November 5, 1998

MEMORANDUM FOR THE PRESIDENT

FROM: Bruce Reed
Gene Sperling
Elena Kagan
Sally Katzen
SUBJECT: State of the Union/Budget Ideas

This memorandum provides a brief description of new ideas we are considering for the State of the
Union. Some work has been done on fleshing them out, but many need additional work and further
vetting through the interagency process, Most of these ideas involve increased spending, and you
will have 1 make choices among them and/or scale them back as you consider the FY 2000 budget.
Although our offices have worked together on many, if not most, of the ideas in this memo, we have
noted, where passible, which of our offices has the lead role with respect to each proposal. Options
relating to Social Security are not included in this memo.

EDUCATION AND TRAINING (DPC/NEC as specified)

1. Ending Social Prometion. Last year's budget proposal included $200 million for Edueation
Opportunity Zones in districts that agreed to remove bad teachers, turn around failing schools, and
end gocial promotions. The proposal required authorization, which Congress will never give us. For
next year, we recommend a simpler approach that uses existing authority and focuses entirely on
ending social promotion. We would like to expand our after-school program from $200 million to
$700 million and give a disproporiionate share of this money to districts that end social promotion.
These school districts could use the money (as Chicago does) © provide exira help after school and
mandatory summer school for students who need it.  {Cost: 3300 million gbove FY9% budget.}
{DPCY

2. Teacher Quality and Reeruitment. Now that we’re on track to begin hiring 100,000 new
teachers to reduce class size, we have an even greater responsibility to belp communitics attract
talented new teachers to the profession. We cnvision a five-part strategy on teacher quality and
recruitment: {13 a 3100 million increase in the wacher recruilinent scholarships we enacted this year
in the Higher Education Act, which would put us on course 1o atiract 66,000 new 1eachers at high-
need schools over the next five years; {2) o $60 million inittative - modeled after the successiul
Troops-to-Teachers program -- that would help siates expand alternative certification routes and
gitract talenied people from other professions, such as military personnel and employees in firms
being downsized; (3) a nationwide crackdown on teacher education schools, including new
regulations authorized by the Higher Education Act to require report cards for education schools; {4}
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2 $50 million increase in the Eisenhower program to send secondary school teachers who teach
outside their ficld back to college to take additional courses in the subjects they’re teaching, coupled
with a new requirement that new secondary teachers pass compeiency 1ests in 2 subject before they
can teach it; and (5) a2 high-profile effort to help states make the most of the 13 percent set-aside for
teacher quality in the recently passed class size legislation. (Cost: about $210 million above FY99
budgel}. We are also exploring a politically interesting counter to private school choice: vouchers

for private school teachers - L., an incentive program to encourage private school teachers to teach
in public schools. (DPC) :

3. Work-Site Scheols. One of the most promising new education ideas sprouting up around the
country is the creation of public schools at work sites, designed primarily to serve employees’
children. School districts provide the teachers and curriculum; companies pravide facilities and
upkeep. These schools-at-work serve a host of olyjectives at once, by (1) providing new facilities at
no cost to the district; (2) increasing parental involvement in the schools and parental satisfaction
in the workplace; (3} reducing employee turnover and absentecisny, and (4) increasmyg school
diversity, because work sites are more diverse than residential neighborhoods. We propose a $100
million increase in an existing discretionary program to provide grants 1o 100 communities to launch
work-site schools. We also could seek a stand-alone bill (like the charter school law} to advance this
idea. In addition, we are working with Treasury to develop a tax credit for businesses that start on-
site schools, similar to the Kohl business tax eredit for on-site child care that is already in our budget.
{Cost: $100 million for start-up grants. No estimate yet for tax credit, but it will be very small.)
{(DPC/NEC)

4. Public School Choice. As support grows for private school vouchers, we must continue our
efforts to expand choices within the public schools. Charter schools are one answer, and we
recommend & $20 mitlion increase, to $120 million, to keep us on track to 3,000 charter schools by
2002. Work-site schools are another. We also recommend increased funding for (1) an existing
grant program that helps urban and suburban school districts reduce racial isolation by forming
interdistrict magnet programs; and (2) maguet schools on university campuses, especially in urban
areas. {Cosi: $25 million for interdistrict magnet programs; $15 million for 10 university-based
schools.) {(DPC)

5. School Leadership Academies, Rescarch has shown that an effective principal is the single
most important indicator of school success, yet fittle has been done at the national or state level to
improve the managemen skills of principals, We propose a small initiative 1o create school
teadership scademies that would provide training In management, teacher cvaluation, scheool
discipline, and other areas o clementary school principals in high-poverty districts. {Cost: 350
million} (DPC)

6. Class size. To stay on course 1o reach 100,000 new teachers in seven years, we will ask for $1.3
billion 1n the FY2000 budget. We are planning an ambitious rollout of the class size initiative over
the next year, as we award first-vear funding, issue guidance to local districts on how the program
works, snd 50 on. We also will press Congress 1o restore the local matehing requircment and



strengthen the provisions to require competency testing of new teachers. (DPC)

7. Adult Literacy. According to the National Adult Literacy Survey, 44 million aduits struggle
with 3 job application, cannot read to their children, or are left on the welfare rolls because they lack
basic skills. We are considering: (1) Workplace: a new tax credit and/or Federal grants to encourage
employers to provide adult basic education classes at the worksite, and setting aside funds for work-
based literacy projects within Welfare-ta-Work competitive granis (se welfare section of this memo);
(2) Community: expanding the infrastructure and funding for adult basic education through the Adult
Education program, encouraging the development of programs focused on easing the transition fo
the U.S. for new immigrants (through ESL and civics classes), snbsidizing the provision of child care
on college campuses and other adult education sites, and launching a national information campaigr
{o make people aware of the problem of functional illiteracy and of available services; and (3} Home:
using the new Learning Anytime Anywhere Partrerships to create software for adult basic education
using $200 computers (e.g., WebTV, game players) and subsidizing public housing projects that
create computer literacy programs. (NEC)

8. National Campaign to Open Doors of College. Notwithstanding enormous strides we have
made in reducing the financial barriers to college, too many families assume college is more
expensive than it really is and are not aware of the aid that is available (Even among low-income
youth with high test scores, one-fourth say they have nét been able to get much information about
financial aid for college). We are planning: {1) Iaunching a major national public information
campaign about cotlege costs and financial aid {e.g. naming s national chairman such as Bill Cosby,
having a naticnal college visit day, ete.), (2) building on the authority in the new GEAR UP program,
providing every middie school (e.g. 7th grade counselor) with the ability to give students 2 *21st
Century Scholar Certificate,” indicating the financial aid that they are eligible for, and (3) sceking
to provide every high-poverty middle school with a college partner.  This does not require any new
investment, just some focus and creativity. (NEC)

9, Improving the College Success Rate. Getting people in the doors of college is not encugh to
cloge the racial and income opportunity gaps.  For example, only 21% of African-American and
1 8% of Hispanic students who begin college complete a bachelor’s degree within 5 years compared
ta 30% of White students. We are considering a package of policies, including: (1) a super-Pell
grant for the lowest income families and/or to encourage a full-time focus on school in the first year
. of college (this would be expensive); (2} expanding successful mentoring and other support services
in calleges (including those aimed at graduate school preparation); (3) promoting college course-
taking while in high school; {4) improving articulation between two-year and four-year colleges; (5}
encouraging partnerships between predominately minority-serving and predomunately majonty-
serving institutions of higher education {particulnrly o promote graduate study); and (6) esiablishing
a bridge fellowship program for graduate study in science and technology fields for minorities and
women, (NBC)

19, School Modernization. The current assumption is that we will repeat this year’s proposal for”’
tax credits to build and renovate schools covering the interest on nearly $22 billion in bonds, We



4

are, however, critically comparing our current proposal against other possible mechanisms to ensure
we have the most effective approach. (NEC) ‘

1i. Further Expanding Junior ROTC, In response to the Los Angeles niots, Colin Powell
proposed and Congress approved in 1992 an expansion of the high school-based JROTC. Since
then, 1,000 units have been added primarily in urban areag, bringing the total to nearly 2,600 units
with 400,000 participants. The budget increased over that period from 376 miltion to $166 million.
There is a waiting list of more than 430 schools that would like to have a JROTC unit. Because
DOD does not plan any further expansion, these 450 schools on the waiting list will not likely be
added. We could propose adding another 900 units over the next few years, to reach the authorized
maximum of 3,500. Cost: about §235 millien. (NEC)

12. Training American Workers for Current and Future Skills Gaps. We should

challenge the private sector to make specific commitments 1o train more American workers, which
they pledged to do during the debate on HI-B visas. They could provide more collepe scholarships
for women and minorities, partner with community colleges to develop cutting-edge curricula, and
encourage their employees to serve as telementors for middle school students to get them excited |
about math and science. In addition, we are working on (1) a program to foster partnerships
{“Regional Skills Alliances™) between industry and tralning providers 1o train both employed and
unemployed workers; (2) competitive granis to encourage companics o develop programs in which
they subsidize the trairing of individuals who they then commit to hire; (3) extensions andfor
expansions of some of the current training tax provisions {such as the lifelong learning 1ax ¢redit and
Section 127);and (4) a major informational/media campaign by the Departments of Education and
Labor to inform all Americans about available training opportunities, financial aid, and job search
assistance to allow them to develop the skills required for employment opportunities around the

country, (NEC)

13. Making Job Training Universal. We are considering an initiative to make job training more
universal. The first component of this initiative would be to seck a significant increase in dislocated
worker funding -- about $190 million -- so that we are on path to provide raming to every dislocated
worker who wants or needs it within five years. The second component would be to ensure that
every unemiployed person is eligible for core labor market services, e.g., job scarch assistance. The
final component would be to take the steps necessary to ensure that every worker, regardless of
where they live, would be able to have access o a One-Stop Career Center (where they can lears
about job training, cmployment service activitics, unemploymeni insurance, vocational
rchabilifation, adult education, and other agsistance.) (NEC)

14. Community Computing Centers. We have roughly 650 computing community centers, which q\@‘\
empower low-income Americans in the Information Age by teaching them to type a cover letter and

a resume, search for job vacancies on the Imernet, or even start an Internet-related business, These § {(
efforts should be expanded. (NEC)

School safety - sve CRIME section R 7






SERVICE (DPC)

1. AmeriCorps Scniors. In the wake of John Glenn’s return to space, we have an opportunity to
give other senior citizens a mission. We propose adding $25 million to the current AmeriCorps
program to create a senior corps of 10,000 volunteers to serve as tutors and mentors and in
afterschool programs. We would build on a successful demonstration program that recruits seniors
to serve 15-2() hours per week over a fixed period of time in schools and other community centers.
In exchange, seniors would be eligible for small incentives, including awards to participate in senior
learning programs. By inspiring responsibility among seniors, this initiative would provide an ideal
complement to Social Security reform. John Glenn has expressed some interest in playing a role in
AmeriCorps now that he’s retired. We could invite him back to the State of the Union and place him
in charge of a national effort to inspire seniors to serve. (Cost: $25 million)

2. Expand AmeriCorps. We propose expanding the AmeriCorps program from its current level
of 50,000 members per year to approximately 70,000 per year, with the goal of reaching 100,000
per year by the end of this Administration. These additional members could be targelted to serve
‘primarily in after-school and summer school programs. (Cost: $75 million) -

3. Expand Service Component of Work-Study Program. Nearly 1 million students now receive
federal work-study funding. Despite our efforts, colleges and untversities are required to use only
7 percent of their work-study money for students employed in community service. The higher
education lobby would object, but we could propose a substantial increase in that requirement -- e.g.,
phasing it up to 25 percent over the next 3 years. '

HEALTH CARE (DPC/NEC as specified below)

1. Long-Term Care Initiative. This package could include: (1} a tax credit of up to $1,000 for
people with three or more limitations in activities of daily living (ADL) or their caregivers, at a cost
of about $6 billion over 5 years; (2) a plan for OPM to offer federal employces a choice of
high-quality privatc long-term care insurance policies at lower-than-market prices; (3) a family
caregiver support program, costing about $500 to $750 million over five ycars, that would provide
grants to states for “one-stop shops” to assist families who care for severely impaired elderly
relatives through counseling, training, and respite services; and (4) a nursing home quality initiative,
costing about $500 to $750 million over five years, that would include new enforcement provisions
(e.g., increased penalties), new funds for surveys of repeat offenders and improved surveyor training,
and perhaps a new commission to oversee HCFA’s nursing home enforcement efforts and to

investigate other kinds of facilities where health care is offered (c.g., assisted living facilities).
(DPC/NEC)

2. Disability Proposals. A health-related disabilities package could include: (1) the Jeffords-
Kennedy Work Incentives Improvement Act, which enables people with disabilities to go back to
work by giving them an option to buy into Medicaid and Medicare, at a cost of about $1.2 billion
over 5 years; (2) a proposal, costing $50 million over five years, to promote the deinstitutionalization
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. of Medicaid beneficiaries by devcloping viable community-based care aItematives for peaple
residing in mu'sing hames after a “date certain

disbihtxes task force, to mcree zheaiaymem rate of adults with disabilities; and cfforts to
ensure that new technologies are designed so as to be accessible to people with disabilitics (see
technology section). (DPC/NEC)

3. Health Insurance Coverage Expansions, We could propese again, in somewhat new and

improved forms: (1} an initiative to encourage small businesses to form purchasing cooperatives for

health insurance, costing about $50 to 100 million over 5 years; (2) proposals to improve outreach

for children’s health insurance; and (3) a proposal, more limited than last year’s, to provide a

Medicars buy-in for certain people ages 35 10 65, benefiting about 30,000 people and costing $500
_ million over 5 years. (DPC/NEC)

4. Biomedical Research. We should again propose an increased investment in biomedical roscarch
- perhaps (depending on how we treat tobacco money in the budget) between $500 million and §!
billion, (DPC)

5. Antibiotics (Super Bug) Initiative, Resistance to antibiotics is becomiog a public health crisis,
causing prolonged illnesses and even death, A new initiative, costing about $25 mitlion each year,
conld address this problem through: (1) a major outreach and education campaign invelving
hospitals, bealth professionals, and managed care organizations; and (2) new research and |
surveillance efforts to understand where and why antibiotic resistance occurs and to develop
effective responses. {(DPC)

