcverty, ete.”

Mxédlc ground f’{}r {)mocrats %;as ot cmcrged E}cmocm&; are e;xiher for tmsz fzm:i '
mvcsmeﬁts in equlty which would leave the government with 4 mgmfzcazzi share of the
stock miarket or rel atively harsh Individual Aceounts.with significant cuts in the

traditional program {e.g., Kerrey, Meymhan Br&aax Stcnho!m} We must help bring -
_Z)cmacrais to mz{idle grouzlzi .

‘Passzbie Members Wz!f: H"?zom To Bz:zfzf Coahr:orz

- ‘Seﬂaw {}emocrais: }:}aschie, Bln gamazz, {l‘onradx

- House l)emccmfs Few options, but posszbzi;izes mclude Pomeroy (Gepharéz 8.

R represenia{zve on Soczai Sactznty reform} Caa‘dm Raagci ané New I}emocrats

Y Senate Repuéizmﬁs: Gregg,\{}mmm; Santﬁmm, Z}omemm, Chafee, Gt‘assley all -

expressed desires (o work with us. Many Republicans are scared of being targeted
as “privatizers.” The key challenge with Senate Republicans is that, for example,
Gramm and Domenici have a broad clawback approach with 3 percent Indwldnal
Accounts and they would nwd 1o move to the center. :

- 'Hausz# ﬁzzpab{:mm Kaibe bias shown moderate leadership; Sanford wants to

work with us, but his proposai i¢ still too excessive. It is unclear bow much ™’
Gingrich and Armey will move to the center for the sake of reform.


http:Democ~tjc�Yli.ns

V1. OrTIONS ON PROCESS

. Timing:

e Should bipartisan process begin this year (November/December)?
or

® Should it begin early next year (January/February)?

Initial Substantive Action:
] President's initial substantive action:

- Does President put out additional framework, guidelines, principles that could lay
out map for Individual Accounts or anti-poverty goals that.must be accomplished?

- Does President put out specific framework for legislation in discussion paper
without legislative detatls?

Does President put out specific plan? Key timing issues: December Conference,
Early January, or State of the Union. '

Process Options:
Process Op!ion: #1: -

o Republicans and Democrats each appoint head of Senate Finance and House

Ways and Means plus one leadership choice for both Democrats and Republicans.
- (Both sides would be able to designate others on key issues to bring more people

into the process.) The negotiating sides would likely be: Moynihan, Bingaman, .
Rangel, and Pomeroy and Roth, Gregg, Archer, and Sanford, plus Administration
representatives. That would be 10-12 people at the table. If we go to next level --
by adding majority and minority members of the budget committees -- there-
would be 18-20 peoplc in the room. ‘

- K_Q@_U_Qn_gg There w1ll be. re51stance to formal negot:atmg struclure
' - because people do pot want to be cut out (e.g. Gramm Conrad, Domemm, _
Kolbe, Stenholm Breaux, Santorum, Grassley). '

Process Option #2:

O . Senate Finance Committee becomes vehicle for first negotiations happenirng
. among its members with White House participation.

- Key Challenge: A bipartisan agre¢ment among members of the Senate
Finance Committee would not get a majority of House Democrats.



Process Option #3:

o Use model of tobacco strategy: President puis out detailed guidelines {which he
could do under any of these options) and vows 1o work with any group that wants
comprehensive Social Security reform.

. Kev Challenge: May losc leadership points for not putting out speeific
plan. May be only starting point and issue would be when in ﬁmccss 0
put something forward that is more specific.

Process Oprtion #83a:

O President puts out detailed guidelines, but not specific plan. Provides framework
for negotiations 1o go forward with Finance Commitiee and Ways and Means.

" Process Option ¥4,

o President does serious consultations and puts out specific Social Security reform
plan.

- Pros:

President would get immediate iéadez‘ship points for putting out gpecific
pian.

Would help jump-start Social Security process to have Presidential plan on
the able,

- Cons:
A centrist proposal -- “center-out” strategy — by the President could be
criticized by base groups for giving up too much at the start, while

Republizans may feel they need to move to the right of the President {even
if it would otherwise be acceplable).

A “left-in” strategy may solidify our base’s pasiiiqn’ that we do not need (o
compromise and may give Republicans the impression that we are pol
serious about Social Security reform.