6. Bieterrorism Initiative, This inttiative, costing $100-300 million each year, would: (1) train
epidemic intelligence officers who can coordinate with state health departmenis to identify and
respond to attacks; (2) develop a mass casually emergency response sysiem that inchixies primary
care, emergency transportation, and decontaminarion abilities; {3) oreate and maintain a stockpile
of pharmaceuticals; and (4) improve research to develop new vaccines and antibioctics to be used in
the event of atlack. (DPC)

7. Protecting beneficiaries from HMO withdrawals from Medicare. This year, a number of
HMOs pulled out of Medicare with only a few months netice, leaving 50,000 beneficiaries with no
plan options in their areas. You announced that the Administration would develop legislation o
prevent this behavior in the future, and we are currently reviewing the best approaches. (DPC)

8. Redesigning and increasing enrollment in Medicare’s premium assistance program. Over
3 million low-income Medicare beneficiaries are eligible but do not receive Medicaid coverage of
. their Medicare premiums and cost sharing, Many more may not get enough assistance through a new
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provigion that is supposed to help higher income beneficiaries. We are developing a range of
proposals, costing up to $500 mitlion over five years, to use Social Security Offices to educate
beneficiarics about this program, reduce administrative complexity for states, and give them
incentives to engage in more aggressive outreach efforts. (DPC/NEC)

9. Prescription drug coverage for Medicare bencficiaries. We are considering a variety of
proposals to address the lack of coverage for prescription drugs in Medicare, Including a
means-tested Medicaid option, an approach that would apply only in managed care, a traditional
benefit for all beneficiaries, and an unsubsidized purchasing mechanism that uses Medicare’s size
as leverage for drug discounts for beneficiarics. If desirable, a proposal could be included in the
budget or coordinated with the March release of the Medicare Commission’s recommendations, The
cost varies significantly depending on the proposal, ranging from $1 to 20 billion a vear.
{(DPCNEC)

10. Disease Initiatives. We are working on several initistives designed to combat particular
diseases. These imtiatives, which you could cheese to do individually or in combination, are: (1)
an asthima iniustive, which will curb recent steep increases in asthma cases especially among young
children, by disseminating new treatment guidelines to state and local public health programs and
encouraging them to work with schools, child care organizations, businesses, and other community
organmzations; {2} 2 mental illness initiative that will accompany a Surgeon General’s report on this
subject {and perhaps 8 White House Conference recommended by Mrs. Gore) and will include
public-private partnerships 1o improve access (o prevention and treatrnent, reforms in federal health
programs to improve delivery of mental health services, and funding increases in the mental health
block grant; and (3) a heart disease initiative, which could include: a new partnership with aging
networks to evaluale and improve nutrition; efforts to measure successful prevention approaches and
replicate them nationwide; and the creation of a network of educators, churches, and community-
based organtzations to launch a nationwide awareness campaign, In each of these initiatives, the
public health efforts described above would supplemert NIH funding of research projects. The
estimated cost of these initiatives is $50 million for asthuma, $100 million for mental tilness, and §20
million for heart disease. (DPC)

11. Food Safety. We are working on a food safety initiative that will highlight safety standards and
enforcement. Included in this initiative are: (1) a repackaged and somewhat modified legislative
proposal giving the FDA and USDA additional enforcement powers {(¢.g., mandatory reealls and
civil penaltics); (2) additional food-specific regulations and/or guidelines {e.g., for certain {ruits and
vegetables); and (3) more extensive adeption of our model codes for restauranis and food service
workers. In addition, we will focus on improving coordination with state and local agencies that
regulate food safety in order to develep a wheolly integrated national inspection system. (DPC)

TOBACCO (DIC)

1. State Menu, Our best vehicle for enacting tobaceo legislation next vear will be a legislative
waiver of federal Medicaid claims to the states’ expected $200 billion settiement with the tobseco
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companies. We will seck bipartisan agreement on a menu of uses for the federal share of state
mongey, with tebacco control and child care as our top priorities. We will try to use this measure as
a vehicle for other key elements of our tobacco policy, such as FDA jurisdiction and warning labels,

2. Price Increase. One of the most difficult budget decisions will be whether to assume a tobaceco
tax increase in our budget request, and if so, what o do with the money. There are strong arguments
on each side of the question whether to include a tobacco tax increase in our budget. If we do
assume tobacco revenue, the candidates for it include; {1) asststance 1o tobacco farmers (about §]
hillion a year); {2) the long-term care tax credit (about $1 billion a year); (3} other tax cuts, such as
a child care / stay-at-home tax credit and/or a reduction in the marriage penalty; (4) NIH rescarch;
{5) public health programs; and (6) the Medicare trust fund and/or a new prescription drug benefit
for Medicare beneficiaries.

FAMILIES AND CHILDREN (DPC/NEC as specificd)

1. Expansion of the Child Care and Development Block Grant (sld policy). We propose to
expand the Child Care and Development Block Grant as we did in the FY 1999 Budget. The block
grant is the primary federal child care subsidy program, helping Jow-income working families to pay
for child care. Currently, between one and two mitllion children are served by the program, leaving
roughly nine million children who are eligible but unserved, This proposal would cost at least §7.5
billion over five years. {(DPC)

2. Tax Relief for Parcnts, Including Parents who Stay af Home. We are considering replacing
our last year’s proposal to expand the Child and Dependent Care Tax Credit with & new proposal o
benetit pll parents, including those who stay home. This change will address the criticism that our
child care imtiative did little for stay-at-home parents. We are reviewing propesals to (1) double the
child tax credit to $1,000 per child for all children under the age of four, at a cost of about $12 bilhen
over five years; {2) increase the standard deduction for each child under the age of three by $1,000,
at 5 cust of about 83 billion over five years; or (3} expand the Child and Dependent Care Tax Credit
as we did last year and extend its benefils to parenis with children below age three by assuming
. minirnum child care expenses of 3150 each month, at 2 total cost of about $21 billion over five years.
Each of these proposals can be dialed up or down by adjusting either the age threshold or the dollar
amount, {(RPCMNEC)

3. Tax Credit for Businesses Providing Child Care, We could again propose to provide a tax
credit to businesses that provide child care services for their employecs. The credit, which covers
25% of qualified costs but may not exceed $150,000 per year, costs $500 milkon over 5 years. To
further build on this concept, we also propose (o provide tax credits to businesses that provide an-site
schools (see education section). (DPC/NECY

4. Parent Prid Leave Plan, Many workers cannot afford fo take unpaid lcave foliowing the birth
or adoption of a child, cven though they have access to an unpaid leave policy through FMLA or
voluniary employer benefit plans. To address this problem, we are considering a proposal to provide
eligible parents who already have access o unpaid leave with partial wage replacement for a sct
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period of time. The cost of the program, which would be administered through the Unemployment
Insurance System, varies according to the selected eligibility criteria. If we choose, for example, to
give $200 per week for four weeks to new parents with median income (about $37,000) or below,
the cost will be about $875 million for FY 2000 (including start-up and administrative expenses).
(DPC)

5. FMLA Expansion to Businesses with 25 Workers (old but unarticulated policy). Under
current law, workers are eligible for FMLA coverage only if they work at a business with 58 or more
employees and if they have worked at least twelve months and 1,250 hours for the employer. In your
last State of the Union, you called for covering more workers under the FMLA, but did not fully
articulate how you would do so. We could now advance a specific proposal to lower the FMLA

threshold to 2.5 or more workers, which would expand coverage for up to ten million more American
workers. (DPC/NEC)

6. Parent Education and Support Fund. We are considering proposals to create a competitive
grant program administered by HHS to fund parent education and support programs, including home
visitation programs and “second chance maternity homes” to support teen mothers and teach
parenting skills. This fund could cost about $500 million over five years. (DPC)

7. Adoption Registry. We are working on plans to create an Internet-based adoption registry of
foster care children waiting to be adopted, so that prospective adoptive parents can learn about these
waiting children. Funding this registry would require very smally increase in HHS’s Adoption
Opportunities Grant Program. (DPC)

COMMUNITY EMPOWERMENT (DPC/NEC for all)

1. CDFI Tax Credit. We are looking at a proposal to extend tax incentives to encourage
investment in CDFIs, which would leverage additional private investment in distressed areas and
stimulate the economic revitalization of those arcas. Under the proposal, $100 million in non-
refundable tax credits would be made available to the CDFI Fund to allocate among equity investors
in qualified CDFIs using a competitive process.

2. Microcredit Initiative. We are working to identify means to increase support for microenterprise
finance, both domestically and internationally. We are examining whether to build on Senators
Kennedy’s and Domenici’s PRIME legislation which would provide technical assistance to
microcnterprise. We are also looking at increased funding for CDFI initiatives specifically targeted
to microenterprisc.  On the international side, we arc looking at whether we can increase
microenterprise funding through USAID or MDBs, especially to countries hardest hit by the financial
crisis.

3. Clean Water, Parks, and Communities Bonds. We are examining three proposals to
encourage "green” infrastructure projects. The first model uses the same financing mechanism as
your school construction proposal for a menu of projects: protecting and improving water quality;
cleanup of contaminated sediments; waterfront reclamation and revitalization; stormwater runoff
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control; purchasing of green spaces to prevent sprawl; park enhancements and revitalization, and
brownfields cleanup. The second model, which provides a smalier incentive than the first model,
would create new tax-exempt bond anthority for these state and local areas to invest in clean water,
parks, and communities. The advantage of this model is that it builds on the current system of bond
finance. The final model would allocate tax credits {like the Low-Income Housing Tax Credit) to
states and local arcas to provide to the developers of these green infrastructure projects.

4, Employment Tax Credits. The Work Opportunity Tax Credit and the Welfare-To-Work Tax
Credit encourage employers to hire and retain members of certain economically disadvantaged
targeted groups. Both credits will expire on June 30, 1999, Under this proposal the two credits
would be made permanent, ‘

5. Re-Develop 10,000 Abandoned Buildings. Abandoned buildings are a symbol of urban blight,
and an action plan to turn this around will be a powerful signal of change. We are examining
different proposals to help re-develop 10,000 abandoned buildings, combining several existing
programs or providing grants or tax incentives o spur private-sector redevelopment of these sites,

6. Low-Encome Housing Tax Credit . Last vear, vou proposed a 40-percent expansion of the Low
Incore Housing Tax Credit to spur the private sector to develop more affordable rental housing for
Jow-income Americans. We recommend that you again ask Congress to take this action, which
would restore the value of the credit to its 1986 leve! and help develop an additional 150,000+
180,000 affordable housing units over the next five years, This proposal would cost $1.6 billion over
five years.

7. Homeownership Tax Credit. We are examining two kinds of tax credits 1o promote
homeownership among lower-income families, who generally do not benefit from the mortgage
intergst deduction. The first proposal would use the model of the Low-income Housing Tax Credit
to create a Low-Income Homeownership Tax Credit. Under this proposal, low-income families
would receive a low- or zero-interest second mortgage, which would reduce their upfront costs (8.8..
downpayment and closing costs) and investors would receive tax crediiz in return. The second
proposal is a $5,000 tax credit for first-time homebuyers in Empowerment Zones or Enterprisc
Communities.

8. Housing for the Elderly Initiative. This proposal is designed to improve housing for elderly
peaple and thereby provide an alternative to nursing home care. In addition to providing capital to
improve and modify such housing to meet the needs of elderly residents, the inttiative would provide
housing vouchers for low income elderly who live in housing developed through the Low-Income
Housing Tax Credit. Because the tax credit helps subsidize rent, this proposal would allow us to
feverage our resources and provide more vouchers (o the poor elderly,

9. Incremental Tenant-based Section 8 Vauchers, To build on our success in this past vear's
budget, we recommend seeking an additional 50,000 welfare-to-work housing veuchers and another
25,000 vouchers to-meet the needs of the homeless, including eldetly homeless and homeless
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veterans,

10. Homelessness. We are working on a three-part proposal that would: {1} assist the
approximately 250,000 homeless veterans by increasing residential alternatives, community-based
contracted care, job preparation activities, stand down activities (community-sponsored events that
conduct one-stop service delivery programs for homeless veterans), the distribution of clothing, and
long-term housing; (2) allow VA to sell surplus property with {0 percent of proceeds going to
homeless veterans; and (3) start a demonstration project targeted to the chronically homeless to test
the most promising models for moving the chronically homeless to selfesufficiency using a
combination of permanent housing and links to mainstream services. Cost: $105 million - $60
million for VA and $45 million for HUD demonstration project.

RURAL/AGRICULTURE {NEC/DPC as specified)

1. Strengthening the Safety Net. To help farmers suffering from the depressed export markets and
natural disasters, we are considering various reforms of the crop insurance program and closing gaps
in the emergency loan program. We are paying special attention to programs that will help small
family farms. (NEQ)

2. Bringing the knowledge of land grant colleges to every rural American: The USDA spends
$1.6 billion on agricaltural research, much of it at America’s land grant colleges and universities.
The governroent could provide grants to ensure that this information is available on the Internet and
is well-organized --50 that all rural Americans can easily access information on topics such as crops,
livestock, rural development, natural resource conservation, and food safety, (NEC)

3. Emergency Medical Scrviecs in Rural Areas. The presence of viable emergency sysiems is
critical for residents in rural areas, because of the high rates of injury associated with jobs in these
areas and the long distances to health providers. This proposal, costing about $50 million, weuld
provide funds to States and local communities to improve access to 211 services or alternative
emergeney systems. It also would fund programs to help rural communities train local citizens in
CPR and first responder technigues and to recruit and retain emergency personnel. (DPC)

4. Rural Transpertation. Transpertation is crucial to the efforts of residents and businesses i
rural America to improve the livability of their communities and expand their econnmic activities!
We are developing a rural transportation initiative that will help these who live and work in rural
arcas by improving the abifily of farms and businesses to oblain materials and move theit products
to markets, and by making i casier for small communities to atiract additional commercial jet air
service, (NEC/DPC)

TECHNOLOLY (NEC)

1. Curhents on the Information Highway, We are looking at several options that would make
information technology usable by peaple with disabilities in a manner that improves their hves: (1)

R
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investing in R&D (e.g., text-to-speech, automatic captioning, speech recognition); (2) giving
disabilities groups a seat at the table as the standards for new technologies are developed; (3) making
the government 2 model “user” of accessible technology; and (4) explore opportunities for greater
deployment. In addition, the tax credit for work-related impairmient ¢xpenses for people with
disabilities could be used to expand the market for assistive technology.

2. A Digitsl Library for Science, Maih and Engineering. We need to get every young student
and undergraduate excited about math, science and engineering, We are exploring creating a “digital
fibrary,” which would contain lectures from Nobel Prize laureates, have an ability to track and
replicate cutting-edge scientific experiments, and make it easier for students and teachers to locate
the best instructional material on the Internet.

3. lnformation Technology Research Initiative. Increasing our investment in information
technology research, which is currently about $1 billion of the federal research budget, could lead
to the following breakthroughs! supercomputers that can more rapidly perform importast functions,
such as designing life-saving drugs and predicting severe weather systems; wireless networks that
can bring telemedicine and distance learning to rural America; a device of the size of a paper that
could monitor the vital signs of & sendor citizen, send a “911" message in the event of a medical
emergency, and provide an exact location using global positioning techaology; new software tools
that can help us cope with “information overload” by discovering patierns in huge quantities of data;
and intelligent spacecraft that can explore the Solar System. Options have been developed at roughly
$100, $204 and $400 million in FY2000; and 31, $2 and $3 billion over § years.

4, 215t Century Rescarch Fund, One inMiative that you announced in last year’s budget that we
think is important to continue is the 21st Century Rescarch Fund - which provided across-the-board
support for civilian R&D at agencies such as NiH, NSF, and Energy. For FY99, Congress provided
a 10 percent increase for basic research, 5o this is an area where bipartisan cooperation is possible.
Currently, the FY2000 budget reflects only a 2% increase in civiban research,

CRIME (DPC)

f. Crime Bill H, The 1994 Crime Act will expire at the end of the FY 2000 budget cycle,
guaranteeing that the next Congress will consider major crime legislation. We recommend that you
get a jump on this debate by using your State of the Union and FY 2000 budget to challenge
Congress to pass a new crime bill that builds on the core elementsof the successful 1994 Act - more
police, smarter punishment, and more prevention. Most of the money required is already built into
future budgets; continuation of the COPS program, however, will require new funds totaling about
31 hillion, We beligve that a new Crime Act should include the following elements:

. Community-Oriented Policing and Prescoution Services (COPPS Your pledge to help
fund 106,008 more police i3 likely to be fulfilled before the end of next samuner. A new
COPPS initiative (note the extra *“P* for “Prosecution™), costing about $1.4 hillion in the first
year, could include funds 1o: (1) hire, redepley, and retain an estimated 7,500 more police
gach year; (2) provide modern technology and equipment and support training in modern
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policing techniques, with a special emphasis on “hot spots” technology; (3) hire, train, and
equip prosecutors to join local police in fighting crime on a more community-based, pro-
active basis; and (4) support partnerships between law enforcement and community-based
groups to prevent crime in their areas.

. A new focus on probation supervision and coerced abstinence. The punishment title of
the crime bill now focuses largely on prison construction; we recommend shifting the focus
to a new “Certainty of Punishment” initiative that will support the expanded use of probation
supervision and of drug testing and treatment.

. Gun initiatives. A new crime bill should include your longstanding firearms priorities --
juvenile Brady, Brady II, federal CAP legislation and child safety locks. It also could include
new proposals to: (1) close the loophole that exempts many firearms sales at gun shows and
flea markets from Brady background checks; (2) expand the Youth Crime Gun Interdiction
Initiative (YCGII) -- to trace all crime guns and investigate gun traffickers -- to an additional
20-40 cities; and (3) assemble gun strike forces -- teams of federal prosecutors and ATF
agents, acting with local law enforcement -- to target cities with high levels of gun violence
and crack down on gun traffickers.

. Values-based crime prevention initiative. In addition to other crime bill prevention
programs, we could invest in promoting values-based crime and violence prevention efforts,
such as those of Rev. Eugene Rivers. Funds from this program would go to comprehensive
prevention programs run by faith-based and other institutions seking to instill and reinforce
common sense values in troubled youth.

2. Safe, Disciplined, and Drug-Free Schools. At the White House Conference on School Safety,
you announced that you would overhaul and strengthen the Safe and Drug-Free Schools Program.
Under this proposed reform, funds will be appropriately targeted to schools with scrious drug and
crime problems, and schools will have to adopt rigorous, comprehensive school safety plans that
include: tough but fair discipline policies, such as zero tolerance for guns and drugs; safe passage
to and from schools; effective drug and violence policies and programs; annual school safety and
drug use report cards; links to after school programs; efforts to involve parents; and crisis
management plans. We also could include in this package (1) funds for states that adopt a policy of
drug testing first-time applicants for drivers’ licenses and (2) funds for school districts that adopta
policy of drug testing middle and high school students with parental consent. We believe that these
reforms will require up to $450 million in new funding in FY 2000.

3. Parity for Substance Abuse Treatment. Appropriate substance abuse treatment remains
unavailable {o ncarly half of the people who need it. To help fill this treatment gap, we could
propose legislation to encourage parity between substance abuse treatment and other medical
benefits. Similar to the Mental Health Parity Act signed into law in 1996, a current draft of this
legislation would prohibit health care plans that provide a substance abuse benefit from setting
annual or lifetime dollar limits on this benefit at a lower level than those for other medical and
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surgical benefits. At the same time, we would have to ensure that federal health programs provide
parity between substance abuse treatment and other medical benefits; we are still exploring the cost
of any necessary reforms to these programs.

4. Binge Drinking, We arc working on a number of proposals regarding alcohol abuse, including
(1) promoting a voluntary code for alcohol advertisements directed toward minors; (2) banning
alcohol billboards near schools; (3) discouraging alcohol advertising on youth-oriented web sites;
(4) and funding educational efforts about the dangers of alcohol consumption.

WELFARE REFORM, CHILD SUPPORT ENFORCEMENT, AND CHILD WELFARE (DPC)

1. Rcauthorize the Welfare-to-Work Program. Congress authorized the Welfare-to-Work
Program for only two years; if we wish to continue our current investment in the hardest-to-employ,
we will have to propose a reauthorization of about $1.5 billion annually. Within this funding level,
we propose several set-asides, totaling $500 million, for the following specific purposes: (1) work-
based English-language literacy projects for immigrants‘and others; (2) work-based substance abuse
testing and treatment programs; (3) employment services for welfare recipients with disabilities; and
(4) a work-based program to promote responsible fatherhood, including efforts to increase low-
income fathers’ employment and earnings and ensure that they provide financial and other support
to their children.

2. Child Support. One initiative, costing just a few million dollars each year, would increase the
prosecution of egregious child support violators by establishing multi-agency teams, working with
state and local law enforcement, to identify, analyze, and investigate cases for prosecution. A pilot
project of this kind is already under way in five states; this proposal would put these units in place
all across the nation within the next several years. A second initiative would seek legislation to
exclude doctors and other health care providers who are delinquent in child support from the
Medicare program or from programs offering health professional loans.

3. Children “Aging Out” of Foster Care. Each year, nearly 20,000 18-year-olds “age out” of the
public child welfare system. Federal financial support for these young people ends just at the time
they are making the critical transition to adulthood. Areas for increased investment for these young
adults include: (1) expanding the independent living program, which provides services to foster care
children in this age group; (2) expanding the transitional living program, a competitive grant
program that funds community-based organizations that provide services to this population,
including housing support; and (3) giving states the option of using Federal Medicaid dollars to
provide health care coverage for this population. {Cost: roughly $150 million each year)

Welfare-to-Work Housing Vouchers and Tax Credit -- sce COMMUNITY EMPOWERMENT
Scction

CIVIL RIGHTS AND WOMEN'S RIGHTS (DPC)
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1. Equal Pay. We are working on a program to be run by the EEOC and DOL o increase outreach
to businesses and employees about equal pay requirements, provide technical assistance to
businesses seeking to comply, improve training for EEOC employees, and expand enforcement
capabilitics. In addition, the program will fund research on the nature and extent of wage
diserimination, as well as a new Women in Non-Traditional Occupations Initiative designed to
improve access of women into occupations such as construction and high technology. Cost: shout
$20 million for EEOC and $10 million for DOL.

2. Abertion Vielence. We are working on a comprehensive initiative to address violence against
providers of reproductive health services. This initiative may include: (1) a National Task Force
established by the Department of Justice that will conduct investigations of abortion violence, collect
and collate information related to clinic violence, and provide training 10 federal, state, and local law
enforcement personnel on how to address this problem; (2) special security measures, including
stepped-up 1).8. Marshal support, at clinics identified to be at risk of violence; and (3) federal
guarantess of loans taken out by clinics that must rebnild after tiley have beerz aitacked. - Cost:

Unknown af this time.

TRANSPGR”?A’I‘K}I‘{ {(NECDPC as specified) r-

1. Reauthorization of the FAA, with Foeus on Modernization and Competition. A blue-ribbon jegﬁ
bi-partisan panel concluded last year that the air transg@ﬁazzon system faces “gridiock” within @&

decade without sweeping changes. We are censzdez‘mg varicus policy oplions (o incorporate into
the FAA reauthorization that you will propose in 1999 (it is a must pass this yvear} that will: (1)
improve the efficiency and capacity of the nation’s aviation system, and (2) enhance competition and
service to rural areas. Some of the components of this imtiative would include: centralizing the air
traffic contro! services (ATS) in a performance-based organization (reconunended by the bi-partisan
panel}; financing ATS for commercial aviation through cost-based user fees (supported by the majer
airlines); increasing Passenger Facility Charges (PFCs) to finance airport expansion nationwide
{supported by state and local governments); modifying federal rules on how atrports can use PFCs
and other funds to encourage new airline entrants; and enhancing service to underserved areas.

We are also Jooking at wavs 1o further competition in international aviation. The Administration has |
extended the benefits of competition by negotiating dozens of bilateral open-skics agreements. We
could press our trading partners for World Wide Open Skies and explore lifling other restrictions on
foreign aviation invesiment and operation on a reciprocal basis. (NEC)

2. Aute Safety. We are making headway on auto safely. Last year, the number and rate of auto
fatalities declined. However, we stil] have a long way 1o go - more than 40,000 Americans dic in
auto accidents cach year, a1 a direct cost of $150 billion. The keys are seatbelis {imore) and aleohol
(less). We are working on a comprehensive initiative that would include: (1) meeting the Presidents
goal of 85 percent seatbelt compliance by the year 2000, which would save 4,000 lives and nearly
$7 billion; (2) promoting education initiatives like the Buckle-Ugp America campaign, (3) enforcing
the TEA-21 requirement that states lower the legal blaod alcohol content level from (10 to 08; and
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{4) pushing 2 new Administration initiative on children's safety that will target auto accidents, among
other problems, by promoting the use of child safety seats, booster seats (for children ages 4-8), and
bicycle helmets, (INEC/DPC)

3. Transportation Needs of the Aged. With the number of Americans over 63 expected fo grow
by half by 2020, we should begin addressing the need to ensure their continued mobility,
independence and safety in their later years. We are only beginning to look at this issue with DOT,
which plans to hold six town meetings soon with senior citizens, medical experts, transportation
safety specialists, and others to discuss the problems and challenges and identify best practices, The
U.S. will host an international conference on this topic next year, in connection with the United
Nation’s Year of Older Persons. This may be combined with the long-term care and the housing for

the elderly Inttiatives. (NEC) Q’S\, {

/2
4.“Smart Growth” and Sustainable Development. One of the biggest challenges facing
America’s commurities is that “sprawl” development ts threatening the long-term economic vita]ity;>

and quality of life in America’s urban, suburban and rural areas. Although land use decisions should -
remain the domain of state and local government, the federal government can be an effective partner. !
First, we will continue investing in sustainable transportation. TEA-21 authorizes a record 34

billion over the next six years for transit; incresses tax-free transit benefits; and expands
communities” ability to transfer funds from highway construction to transit, bicycle and pedestrian
programs, telecommuting and other forms of transportation that reduce congestion and pollution.

Second, we will provide incentives to make it easier for communities to pursue smart growth

polictes, by exploring ways cities can capture the air quality benefits of sustainable development and

by supporting a private sector initiative that would encourage morigage lenders to consider the

savings from “location efficiency”in making mortgage determinations for homebuyers . (NEC)

ENERGY (NEC)

I. Fleetricity Restructuring. You could call on Congress to enact legisiation, to make the
clectricity industry more competitive and to provide more choices for industrial, commercial and
restdential customers. The Administration’s Comprehensive Blectricity Competition Act will save “ﬁu
consumers 320 billion a year. Retail competition will not only improve efficiency, but also reduce

the two-thirds waste of energy currently associnted with fossil-fuel generation of electricity, thereby

cutting greenhouse gas emissions. Prominent Republicans have included electeicity restructuring

on their list of priorities for 1995

2. Distributed Generation (“Micropower”). To increase the consumer savings and environmental
benefits from clectricity competition, the Administration will pursue legisiation {o eliminaie
obstacles 1o the use of small, clean efficient generation technologies (e.g., fuel cells and
photovoltaies) that can be installed at or near the electricity user’s sttie. Moving {rom large, central-
siation generation of electricity to distributed generation by small, clean sources is analpgous te the
move from mainframe computers 1o personal computers.,
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* PENSIONS (NEC)

1. Expanded Private Pension Plan Coverage: Last year, you anmounced several tnitiatives to
expand pension plan coverage which were not enacted, but which we continue to believe are
important and have subsiantial support on the Hill, We should again call for legislation that:
authorizes a simplified plan for small businesses that combines the best features of a defined benefit
and defined contribution plan (SMARTY, costing $313 million over five years; provides a three-year
tax credit to encourage small businesses (o set up retirement programs, costing $508 miflion over
five years; and authorizes payroll deductions for IRAs. We are exploring ways to expand coverage
for moderate and lower-income workers. Consideration is also being given to ways of enabling
multiple small businesses to pool togethier for pension plan administration.

2. Women's Retirement Security: To underscore the importance of pensions for women’s
retirement securtty, you would call for legislation epacting the two initiatives you announced in late
October - namely, that time taken under FMLA should count toward retirement plan vesting
requirements and mandating that employer plans offer an eption that pays less while the retired
employee is living but pays a survivor benefit equal to at least 75 percent of the benefit the couple
received while both were alive,

3. Fension Portability: You could renew your call for reducing vesting requirements from five years
to three years for employer matching contributions to 401{k} and other plans to reflect an increasingly
mabile workforce, and morte workers moving in and out of the workforce over a lifetime. We are also
exploring various options that would increase pension portability and facilitate the movement of
retireroent savings botween plans, where this can be done without encouraging “leakage” or loss of
worker protections - e.g., providing that federal employees can roll over retirement savings from
private sector qualified plans into the federal Thrift Savings Plan,

4. Expand Pension Right to Know Provisions: You could call for a pension right to know package
that provides for both workers and their spouses general information relating fo retirement seeds and
their benefits under employer retirement plans. In addition, an employves's spouse should have the
same rights to get information as the employee, before waiving the statutorily provided survivor
protection. You should call for a Pension Right to Know package that provides information for both
workers and their spouses. We are alse working on an employee education program that would
provide employees with the tools they need to work with their employers 1o provide pension plans,
and are thinking about how 1o encourage courses in high schools on the importance of savings and
other general investment education (which can be combined with the Consumer Literacy and
Education campaign described below). Consideration is also being giver (o a savings stamp book
program in the schools (sel! savings stamps in very smal! amounis; when the book is full, turn it in
for a 1.5, savings bond) to help educate the young about how 1o reach savings goals.

5. Increase Retirement Security: To promote security, we are continning to work on the pension
audit hill, changes to the multi emplover {collectively bargained) plan rules, and expansion of
PBGC’s missing participant program.
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FINANCIAL SERVICES (NEC/DPC as specified)

1. Consumer Financial Literacy and Education. We are currently developing a set of proposals
to promote consumer financial awareness and enhance consumer credit literacy, ranging from a
public awareness campaign to establishing an educational clearinghouse to disseminate quality
curricula to high school students, We are also working on a study to identify what the biggest
problems are with how Americans use consumer credit, and what basic banking services and steps
they can take to help themselves (this may be very important if bankruptcy reform is a live item next
year). Part of our focus is on reaching out to low-income households, building on (and expanding)
* lwo existing government programs -- Treasury’s Electronic Funds Transfer program that was a first
step in helping the “unbanked” enter into electronic commerce and a UUSDA extension program that
is providing some (limited) services to rural low-income families. This proposal would cost $5-10 -
million. (NEC)

2, Consumer Financial Bill of Rights. In order to respond to the outrage consumers feel about
ATM surcharges, without supporting economically questionable regulation of ATM fees, we are
considering a proposal either for the government or for financial institutions voluntarily to make
publicly available a list of basic banking services and fees on an individual or geographic basis to
be published periodically over the Internet. The services profiled would include, but would not be
limited to, charges for access to ATMs. We are also considering the adequacy of current credit card
disclosure requirements (again, relevant to bankruptcy reform) and other areas where information
about financial service arrangements would be helpful to consumers. This would cost $3-5 million.
(NEC/DPC)
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A BASIC TYPOLOGY OF PLANS

‘We will be discussing six forms of Social Security plans. All of these plans use the surplus in

one way or another, and all could be designed to do so to a greater or Iesser extent.

Title -

Description

A. Plans That Use the Surplus to Shore up the Trust Fund

1. Bond-only plans

Maintain current ﬁolicy of holding only Treasury securities.

2. Eguities int the Trust
Fund

Introduce equities into the system, but hold them collectively.

B. Plans That Use the Surplus in Creating Individual Accounts

3. Add-on individual
accounts

Cantinue o use sl of the current 12.4 percent payroll tax to fund
traditional Social Security benefits; make suificient adjustments to
the system (benefit cuts, revenue increases) to bring it into balance,
Establish individual accounts in addition to the current system,

4, Carve-out individual
accounts

Divert some of the current 12.4 percent payroll tax into individual
accounts. Individual accounts repluce part of the current system,
and could potentially be described as a tax cut. Relatively large
surplus transfers and/or cuts to the traditional Social Security
benefit would be necessary 1o restore solvency. So far, most carve-
out plang have been “fiscally conservative” with significant cuts
through such provisions as raising the retirement age. With more
use of the surplus, the cuts could be softened.

- Pla::s Thar Zfise the Surplus Bath to Shore up the Trusi Fund

- and to Fund Individual Accounts

5. Integrative plans

Use surplus to establish individual accounts. At retirement, part of
the proceeds of the accounts are used to finance traditional benefits,
while part provide an add-on individual account.

6. Hybnd plans

Contribute part of the surplus directly into the Trust Fund, as under
{1) or {2}, and part into individual accounts as under (3},

2
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THREE BAsiC REFORMS

- At this point, we want our discussion o focus on funidamental issues of plan design that could

impact our shori-term strategy for achieving reform, and to avoid spending too much time on
datails that can be worked out at a later date.

Ma g}g Ql pur plans contain three basic provisiens that are meant as place holders for

1 its and/or revenue increages to he determined later, The three provisions we
happcrz to bavc ch@sm close 44 percent of the 75-year actuarial imbalance. There would
be many other ways 1o achieve simiiar solvency effects.

-- Raise the taxable maximum for the CGASDI payroll tax so thzt 50 percent of
earnings are taxed by 2010, This would retum the percentage of eamings that
are covered to where it was in 1982 and 1983. In 1998 dollars, it would be
equivalent to raising the taxeble maximum from $68,400 10 §95,100. It would
raise taxes by up o 51,655 (on both workers and employers) for the six percent of
workers with earnings above $68,400. We are exploring ways to raise revenues
without baving such a large effect.

e Cover state and local povernment new hires beginning in 2011,

s Iocrease the number of years used in calcalating Social Security benefits
{rom 35 {0 38,

Q;};msmon it is important to pote that cmly one of these three provisions resuﬁs na
reduction in Social Security benefits for future retirees, and that the reduction equals only
3 percent of current-law benefits, Replacing these provisions with an across-the-board
benefit cut would require 8 10-percent cut in benefits in 2015 and later {or 20 percent by
2040 if the cuts were phased in more slowly). Such benefit cuts may be even less
palatable than these three basic provisions.



I. PLANS THAT TRANSFER

SURPLUS TO THE
TRUST FUND




TRANSFER UNIFIED BUDGET SURPLUSES TO SOCIAL SECURITY

TRUST FUND AND INVESTIN BoNDS ONLY

Transfer 91 percent of the currently profected unified budget surpluses to the Trust Fund
for as long as they Jast (2033), and continus o invest the Trust Fund in government
bonds only.

Do not include common set of reforms.

KEY ATTRACTIONS OF THIS APPROACH

Continues the program on a completelyldeiined benefit baszs‘; aveiding potentially
costly and risky altemative approaches.

Preserves benefits at current law levels,
Prevents nearly all of the surples from being used for other purposes.

Very consistent with our message of z}xe past year that surpluses have been reserved
pending Social Security reform.

KEvY DISADVANTAGES OF THIS APPROACH

See box on next page.

IVPACT ON TRYEAR ACTUARIAL BALANCE

Common set of reforms - ' NA
eneral reveny; er t t Fu +222
Remaining Actuarial Balance +0.03

IMPACT ON BENEFTTS IN 2030
PERCENT OF CURRENT LAW BENEFITS

Low Earser  Average Earser | High Earner
($12,0006) {327,000) {343,000} -

Total

+03.0 +0.0 - +3.4

ALTERNATIVE VERSION WITH 3 COMMON REFORMS:

Transfer 35 percent of the currentiy projecied UB surplus to Trust Fend for as long as
they last (2031}, and continue {o snvest the Trust Fund only in government bonds.

Make common set of reforrms (cover state and local workers, ralse maximum taxable
earnings limit, and increase nunber of years in computation base from 35 to 383,




KEY CHALLENGES ASSOCIATED WiTH BONDS ONLY PLANS
N

Will Transfers of the Surp - s Prepare for the Future? Transfers of the
budget surplus to the Trust szzi do not mduae the mismatch between annual tax
revennes and benefit obligations in the out years. However, o the exten! thai transfers
allow s to use the surplus to pay off debt {or purchase private securities), they will
feaveusina Stronger finapcial position when the demographic challenges arrive.

-

Will Trausfers Succeed in Removing Surpluses from the Books? Under current

budget scoring rules, transfers used to purchase government bonds would not remove
any unified bodget surplus from the books, and therefore would not prevent the surplus
from being used for tax cuts or pew gpending. However, allocating the surpluses for
Social Security counld lead to a change n scoring rules,

r Countin sblem. The Trust Fund has already been credited with the
eXcess of Socza Secmty taxes over benefits.  The current umfied budget surplus is
entirely due to the Social Security surplus, Under OMB projections, 89 percent of
unified budget surpluses over the next 10 vears are due to Social Security {under CBO
projections, 98 percent are due to Social Security). 1f we were to transfer the surplus to
Social Security, some might complain that we were crediting the Trust Fund twice,
Indeed, some people already argue that the Trust Fund is not “real” and that we are
“raiding” the Social Security Trust Fund to mask non-Social Sccurnity deficits.

Maintains and Expands ial Security Trust Fund Structore, Many Democrats
and Republicans do niot sup;mrt the trust fund structure, saying that if does not truly set
agide money for Social Security and doss not prevent the funds from being spent. By
transferming additional funds to the trust fund, this type of plan would expand Social
Security’s reliance on the trust fund structure.

Sustaining Transfers oty {ot Materialize, If the full projected
surpluses do not mat enailze and tra.ns fers are scored as outla ys, then the transfers could
result in budget deficits. To the extent that these deficits are financed by issuing debt,
then we will not have done anything to improve the long run fiscal situation, In
addition, it may appear sirange t© be transferring amournts based on projections of
surpluses from many years ago.




. TRANSFER SURPLUS TO TRUST FUND AND INVEST IN EQUITIES

* Transfer 68 percent of the currently projecred umfied budget surpluses to the Trust Fund
for 1999-2032 to purchase equities. Limit the share of the Trust Fund invested in equities
to 25 percent,

KEY ATTRACTIONS OF THIS AFPFROACH

* Continugs the prc;gra_m on a completely defined benefit basis.

. Achieves higher returns with low administrative costs while spreading risk across the
population and over time,

* Preserves benefits at current law levels,

K2y DISADVANTAGES OF THIS APPROACH

¢ The government would own between 5 and 17 percent of the stock market depending
on the methodology used. See the box on the next page for details
. IMPACT ON 75-YEAR ACTUARIAL BALARCE
Cormmon s2t of reforms NA
CGienerzl revenue transfer to Trust Fund +2.,20
Across the hoard cuts to achieve solvency NA

Remaining Actuanal Balance +0.01

IMPACT ON BEXEFITS IN 2038
"PERCENT OF CURRENT LAW BEXEFITS

Low Earper | Average Earner High Earner
{312,000) {527,000} (843,000)

Total - +0.0 +0.0 H+0.0

© ALTERNATIVE YERSION WITH COMMON SET OF REFORMS!
. Transfer 50 ;zérf;ent of the currently projected UB surpluses 1o the Trust Fund for 1999-
2008 to purchase equities. Limit the share of the Trust Fund invested in equities to 25
percent, ‘

. ! * Make common set of reformg (cover state and local workers, raise maximum taxable
gamings limit, and increase nwmber of years in computation base from 35 to 38},

4 Make across the board benefit culs of G percent (o achieve solvency.



SUBOPTION:
SAVE SOCIAL SECURITY WiTH SOCIAL SECURITY PLUS ACCOUNT

. It would be possibie to use the swplus remaining after achieving actuanal balance to
fund individual accounts that are truly in addition to the traditional benefit, The
equities in the trust fund would be preserving the traditional structure, and the
individual accounts would be on top of the full traditional benefit. Therefore, doubls
about sustainability and risk of the individual accounts would not threaten the
traditional Social Security program. However, the plan would rely on essentially 2l of
the currently projected surpluses for 30 years, Thereafter, this plan could create
demands for deficit funding on the individual accounts,

ISSUES ARISING FROM INVESTING THE TRUST Funp 14 EQUITIES

L Government Ownership of Private Securities. In the plans shown on the previous
page, the government would eventually hold between 5 and 11 percent of the overail
stock market, This raises three important concerns:

i. Lareest Shareholder, 1fthe Trust Fund owned 10 percent of the stock market,
the government would be the largest shareholder in at least 70 percent of US,
publicly traded corporations.

2. Political Influence on Investment Choices. Congress could legisiaie

restrictions on what the funds cou]d invest in (e.g. no igbacco stocks),

3. overnange Issues, For example, h&w would government-owned
shares be voted at stockholder meetings?

There are different methodologies for projecting the future size of the stock market, Depending
e the methodology chosen, one obtaing different estirnates of the share of the total stock market
held by the trust fund, The chart below shows the share of the stock market held by the trust
fund for twe different reform plans under two different assumptions about the future growth rate
of the stock market,
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THE PERVASIVENESS OF CORFMORATE GOVERNANCE ISSUES

While issues of government ownership of private securities do not arise in the case of
individual accounts, issues of political influence over investment choices and of
sorporaie governancs could still be large, especially if investment choices were limited
to a few government-authorized index funds.

WHAT HAPPENS IF THE STOCK MARKET PERFORMS POORLY?

If the stock market performs worse than is projected, the balance in the trust fund will
be Jower than projected, creating pressure for additionz] revenue sources or benefit
cuts. This is a common feature of plans that depend on stock market returns to fund
traditional Social Security benefits.




| II. PLANS THAT USE THE
SURPLUS TO FUND

INDIVIDUAL ACCOUNTS
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FIve KeY ISSUES CONCERNING INDIVIDUAL ACCOUNTS

KEY ISSUE #1: PERCEPTIONS OF BENEFIT LEVELS

People might perceive that the individual account 1s part of the total Social Security
benefit, andt has more than made up for the reduction In the traditional benefit.

Alternatively, pcaplé might perceive their individual account as risky and zznceﬂafﬁ,
and perceive that they received a 16-percent reduction in their Social Security benefit,

Plans which guarantee benefit levels or which integrate the individual account and the
defined benefit may be more successful in getting people to look at their total benefit,

Example: Impact on Benefits {Percentage of Current Law)

Change in traditionat benefit -16.3 percent
Annuity from individual accaunt +20.8 pereent
Total +4.5 percent

KEY ISSUE #2: BENEFIT (F;UARANTEES

Because individual accounts expose individuals to more risk, 1t might be desirable (o shift
some of that risk 1o society as a2 whole.

»

Providing 2 Safe Investment Option. One way to do this would be to offer a safe
investment option -~ for example, Treasury Inflation Protected Securities -- and to
design a reform package to ensure that workers who chose this safe investment option
have a reasonsble level of benefits,

e The downside of this epproach is that it might encourage individuals -
particularly low-income individuals -- to take o0 little risk.

Guaranteeing Current-law Benefits, Another option would be to let peaple invest
however they choose, but to guarantee that the combined benefit from traditional
Soctal Security and the individual aceouat would at least equal the current-law
traditional Social Security benefit {Sen. Gramm’s plan adopts this approach).

— A guaranteed benefit might encourage workers to take (0o much risk, since they
‘would receive the upside gains, while the government would protect them op
the downside. However, some argue that many investors do not take on enough
risk. Moreover, if the portfolio cheices were limited to basic index funds, the
extent of this “moral hazard” problem would probably be minimal.

- A guarantee shifts risk away from individuals and onto the unified budget. We
are currently trying 1o quantify the extent of this risk,




KEY ISSUE #3: FISCAL SUSTAINABILITY

For How Long Can We Afford 10 Fund Individual Accounts Out of the Swrplus?

L I remai&izﬁg surpluses zre spent, 2 percent individual accounts can be afforded untii
around 2023,
o Onee the strplases have run out we could continue to fund the individual accounts ot

- of general revenues (this would cost around 0.8 percent of GDP), or we could tnigger in
traditiona) reforms to pay for the individual accounts,

g It might also be possible to set aside some of the extra surpluses in the early years to
prefund individual account contmbutions in later years, We present a plan like this
iater in the packet.

KEY ISSUE #4: DESIGNING A PACKAGE WITH “WINS® vOR BOTB PARTIES

. Individugl accounts can be provided in g way that is more progressive than the
current defined benefif Social Security svsterm, We could propose a negotiating
principle that the traditional benefit must rernain as progressive 4¢ 1t currently is, and
that any irdivideal accounts must be more progressive.

» Qur reform package could include initiative ce eld overty,
particularlv among widows, and {o help other needy populations. Weare
developing a list of policy options in this area. For example, if progressive individual
accounts were at least partially bequeathable, Jow-income families with short life
expectancies could potentially benefii more from the progressivity of the individual

_ Accounts than they do from the progressivity of the current system.




KEY ISSUE #5: FEASIBILITY AND COST OF INDIVIDUAL ACCOUNTS

n foreien countries have nroven verv.costly, Inboth the U XU
and Ch;}c adm:m s?:ratua costs absorb 20 percent or more of account accumulations

under their systems of individual accounts. -

Lower costs mioht be achievable by limiting choice. At the cost of severely limiting
rheices, it may be possible to kesp costs down significantly. Our benefit numbers
assume a very low administrative cost of 10 basis peints per year. Thig would
sorrespond to a reduction in account accumulation of only 2 percent.

Low.cost plans would also be low.servics plang, The level of services associated
with a plan this cheap wold be very low, and in particular would compare unfavorably
with the level of services offered through most 401(k) plans. Specifically, a bare-
bones plan might offer annual reporting rather than monthly or even daily reporting, a
much narrower range of asset choice, and a far lesser ability to switch among available
assets.

Contributions would lag ¢arnipps, Forindividual account funding approaches that
are tieg 10 past camings, the delays in making contributions into accounts could be
perceived to be very long. Under current procedures, workers' eamings for the prigr
year are not venfied until November in the current vear, Thus, if a systemn of this type
were in force currently, workers” last recorded contribution as of today might be for
1996; or workers might jngt have received their contributions for 1997,

out of the surplus might alleviate the perception problem, It might be
argued that since the funding of these accounts was coming from the suiplus,

individuals would not perceive the contributions fo be fied to their earnings, and
therefore not see it a5 arriving late,

¢ - passible, Tt is also possﬁ:}%c though not yet fully
venficd thaz s0me az:celerazzon of contributions could be achieved through a change in
procedures.
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FLAT-DOLLAR ADD-ON INDIVIDUAL ACCOUNT
WITH ACROSS THE BOARD BENEFITCUTS TO
RESTORE SOLVENCY

. Fund $580 per worker individual accounts out of geperal revenue. Assume these funds
are invested 50-50 in stocks and bonds.

* | Make common set of reforms {cover state and local workers, raise maximum taxable
earnings hrnit, and increase number of years in computation base from 35 to 38).

L Make additional across the board benefit cuts by revising the benefit formula, but keep
disability benefits at current-law levels. T

KEY ATTRACTIONS OF THIS APPROACH

* Gives individuals control over their retirement savings. Could be descaibed as building
wealth,
* Achieves higher returns while avoiding government ownership of private securities.

KEY IMSADVANTAGES OF THIS APPROACH

» Surpluses are not sufficient to fund ndividual accounts forever.

IMPACT ON 75-YEAR ACTUARIAL BALARNCE

Commorn set of refonms +0.67
Across ihe board cuts 1o achie : +1.22
Remaining Actuarial Balance +(.01

IMPACT ON BENEFITS IN 2030
PERCENT OF CURRENT LAw BEREFITS

Losw Earner | Average Earner High Earner

{512,000} ($27,000} - {$43,000)
Common Set of Reforms -3.0% -3.0% -3.0%
Agross-the-Board Cuts Implied by -13.3 -13.3 -13.3
Remaining Shortfall
Armuity provided by Individual +34.4 +20.8 +15.8

Account

Total +18.1 +4.5 0.5




PARTIALLY VOLUNTARY INDIVIDUAL ACCOUNTS

Furd $295 per worker individual accounts out of general revenue. Assume these funds
are invested S0-50 in stocks and bonds, Alfow werkers te voluntarily contribute an
additional 1 percent of earnings to their accounts, .

Make comman set of reforms.

Make a&ditionﬁ! across the board benefit cuts by revising the benefit formula, but keep

disability benefits at current-law levels,

KEY ATTRACTIONS OF THIS APFROACH

. Cuts in half the long-term fiscal obligation of the govermment to finance individual
accounts.

» Preserves benefit levels for low-income workers even if they do not make voluntary
coninbutions.

KEY DISADYANTAGES OF THiS APPROACH

. Some may feel they are being asked 1o add an additional one percent of payroll taxes

simply to maimain their existing Sozial Security benefit level,

IMracT ON BENEFFTS IN 2030
PERCENT OF CURRENT LAW BENEFITS

Low Earper Average Earner High Earner
($12,0003 (827,000) ($43,000)
Common Sct of Reforms - -3.0% -3.0% -3.0%
Azross-the-Board Cuts Implisd by Remaining -i33 -133 -13.3
Shortfall
Arnnuity provided by Individual :Accoum +17.2 +10.4 +7.9
Total without voluntary contribution +H.9 5.9 -8.4
Maximum annuity provided by voluntary +8.1 +10.8 +13.1
individual Account
Total. +2.0 - +4.9 +4.7

Undet cuirent faw, annual benefit levels are $6,010 for tie low carner, 59,925 for the average camer, and

£13,112 for the high earver.
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IH PLANS THAT USE THE
SURPLUS BOTH TO SHORE

UP THE TRUST FUND AND
TO FUND INDIVIDUAL
ACCOUNTS
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~ HYBRID PLANS:
INDIVIDUAL ACCOUNTS AND TRUST FUND EQUITY INVESTMENTS

Create $290 per worker individual accounts funded out of general revenue.

Invest Trust Fund assets worth 1 percent of payroll in stocks. Limil the share of the Trust
Fund invested in stocks to 23 percent.

Make common set of reforms,

Make additional across the board gut in benefiis to achieve solvenoy.

KEY ATTRACTIONS OF THIS APPROACH

. Provides wins for both sides. Shores up traditional Social Security and establishes
individual accounts.

. Becanse individual accounts are small, sustaining them in the out years will not create
much pressure on other programs.

. Because transfers to the trust fund are modest, the peak share of the stock market
owned by the trust fund will between 3.7 and 5.7 percent.

KEY DISADVANTAGES OF THIS APPROACH

» Has the downsides of both individual accounts and trust fund investments: the high
administrative costs of small individual accounts and the problems of government
ownership of private securities.

IMPACT ON 75-YEAR ACTUARIAL BALANCE

Common set of reforms +0.97
Tax indiv. accounts like DASDI +3.06
Redeem TF assets to buy stocks ) +(.58
Across the board cuts 1o achieve solvency (.73
Remaining Actuarial Balance +0.00

H

IMPACT ON BENEFITS IN 2030
PERCENT OF CURRENT LAW BENEFITS .

Low Earner Average Earner High Earaer
(312,005 (327,000} {343,000)
Commean Set of Reforms ~3.0% 30% “3.0%
Across-the-Board Cuts Implied by Remaining 3.0 -8.0 8.0
Shortfall
Anmaity provided by Individual Account SV +{0.4 +13
Tsatal +8.2 -0.6 -3
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AR THERE WAYE TO REDUCE GOVERNMENT OWRERSHIP. CONDERNS?

Trust Fund investments could be allocated gecording fo investment choices of
individeals jn their Indbvidual accounts, In plans that combine Trust Fund
investments with individual accounts, it might be possible to have the Trust Fund ..
allocate its investments according to the aggregate investment behavior of individuals
in their individual accounts. This idea -~ and other ideas like it - could allow
defenders of government investment to say that it was millions of individual choices
and not 2 government board that was allocating funds.

ig




PHASED IN 2 PERCENT INDIVIDUAL ACCOUNTS WITH SHORT-TERM
TRANSFER TO TRUST FUND FOR STOCKS

. Create $145 per worker plus 0.5 percent of eamings individual accounts for 20002008,

$290 plus 1 percent thereafter funded oul of general revenue.

. Transfer ¥ of projected unified budget surplus to Social Security Trust Fund and iz’z:*csi in
stocks. Limit the share of the Trust Fund invested in stocks to 2§ percent.

» Make coz::mzmzz sct of reforms.

® Make additional adjustments in traditional Social Security to achieve solvency,

KEY ATTRACTIONS OF THIS APPROACH

* Ultimately creates 2 percent of payroll individual accounts while strengthening
traditional Social Security as well,
KEY DISADVANTAGES OF THIS APPROACH
* The 2 percent of payroll individeal account will need to be funded even after the
surpluses run out.
. Government would eventually own between 5.3 and £.0 percent of the stock market
depending on methodology used.
IMPACT ON 75-YEAR ACTUARIAL BALANCE
Common sei of reforms +0.97
Tax indiv. accounts like ordinary income +0.17
General revenue transfer to TF and buy stocks +1.04
cross the boay s 10 achieve solven .07
Remaining Actuarial Balance +(.00
* ¢« IMPACT ON BENEFITS IN 2030
PERCENT OF CURRENT LAW BENEFITS
Law Earner Avgrage Earner | - High Earner
{312,000} {327,000} {343,000}
Commmon Set of Reforms -3.0% -3.0% 3.05%
Acrass-the-Board Cuts Implied by Remaining -1 -1 <11
Shortfail
Annuity provided by Individual Account +28.4 +17.] +158
Total ‘ +16.3 +13.8 +12.7
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ADDP-ON INDIVIDUAL ACCOUNT WITH ESCROW ACCOUNT TO
SUSTAIN INDIVIDUAL ACCOUNTS

» Fund $380 per worker individeal accounts out of general revenue. Assume these funds
are invested 50-50 in stocks and bonds,

» After funding individual accounts, place 70 percent of remaining surpluses in an escrow
account invested 50-50 in stocks and bonds. Use the escrow account o fund individual
account contributions after the unufied budget surplus runs out,

. Make common set of reforms {cover state and local workers, raise maximum axable
eamings limit, and increase number of years in computation base from 35 (o 38).

° Make additional across the board benefit cuts by revising the benefit formula, but keep

disability benefits at current-law levels. {

KEY ATTRACTIONS OF THIS APPROACH

. Sustains individual accounts even after surpluses run cut, thereby avoiding pressure o
cut other programs 1o fund the new individual account “entitlement.”

KeyY IHSADVANTAGES OF THIS APPRGACH

. Has same disadvantages as other plans that combine individual accounts and
government invesiment in privale scourities.

o Some may find this proposal unusual and therefore not sound because it uses the
escrow account to prefund individual account contributions rather than retirement
benefits -~ a type of prefunding that people are more accustomed to in their pension
plans, .

IMPACT ON75-YEAR ACTUARIAL BALARCE

Common set of reforms +$.97
Across the board cuts 10 achieve ENCY +1.22
Remazining Actuarial Balance +0.01

IMPACT ON BENEFITS IN 2030
PERCENT OF CURRENT LAW BENEFITS

k
Low Earner Average Earner High Earner
($172,000) {827,000 (543,000)

Cormon Set of Reforms ~3.0% ~3.8% A%
Acrpsg-the-Board Cuts Implied by Remaining -13.3 ;133 133
Shartfall

Arumity provided by Individual Account +34.4 +20.8 +15.8
Totab < ‘ #18.1 +4.5 0.5




FLAT-DOLLAR ADD-ON IA WITH 530 PERCENT INTEGRATION

Fund $580 per worker individual accounts out of general revenue. Assume these funds
are invested 50-50 stocks and bonds.

Use 50 percent of individual accounts to fund traditional Social Secunty benefit. Tax
other half of retirement income from individual aceounts like Social Security

Make cormromon set of reforms.

-

Make additional adjustments 10 traditional Socia) Security program to restore solvency.

KEY ATTRACTIONS OF THIS APPROACH

Creates individual acoounis and strengthens traditional Social Security without | |
government ownership of private securities.

Integration of the benefit may make people more fikely to perceive that their individual
aceount is added together to their traditional benefit in providing their overall benefit,

KEY DISADVANTAGES OF THIS APPROACH

When the government uses 50 percent of the individual account to fund the traditional
benefit, people may feel that they are losing half of thewr account rather than
understanding all along that the account had two parts - one part which funds the
traditions] benefit and another part that provides additional relirement income.

May be percetved as complicated,

The individual acoounts would represent between 6.7 and 12.5 percent of the stock
market,

IMFACT ON 7T3-YEAR ACTUARIAL BALANCE

Common set of reforms +0.97
Tax individual accounts like QASDI +{.06
50 percent ¢lawback of zz%élv accounts +0.90
Agross the board cuts eyg Selvency +0.26
Remaining Actzzarwi iaaiancc +0.00

BMPACTON BENEFITS IN 2030
PERCENT OF CURRENT LAW BENEFITS

fLow Earner Average Earner High Earner
{512,000} {327,000} (343,000
Cormon Set of Reforms -30% -3.0% -3.0%
Across-the-Board Cuts Implied by Remaining -3z -3.2 3.2
Shoxtfall
Annulty providied by Individual Acoount +12.2 +1G.4 +7.9
Tetal +31.8 +4.2 +1.7




PLANS THAT FUND
INDIVIDUAL ACCOUNTS OUT |
| OF THE EXISTING 12.4

| PERCENT SOCIAL SECURITY |
' PAYROLL TAX '




BMAUX-GMGG«KGLB&STE;\:&OLM PLAN

. Use 2 percent of the exigting 12.4 perce’zt Social Security payroll tax to fund 2 percent of
payroll individual accounts.

i Make reforms to traditiona : LA

- Reduce second and third bczzﬁ pom‘.s by 2 pcrccnt per vear for 20 years.

-- Reduce COLA by 0.5 pereentage poinis.

= Increase normal retirement age by 2 menths per year untd] it reaches 70, then index.
- Cover new state znd loca) workers.

- Reduce spouse benefits from 50 to 33 percent of PIA.

e Increase computation period to 40 years, but count all eamings.

-- Eliminzie earnings test.

o Credit all taxation of Sceial Security benefits to OASDHL

- Create new minimum benefit

KEY ATTRACTIONS OF THIS APFROACH

L Plan s fiscally responsaiblie

KEY DISADYANTAGES OF THIS APPROACH

. Reduces benefits compared to present law (though not compared 10 the 72 percent of
benefits that are affordable in 2032 if no changes are made).

IMPACT ON 75-YEAR ACTUARIAL BALANCE

Remaining Actuarial Balance +4,00

IMPACT ON BENEFITS IN 2030
PERCENT OF CURRENT LAW BENEFITS

Low Earner | Average Earner High Earger
{$12,000) {§27,000} {$43,000)
Change in Traditional Benefits «25.1% -39.5% -42.2%
Annuity provided by
Individual Account - +16.2 +21.6 +26.2
Total A 8.9 17.9 -16.0
A KINDER AND GENTLER CARVE-QUT PLAN

. A carve-out plan does not have to result in large beneflt cuts. I general revenues are

used to the same extent as in the add-op individual account (but are transferred 1o the
trust fund instead of being used to finance individual accounts, the benefit levels would
be the same. It may be harder to sustain general fund transfers to Social Security once
surpluses run ount than 1t would be to sustain transfers 10 individual accounts.
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" THE WHITE MDUSE
WASMINGTON

MEETING ON CONGRESSIONAL AND THINK-TANK

SOCIAL SECURITY REFORM APPROACHES
PARTII
{Cabinet Room
November 24, 1998
3:05 p.m.

' AGENDA

PLANS THAT USE SURPLUSES BOTH TO STRENGTHEN THE
TrUST FUND AND ESTABLISH INDIVIDUAL ACCOUNTS

Discussed Last Time:

I.

HR

PLARS THAT TRANSFER SURPLUSES TO TRUST FUND

PLans THAT USE SURPLUSES TO FUND INDIVIDUAL ACCOUNTS
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5" A BASIC TYPOLOGY OF PLANS

A

We will be discussing six forms of Social Security plans. All of these plans use the surplus in
one way or another, and all could be desigaed to do so to a greater or lesser extent.

Titie

Description

A Plans That Use the Surplus to Shore up the Trust Fund

1. Bond-only plang

Maintain current policy of holding only Treasury securities.

2. Equities in the Trust
Fund

Introduce equities into the system, but hold them collectively.

B. Plans That Use the Surplus in Creating Individual Accounts

3. Add-on individusi

. aceounts

Continue to use all of the current 12.4 percent payroll 1ax to fund
traditional Social Secunty benefits; make sufficient adjustments to
the system (benefit cuts, revenue increases) to bring i into balance.
Establish individual accounts in addition to the current system,

4. Carve-out individual
accounts

Divert some of the curment 12.4 percent payroll tax into individual
accounts, Individual accounts replace part of the current system,
and could potentially be described as a tax cut. Relatively large
surplus transfers and/or cuts to the traditional Social Security
benefit would be necessary 1o restare solvency, 8¢ far, most carve-
out plans have been “fiscally conservative” with significant cuts
through such provisions as raising the retirement age. With more
use of the surplus, the cuts could be sofiened.

C. Plans That Use the Surplus Both to Shore ap the Trust Fund

- anid to Fund Individud Accounts

S. Integrative plans

Use surplus to establish individual accounts. At retirement, part of
the proceeds of the accounts sre used to finance traditional benefits,
while part provide an add-on individual account,

. ‘ 6. Hybrid plans

Contribute part of the surplus directly into the Trust Fund, as under
{1) or (2), and part into individual accounts as under {3} or {4).

2
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' THREE BASIC REFORMS.

At this point, we want our discussion to focus on fundamental issoes of plan design that could
impact our short-term strategy for achieving reform, and to avoid spending too much time on
details that can be worked out at 2 laler date.

; AT SITELs EASES e de ped later, The zh:*w ;}rovlswns we
happz:ﬁ to have chosctz cizzse 44 perceni Of t%}:: 75- }ear acnzarzal imbalance. There would
be many other ways to achieve similar solvency effects,

e Raise the taxable maximum for the OASDI payroll tax so that 90 percent of
earnings are taxed by 2010: This would return the percentage of sarnings that
are covered to where it was in 1982 and 1983, In 1988 dollars, 1t would be
gquivalent to raising the taxable maximum from $68,400 to $95,100. It would
raise taxes by up to $1,655 {each for workers and employers) for the six percent of
workers with earnings above $68,400. We are exploring ways to raise revenues
without having such a large effect. :

- Cover state and lfocal government new hires beginning in 2011,

- Increase the number of years used in cakulating Social S8ecurity benefits
from 35 to 38,

; (] . he replaced with an across-the-board bepefit cut of 10
RGLC&HL %}Ie all threc af zhase proposals are likely to run into serious political
opposition, it is imporiant to note that only one of these three provisions results in a
reduction in Social Security benefits for future retirees, and that the reduction equals only
3 percent of current-law benefits. Replacing these provisions with an across-the-board
benefit cut would require 4 10-percent cut in benefits for 2015 and later (or 20 percent by
2040 if the cuts were phased in more slowly}, Such benefit cuts may be even less
palatable than these three basic provisions.
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. | TRANSFER UNIFIED BUDGET SURPLUSES TO SOCIAL SECURITY
TRUST FUND AND INVEST IN BONDS ONLY

* Transfer 91 percent of the currently projected unified budget surpluses to the Trust Fund
for as iong as they last (2033), and continue to invest the Trust Fund in government
bonds only.

.® Do not include common set of reforms. .

KEY ATTRACTIONS OF THIS A??RO&CH

. Continues the program on a completely defined benefit basis, avoiding potentially
costly and nisky alternative approaches.

. Preserves benefits at current law levels.
. Prevents nearly all of the surplus from being used for other purposes.
®  Very consistent with our message of the past year that surpluses have been reserved

pending Social Security reform.

‘ : KEY DISADVANTAGES OF THIS APPRQACH

] Sec box on next page.

IMPACT ON 75-YEAR ACTUARIAL BALANCE (current balance is -2.19)

Comemon set of reforms NA
Gengral revenue trensfer to Trust Fund +2.22
- Remaining Actuarial Balance +0.03

. IMPACTONBENEFITSIN2030 . .. - ieiy
PERCENT OF CURRENT LAW BENEFITS: < . s

Low Earner | Average Earner | High Earper

| ($12,000) ($27,000) . ($43,000)
Total ', - e e T w00 T w00 s . 400

ALTERNATIVE VERSION wiTH 3 CoMmON REFORMS:

* Trans{er 55 percent of the currently projected UB surplus to Trust Fund for as long as
. they last (2031), and continue o invest the Trust Fund only in government bonds,
. Make common set of reforms (cover state and local workers, raise maximum taxable

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



KEY CRALLENGES ASSOCIATED WITH BONDS ONLY PLANS

s of the Sur elp ] nare for the Futore? Transfers of the
budget st *phzs to the 'I‘ru st i?z.mé do not reduce the mismaich between annual tax
revenues and benefit obligations in the out years. However, to the extent that transfers
allow us to use the surplus to pay off debt (or purchase private securities), they will.
leave us in a stronger financial position when the demographic challenges arrive,

in ._ : : Books? Urnder current

budget scoring rules, mzlsfers used zc ;zurchase gmemment bonds would not remove

.any unified budget surplus from the books, and therefore would not prevent the surplug
from being used for tax cuts or new spending. However, allocating the surpluses for
Social Security could Jead to a change in scoring rules.

The Double Counting Problem, The Trust Fund has already been credited with the

excess of Social Security taxes over benefits,  The current unified budget surplus is
entirely due 1o the Social Security surplus. Under OMB projections, 89 percent of
unified budget surpluses over the next 10 years are due to Social Secunty (under CBO
projections, 98 percent are due to S8). If we were to transfer the surplus to Social
Security, some might complain that we were crediting the Trust Fund twice. Indeed,
some people already argue that the Trust Fund is not “real” and that we are “raiding”
the Social Security Trust Fund to mask non-Social Secunity deficits,

Maintains and Expands Social Security Trust Fond Structure, Many Democrats
and Republicans do not support the trust fund structure, saying that it does not truly set
aside money for Soeial Security and does not prevent the funds from being spent. By
transferring additional funds to the trust fund, this type of plan would expand Social
Security's reliance on the trust fund structure,

staining Transfe luses Do Not Materialize. If the full projected
surpluses do m}t maienahze and transfers are scored as outlays, then the transfers could
result in budget deficits. To the extent that these deficits are financed by issuing debt,
then we will not have done anything te improve the long run fiscal situation, In
addition, it the future it may appear strange to be transferring amounts based on
projections of surpluses from many years before,




. TRANSFER SURPLUS TO TRUST FUND AND INVEST IN EQUITIES

. Transfer 68 percent of the currently projected unified budget surpluses to the Trust Fuad
for 1999-2032 to purchase equities. Limit the share of the Trust Fund invested in equities
1o 25 percent,

U Uio T - KEY ATTRACTIONS OF THIS APPROACH - - =

® Continues the program on a completely defined benefit basis.

A Achieves higher returns with low administrative costs while spreading risk across the
population and over time.

* Preserves benefits at cuprent law levels.

KEY DISAIFVANTAGES OF THIS APPROACH

* The government would own between S and 11 percent of the stock market dependin g
on the methodology used. See the box on the next page for details

IMPACT ON TS-YEAR ACTUARIAL BaLANCE (current balance is -2.19)

Common set of reforms NA
General revenue fransfer to Trust Fund 2,20
Across the board ¢uts to achieve solvency  _NA
Remaining Actuarial Balance +0.01

= ’ e %« ' - IMPACT ON BENEFITS IN 2030

T e " PERCENT OF CURRENT LAW BENEFITS-

Low Earper | Average Earner High Earner
($12,600; ($27.000) {$43,000)

Total . =+ . it o il a0 0.0 | +00

ALTERNATIVE YERSION WITH COMMON SET OF REFORMS:

° Transfer 50 percent of the currently projected UB surpluses to the Trust Fund for 1999
2008 to purchase equities. Limit the share of the Trust Fund invested in equities $0 25
pereent.

. Make common set of reforms (cover state and local workers, raise maximum taxable
garnings limit, and increase number of years in computation base from 35 to 38).

* Make across the board benefit cuts of 6 percent to achieve solvency.



- SUBOPTION:
SAVE SOCIAL SECURITY WITH SOCIAL SECURITY PLUS ACCOUNT

It would be possible to use the surplus remaining afler achieving actuarial balance to
fund tndividual accounts that are truly in addition to the traditional benefit, The
equities in the trust fund would be preserving the traditional structure, and the
individnal accounts would be on top of the full traditional benefit. Therefore, doubis
about sustainability and risk of the individual accounts would not threaten the B
traditional Social Security program. However, the plan would rely on gssentially ali of
the currently projected surpluses for 30 years, Thersafier, this plan could create
demands for deficit funding of the individual accounts.

ISSUES ARISING FROM INVESTING THE TRUST FUNB IN EQUITIES

Government Ownership of Private Securities, In the plans shown on the previous
page, the government would eventually hold between S and 11 percent of the overall
stock market. This raises three imporiant concemns:

reest Shareholder, 11 the Trust Fund owned 10 percent of the stock market,
zhe g{yver‘zmzezzi wauid be the largest shareholder in at least 70 pércent of U.S.
publicly traded corporations,

2. Political Influence on Investment §;§;9;§§§‘ Congress could legislate
restn ::t:cms on what the funds could invest in {e.g. no Wbacco stocks).

3. Corporate Governance Issues, For example, bow would government-owned

shares be voted at stockholder meetings?

There are different methodolagies for projecting the future size of the stock market. Depending
on the methodology chosen, one obtains different estimates of the share of the total stock market
heid by the trust fund. The chart below shows the share of the stock market held by the trust
fund for two different reform plans uader two different assumptions about the future growth rate
of the stock market. '
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THE PERVASIVENESS OF CORPORATE GOVERNANCE ISSUES

While issues of government ownership of privale securities do not arise in the case of
individual accounts, issues of political influence sver investment choices'and of
corporate governance could sull be large, especiaily if investment choices were limited
to a few government-authorized index funds,

~ WHAT HAPPENS I¥ THE STOCK MARKET PERFORMS POORLY?

A

1f the stock market performs worse than i3 projected, the balance in the trust fund will
be lower than projected, creating pressure for additional revenue gources or benefit
cuts, This is a common feature of plans that depend on swc}, market returns to fund
traditionai Social Security benefits.
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FIvE KEY ISSUES CONCERNING INDIVIDUAL ACCOUNTS

KEY ISSUE #1: PERCEPTIORS OF BENEFIT LEVELS

People might perceive that the individual account is part of the total Social Security
benefit, and has more than made up for the reduction in the traditional benefit,

Alternatively, people might think of thelr individual account as risky and uncertain,
and perceive that they received a 16-percent reduction in their Social Security benefit,

Plans which guarantee benefit levels or which integrate the individual account and the
defined benefit may be more successful in getting people to look at thetr total benefit.

Example: Impact on Benefits (Percentage of current law benefits)

Change in traditional benefit -16.,3 percent

Annuity from individual account  +20.8 percent

Total +4.5 percent

KEY ISSUE #2: BENEFIT (GUARANTELRS

Because individual accounts expese individuals to maore risk, it might be desirable to shifl
some of that risk 1o society as a whole,

-

Providing a Safe Investment Qption, One way to do this would be 1o offer a safe
investment option -- for example, Treasury Inflation Protested Securities — and to
design a reform package to ensure that workers who chose this safe investment option
have a reasonable level of benefits,

- The downside of this approach is that it might encourage individuals -
panticularly low-income individuals - to take too little risk.

Guaranfeeing Current-law Benefifs. Another option would be to let people invest
however they choose, but to guarantee that the combined benefit from traditional
Social Security and the individual account would at least equal the current-law
traditional Social Security benefit (Sen. Gramm’s plan adopts this approach).

- A guaranteed benefit might encourage workers to take too much risk, since they
would receive the upside gains, while the government would protect them on -
the downside, However, some argue that many investors do not take on enough
risk. Moreover, if the portfobo choices were limited to basic index funds, the
exient of this “morzl hazard” problem would probably be minimal.

e A guarantee shifts risk away from individuals and onto the unified budget, We

are currently trying to quantify the extent of this risk.




KEY ISSUE #3: FISCAL SUSTAINABILITY

For How Long Cuan We Afford to Fund Individual Accounts Out of the Surplus?

® If remaining surpluses are spent, 2 percent individual accounts can be afforded until
around 2023,
. Once the surpluses have run out we could continue to fund the individual accounts out

of general revenues (this would cost around 0.8 percent of GDP), or we could trigger in
traditional reformas to pay for the individual accounts,

L It rixight 2150 be possible to set aside some of the extra surpluses in the early years to
prefund individual account contnbutions in later years, We present a plan like this
Jater in the packet,

- KEY ISSUE #4: DESIGNING A PACKAGE WITH “WINSY YOR BOTH PARTIES

. ndividual

MET ed bgngﬁzﬁmLSLﬂmmmx Wc wuld pmpose a negotzatmg
pmxzczpke that the traditional benefit must remain as progressive as it currently is, and
that any individusl accounts must be more progressive,

could include initiatives to reduce elderly poverty,

pgg gg!ar!mmong w idcms and to belp sther needy populations, We are
developing a list of policy options in this area. For example, if progressive individual
accounts were at least partially bequeathable, Jow-income families with short life
expectancies could potentially benefit more from the progressivity of the individual
aceounts than they do from the progressivity of the current system.

T




KEY ISSUE #5: FEASIBILYTY AND COST OF INDIVIDUAL ACCOUNTS

*

Individual accounts in forejon counirizs have proven very costlv, In both the 1K,

and Chile, administrative costs absorb 20 percent oy more nf aseount accumuiations
under their systems of individual accounts, .

Lower costs micht be achievable by limiting ¢hoiee, At the cost ofseveraiy Hmiting

choices, it may be possible 1o keep costs down significantly. Our benefit numbers
assume z very low administrative cost of 10 basis points per year, This would
correspond 1o a reduction in account accuryulation of only 2 percent.

Low-cost plans would glso be low.service plans. The level of services associatad
with a plan this cheap would be very low, and in particular would compare
unfavorably with the level of services offered through most 401(k) plans. Specifically,
a barg-bones plan might offer annual reporting rather than momnthly or even daily
reporting, a much narrower range of asset choice, and a far lesser ability to switch
among available assets.

Contributions would lag earnines, For individual account funding a#pz‘caches that
are tied to past earnings, the delays in making contributions into accounts could be

perceived to be very Iong. Under current procedures, workers’ earnings for the poior
year are not verified until November in the current year, Thus, if 2 system of this type
were in foree currently, workers’ last recorded contribution as of today might be for
1996; or workers might just have received their contributions for 1997,

Funding ov ] iate the perception problem. It might be
argued that since the ﬁmdmg of‘ these accounts was coming from the suzpins
individuals would not perceive the contributions to be tied to their earnings, and .
therefore not see it as arriving late.

Qther approaches might be possible, 1t is 2lso possible, though not yet fully
verified, that some aceeletation of coatributions could be achieved through a change in

procedires.
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FLAT-DOLLAR ADD-ON INDIVIDUAL ACCOUNT
WITH ACROSS THE BOARD BENEFIT CUTS TO
RESTORE SOLVENCY

. Fund $580 per worker individual accounts out of general revenue, Assume these funds
are invested 30.50 in stocks and bonds.

Make common set of reforms {cover state and local workers, raise maximum taxable
earnings limit, and increase number of years in computation base from 35 to 38).

» Make additional across the board benefit cuts by revising the benefit formula, but keep
disability benefits at current.daw levels.
KEY ATTRACTIONS OF THIS APPROACH

» Gives individuals control over their retirement savings, Could be described as building

wealth,
. Achieves higher returns while avoiding government ownership of private securities,

KEY DISADVANTAGES OF THIS APPROACH
. Surpluses are not sufficient to fund individual accounts forever.
IMFACT ON T8-YEAR ACTUARIAL BALANCE {current halance is ~2,19)
Common set of reforms ‘ +0.97
Rerase the board euts “* ,....1.;.“*“ 2.&
emaining Actuarial Balance +0.01
: IMPACT ON BENEFITS IN 2030
PERCENT OF CURRENT LAW BENEFITS
Low Earper | Average Earper High Earner
{$12,000) {827,000} {$43,000)

Common Set of Reforms -3.0% -3.0% -3.0%
Across-the-Board Cuts Implied by -13.3 -13.3 -133
Remaining Shortfall
Annuity provided by Individual +34.4 +20.8 . +158
Account
Total ' +18.1 +4.8 0.5




PARTIALLY YOLUNTARY INDIVIDUAL ACCOUNTS

* Fund $290 per worker individual accounts out of general revenue, Assume these funds
are invested $0-50 in stocks and bonds. 4How workers io voluntarily contribute an
additional 1 percent of earnings to their accounts,

. Make common set of reforms.

. Make additional across the board benefit cuts by revising the benefit formuls, but keep
disability benefits at current-law levels.

KEY ATTRACTIONS OF THIS APPROACH

* Cuts in half the Jong-term fiscal obligation of the government to {inance individual
ascounts,
* Preserves benefit Jevels for low-income workers even if they do not make voluntary

contributions.

KEy DISADYANTAGES OF THIS APPRDACH

L Some may feel they are being asked to z2dd an additional one percent of payroll taxes
simply to maintain their existing Social Security henefit level.

IMPACT ON BENEFITS IK 2030
PERCENT OF CURRENT LAW BENEFITS .

Low Ezrner Average Earner High Earner
{312,000} {327,000) (543,000}
Cormumon Set of Relorms -3.0% -3.0% -3.0%
Across-the-Board Qo Implied by Remaining =133 -13.3 ~13.3
Shortiall
Annuity provided by Individual Account +172 +104 +7.9
Total withoit veluntary contribution ‘ +#.9 L. B9 RN BRI ¥
Maximury anouity provided by veluntary +§.1 +143.8 +131
Individual Account
Tﬁtal {f}?‘fi‘i-:é:-r‘ll‘l,l ) :J___-. ’ ,‘: ‘: I_I . .::":.-‘ . I.‘._. | i& ,: T +§‘0 Vo . N M’g ,' . . . - "'x M:} t

Linder current law, annpal benefit levels are 36010 for the jow earner, B9925 for the average eamner, and 513,112
for the kigh snmer.
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I11. PLANS THAT USE THE
- SURPLUS BOTH TO SHORE

UP THE TRUST FUND AND
TO FUND INDIVIDUAL
L ACACOUNTS o
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HYBRID PLANS:
IZ\ZI}IVII}UAL ACCOUNTS AND TRUST FUND EQUITY INVESTMENTS

» Create $290 per worker individual accounts funded out of general revenue.

L4 Invest Trust Fund assets worth 1 percent of ;Qayrcli in stocks. Limit the share of the Trust

Fund invested in stocks to 28 percent.

]

. Make common set of reforms. .

. WMake additional across the board cut in benefits (0 achieve saivency.

g e KEY ATTRACTIONS OF THIS APFROACH

. Provides wins for both sides, Shores up traditional Sccial Security and establishes
individual accounts.

. Because individual accounts are small, sustaining them in the out years mﬁ not create
much pressure on other programs.

. Because transfers to the trust fund are modest, the peak share of the stock market
owned by the trust fund will be between 3.7 and 5.7 percent.

KEY DISADVANTAGES OF THIS APPROACH

» Has the downsides of both individual accounts and trust fund investments: the high
administrative costs of small individoal accounts and the problems of government
ownership of privaie securities.

IMPACT ON 7T5-YEAR ACTUARIAL BALANCE {(current balance is -2.19)

Common set of reforms +0.97

Tax indiv. accoumnts like OASDI +0.06

Redeem TF assets to buy stocks +0.58

Across the board cuts 19 achieve solvengy, +1.73

Remasining Actuanal Balance +(31.00

SRR 2. IMPACT ON BENEFITSIN 2030~
RS = PERCENT OF CURRENT LAW BENEFITS,
Low Earner Average Earner High Earser
($12,000) £527,600) {$41,000)

Common St of Reforms -3.0% 1.0% -3.0%
Acrass-the-Board Cats Implied by Remuining £.8 -5.8 -8.0
Bhontfsll
Annmuity provided by Individusl Account +17.2 +10.4 +7.8
Total ' +6.2 0.6 -3

17




ARE THERE WAYS 70 REDUCE GOVERNMENT OWNERSHIP CONCERNS?

: als jdual accou g;g In plans that combwe Trust Funfé

v cs%:ments wzt‘fz mémdua acocounts, it might be possible to have the Trust Fund
allocate its investments according 1o the aggregate investment behavior of individuals
in their individual accounts. This idea ~ and other ideas like it - could allow
defenders of governument investment o say that it was millions of individual choices
and not a government board that was allocating funds.

) orate ggvernance cazztmuc to arise in this
" approach. Because the mzizvzdual accounts bcmg “mirrored” by the trust fund
investments are presumed 10 be invested TSP-style, in government-authorized funds,
1ssues of political influsnce over investent choices and of corporate governance could
still be large.

18




ADD-ON INDIVIDUAL ACCOUNT WITH ESCROW ACCOUNT TO
SUSTAIN INDIVIDUAL ACCOUNTS

. Fund $380 per worker individual accounts out of general revenue. Assume these funds

are Irvested 50-50 in siocks and bonds.

. After funding individual accounts, place 70 percent of remaining surpluses in an escrow
account invested 58-50 in stocks and bonds. Use the escrow acenunt 1o fund mdlmfizlai
account contributions after the unified budget surplus runs out. ’

* Make common set of reforms (cover state and local workers, raise maximurm taxable
earnings limit, and increase number of years in computation base from 35 1o 38),

® Make additional acrass the board benefil cuts by revising the benefit Iformzz}a, but keep
disability benefits at current-law levels.

Lo KEY ATTRACTIONS OF THIS APPROACH

. Sustains individual accounts even after surpluses run out, thereby avoiding pressure to
cut other programs 1o fund the new individual account “entitiement.”

KEY DISADVANTAGES OF THIS APFROACH

L Has same disadvantages as other plans that combine individual accounts and
government investment in private securities.

. Some may find this propoesal unusual and therefore not sound because it uses the
escrow gecount to prefund individual aceount contributions rather than retirement
benefits. People are used to the idea of prefunding pension benefits, but it would be
novel to prefund pension contributions.

| "> IMPACT ON 75-YEAR ACTUARIAL BALANCE (current balance is -2.19)

Common set of reforms +0.97
Across the board cuts to achieve solvency +1.22
Remaining Actuanai Baiancc +(.01

{77 . IMPACT ON BENEFITS IN 2030,
' PERCENT OF CURRENT LAW BENEFITS

Low Earacr Average Earner High Earner
($12.000) (827.000) ££43,000)
Comajon Set of Reforms 3.0% 3.0% -3.0%
Acz’éasmihmﬁ’»aard Cuts impiied by Remaining ~13.3 ~13.5 -13.3
Sher‘i{nll
&nmzlty provided by Individual Account +3i4.4 +26.8 +15.8
Toal ] - +18.1 4.5 0.5
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FLAT-DOLLAR ADD-ON TA wWiITH 50 PERCENT INTEGRATION

invesiad 50-50 stocks and bonds.

restore solvency.

Fund $380 per worker individual accounts aut of general revenue. Assume these funds are

Use 50 percent of individual gecounts to fund wraditional Social Security benefit. Tax other haif
of retirement incomc from individual accounts ke Social Security

Make common set of reforms and additional adjustments to traditional Social Security program to

KEY ATTRACTIONS OF THIS APPROACH

» Traditional benefits (after six percent reduction) are guaranteed regardless of how the markes

performs.

L] Achicves nearly the same outeome as a trust fund investment in eguities plan without creating

perception of government ownership of private seourities, Indeed, some prominent
Republicans have embraced this approach.

* Integration of the benefit may make paople more likely to perceive that their individual

account is added together to their traditional benefit in providing their overall benefit.

KEY DISADVANTAGES OF THIS APPROACH

. When the government uses 50 percent of the individual acoount 1o fund the traditional benefit,

* May be perceived as complicated.

peapie may feel that they are losing half of their account rather than understanding all along
that the account has two parts - ¢ne part which funds the taditional benefit and anothor part
that provides additional retirement income.

; ~ IMPACT ON 75-YEAR ACTUARIAL BALANCE (current balance is -2.19)

Carmon set of reforms
Tax individoal zceounts tike CASDH

ard cuts 1o gohi ve
Remaining Actuarial Balance

50 percent clawback of indiv. accounts

+(.97
+{).06
+{.90
10,26
+3.00

‘ IMPACT ON BENEFITS IN2030
PERCENT OF CORRENT Law BENEFITS.

Low Earner Average Earner High Earner
{512,000y (§27,000) £343,000)
Common St of Reforms ~3.0% «3,0% «3 0%
Across-the-Board Cuts Imgplied by Remaining 3.2 Ky A2
Shortfall
Annuty provided by Individunl Aceount +17.2 +10.4 +79
Total | #1115 4,2 +1.7




- PLANS THAT FUND )
RNDIVIDUAL ACCOUNTS OUT |

| OF THE EXISTING 12.4
| PERCENT SOCIAL SECURITY |
|-, PAYROLL TAX




BREAUX-GREGG-KOLBE-STENHOLM PLAN

Use 2 pescert of the existing 12.4 percent Soclal Security payroll tax ta fund 2 percent of payroll
individual accounts,

TEFEL )
- Reduee second and thl d bﬁnﬁ pomts by 2 pemcnt per year for 20 years,
- Reduce COLA by 0.5 percentage points,
- Increase normal retirement age by 2 months per year until it reaches 70, then index.

o Cover new state and local workers.
-~ Reduce spouse benefits from 50 to 33 percent of PIA.
—~ *  Increase computation period to 40 years, but count all eamings.

= Eliminate earnings test.
- Credit ali taxation of Soeial Security benefits to OASDL
- Create new minimum benefit,

p \ - KEY ATTRACTIONS OF THIS APPROACH

Plan is fiscally responsible.

< K£Y DISADVANTAGES OF THIS APPROACH

Reduces benefits compared 16 present law {though not compared to the 72 percent of
benefits that are affordable in 2032 if no changes are made).

IMPACT ON T3-YEAR ACTUARIAL BALANCE {carrent balance is -2.19)

Remaining Actuzacial Balance +{.00

IMPACT ON BENEFITS IN2030
PERCENT OF CURReNT LAW BENERITS

Low Earner = Average Earner High Earner
| ($12,000) ($27,000) ($43,000)
Chaz;gc in Traditional Benefits -25.1% -39.5% -42.2%
A:mazty provided by
In{izv;éual Account i6.2 2156 26.2
Totals« » U 8.9 -17.9 ~16,0




|
2 PERCENT CARVE-OUT FOR 2 PERCENT INDIVIDUAL ACCOUNTS

WITH TRANSFER OF REMAINING SURPLUS FOR BONDS

Redirect 2 percent of OASDI payroll tax beginning in 2000 to {und 2 percent of payrod]
individual zccounts. Assume these funds are invesiad 50-50 in siocks and honds. Transfer
remaining currently projected surpluses to the trust fund and invest themn in bonds.

Make common set of reforms (cover state and local workers, raise maximum taxable camings

limit, and increase number of years in computation base from 35 (o 38).

Make additionz] across the board cuts by revising the benefit formula,

KEY ATTRACTIONS OF THIS APPROACH

. Plan is Sscally responsible and would reduce long-term budget debeits and increase national
savings even compared with the baseline that uses the surplus to pay off debt.

» The combined retirement income from individual accounts and raditional Beselit would be
close to currently promised berefit levels,

Ky DISADVANTAGES OF THIS APPROACH

¢ in the long yun, the individual account woeld be providing roughly 40 percent of the total
tenefit. Benefis levels would depend heavily on stock market perfermance.

» Because i uses some of the current payroll tax to fund individual accounts, this plan could be
pereeived as the first step toward (ol privatization,

IMPACT ON 75-YEAR ACTUARIAL BALANCE (current balance is -2,19)

Conmmon set of reforms +0.97

Two pereent carve-out «1.92

Tmnsfer of rermzzmng suzpluses 0 (}}&SDI +1.45
¢ +1.71

Rmammg Aczuanz% Balance +0.03

IMPACT ON BENEFITS IN 2030
PERCENT OF CURRENT LAwW BENEFITS

Low Earner Average Earner High Earner
(512,000} ($27,000) (843,000)
Cammon Set of Reforns 30% 3.0% 3.0%
Acmsé»ﬁumﬁnzxﬂ Cuts Implied by Remaining 187 18T -18.7
Shortfall
Annuity provided by Individual Account +16.2 +216 +26.2
Total | 5.5 0.1 w43

Note: if individaal accounts were funded more progressively, the total benefits for low eamers

could exceed currently promised levels,
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- STRATEGIC DISCUSSION OF A PLAN THAT
INVESTS EQUITIES IN THE TRUST FUND

Many
aplan

of the fundamental decisions related to Social Secunty reform can be framed by examining
that relies exclusively on prefunding and equity investment.

' BASE PLAN

Transfer 60 percent of the currently projected unified budget surpluses to the Trust
Fund for 1998.2032 to purchase equities. Limit the share of the Trust Fund invested in
equities to 33 percent.

Spend one guarter of the remazining serpluses on dis¢retionary spending and three
guarters on Medicare or debt reduction. Roughly $500 billion would be available over

10 years.

Thzs p]

Ea.tz would command substantial support because it preserves the cumrent structure of the

systemg and it avoids making any cuts in benefits. However there are three key critiques of this

approd

[
»

tch:

Fisral responsibility
Ralses corparaie governance concems
Lacks individual accounts

ALTERNATIVE A: DO SOME TRADITIONAL REFORMS AS WELL

L Include 3 basic provisions {increase computation years, cover state and local workers,
increase taxable maximum), Do additional 3 percent across the board cut in benefits.
. Transfer 50 percent of the currently projected surpluses to trust fund to purchase
equities for only ten years (1999-2008). Limit trust fund to 25 percent equities,
Alternatively, could transfer 35 percent of the surplus for as long as it lasts.
ALTERNATIVE B: SOCIAL SECURITY PLUS ACCOUNT '
E ]

Spend three-quarters of remaining surpluses on individual account and one quarter on
discretionary spending. Account could be fiat dollar or it could provide matches for
voluntary contributions. Could afford approximately $200 per worker mninbmmns
for about 20 yeats (thcre would be short{alls in early years).




| FISCAL DISCIPLINE

Critiques of rhis approach,

L]

E ¢s to the elderly, For those who feel that soclety is
Spendmg o0 much on zhe elé&zr}y already, this approach directs additional rescurces 1o
the elderly in order to maintain all of currently promised benefits.

p : angd .18 s iz risky, This plan relies completely on 3{}
years of bzzdgez szzzpkzzses ané on ez;wzy returms. Bazh components are uncertain, If”
budget surpluses do not materialize, then continuing general fund transfers to QASDI
may result in pressure 1o cut other spending programs. 1 equity returns are lower than
projected, then we will need to do Social Secunity reform again af a later date.

J0e ! ss long-run funding gap. This plan does not close any of the
gap beh:vee:n current year tax revenue and "zacrzef'zz paymeants, and it has a trust fund that is
declining at the end of the 75-year window,

. Uses general fund transfers. Because the plan relies on substantial general revenue

iransfers, it precludes the use of these funds for other purposes (including Medicare
financing, education spending, £i¢.), and it exposes the plan to criticism for crediting the
trust fund with the Social Security surplus a second time,

Rejoinders:

. Why do pain if there are surpluses available? Those who argue that we should rely
less on surpluses and higher returns and l?lat we should rely more on traditional benefit
cuts and revenue increases must explain why we should make painful adjustments fo
Social Security when the surpluses ars otherwise likely to go for defense spending and
tax cuts for the rich,

. Plan allows for additional spending. The surpluses remaining after this plan is enacted

could be used for a combination of individual accounts, tax cuts, and diseretionary
spending.

8¢ . . Socia v. Since most of the surpluses are due
w Socxai Secunt}, it makes sense m use the*n to strenglhcn Social Security. If the
surpiuses are used for other things, we could be attacked for using Social Security tax
revenue for non-Social Secunty purposes.

. Tax cuts would make long run fiseal situation even worse. If we fail to achieve Social
Security reform and the surpluses are used for permanent tax cuts, the long run fiscal
situation will be even worse when we finally do get around to fixing Social Security,

GOVERNMENT OWRERSHIP OF PRIVATE SECURITIES

Critiques of this upproach

. Coverpment ownership.
- Government would own at Jeast 5 percent of the stock market and perhaps

as much as 11 percent. Critics could potentially use a methodology that .
produced estimates that are even higher. ‘

- If the government owned 10 percent of the market, it would be the largest
shareholder in more than 70 percent of U.S, publicly traded corporations.

e People would question why we were z:mx}z;ragmg other countries to move
' toward private markets when our government was acquiring shares in
private companies.

3 e on investment decisigns, There might be pressure for the
ya&*ammﬁ o mvesz in socially desirable activities such as affordable housing that may
have lower rates of return and to divest from companies in unpopular but profitable
industries.

v Corporate Governance, ‘Government voting of shares would likely be perceived as
interference, but government abstinence from votmg might give too much influence to
remaining shareholders or management. Any siructure of investment, no matter how
independent could be altered by Congress and the President at any time in the future.

R@amdars

Cuki craate an mdepcndcnz argamzazmn Izke zhe }?eéeral Rese:rve Wif.i} msteas who
were appointed to long terms, and who could net be removed until the end of their term,
In addition, funding for the independent body could come out of the system’s own



GOVERNMENT INVESTMENT IN EQUITIES

Critiques of this appreach

orky, In real terms, the Dow Jones did not rebound to

its i%Spek unzzi 198? Onthme eccasions during the past 70 years, the S&P 500 index
has declined over two years by more than 35 percent. Japan's Nikkei has fallen by 60 ..
percent since 19589,

o{ the appea.f of mémdual aseounts is the pem@zvcd epportz,mzty to build weakzz inthe
collective approach to investments, individuals will pot have investment choices, see their
accounts accumulate, or be able o begueath part of their accounts.

Lolleotive investing permits risk-pooling both within and across gohorts, During the
20th century in the US, even large stock market declines have been more than made up
by subseguent rebounds. For example, 2 portfolio of a worker who lived through the
1929 crash would have fully recovered by the end of 1936. By pooling risk, the trust
fund approach removes the sensitivity of worker’s retirement income to the particular
year in which they reached retirement.

eefive ide : admiy sts. Wall Street
won'i receive 2{} percent of ;}eoplc 5 retzre:mmi income as zt zmght ina madarately
expensive individual account plan.

Over 40 year perieds, risk of stock market may not be so great




ALTERNATIVE A: DO SOME TRADITIONAL REFORMS AS WELL

Include 3 basic provisions (increase computation years, cover state and jocal workers,
increase taxable maximum}. Do additional 3 percent across the board cut in benefits.

Transfer 50 percent of the currently projected suwrpluses to trust fund to'purchase -
equities for only ten years (1999-2008). Limit trust fund to 25 percent equities,
Alternatively, could transfer 35 percent of the surplos for as long as it lasts.

+ More fiscally responsible. Closes some of the long ren imbalance between taxes and

benefits.  Potentially relies on only 10 years of surpluses.

© Erees up more of the long-run surpluses for Medicare and discretionary spending.

People might be willing to tolerate small cuts in Social Security if the savings were
allocated to Medicare,

Iisadvantages:

May not be able to prevent surpluses from being spent on tax cuts for the rich.

Will have to compete with Republican individual account initiatives that promise no
reductions in benefits.

Preserving surpluges for Medicare may not be 2 viable strategy since there is unhkely (o
he a significant Medicare agreement this vear.

This plan has no individoal accounts and no tax czzzs it is hard to sec how such a plan
results in a bipariisan consgnsus,




. ALTERNATIVE B: SOCIAL SECURITY PLUS ACCOUNT

* Spend thres-quarters of remaining surpiuses on individual account and one quarter on
discretionary spending. Account could be flat dollar or it could provide matches for
voluntary contributions. Could afford approximately $200 per worker contributions
for about 20 years (there would be shorifalls in carly years).

Advaniages;
. Provides best of both worlds; save
accounts,

. Solidifies fraditional Social Security while offer
individugl account supporiers.
Disadvantages;
. * Individual accounts will be very small and therefors administrative costs wiil absorb a

larger fraction of Investment retumns.

. While small individual accounts may be a valuable new benefit for low-income workers,
it may be perceived is just one more tax preferred savings vehicle by upper-income
workers.

. Even though the individual accounts will be small and are not essential to the total Social

Security benefit, there may be some pressure to continue to fund them ¢ven afler the
surpluses run put, thereby creating pressure on other govemment programs.
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STATE OF THE UNION PLANNING GROUP

SUBJECT: HIGHLIGHTS OF DOMESTIC AND ECONOMIC POLICY MEMOS

You have been sent several memos from the policy councils, suggesting an array of new
possible policies — some big, some small. The purpose of this memorandum is to identify what
we believe are the most significant of these new policy proposals, 5o you can begin to see the
shape of a possible State of the Union and budget.

Thizis notao exchusive list, In addition, it does not include many of the smalier
praposals -- many of which were ineluded in the memoranda to you from the policy councils -~
which wiil undoubtedly be a part of the final speech. It reflects discussion among Bruce Reed,

Elena Kagan, Gene Sperling, Sally Katzen, Maria Echaveste, Paul Begala, Jack Lew, Mark Penn,
Lae! Brainard and Doug Sosnik, among others.

Social Security. At this moment we don’t have anything further to add to the ongoing
discussions about what to say on Social Security « except to reafiirm that, given the central place
of Social Secarity in the speech last year, there will be enormous pressure {0 show some
specificity in this address,

Long-Term Care Initiative. Ag you know, this is politically very powerful, and speaks
1 a real sourcé of deep anxiety for typical families. The most important new proposal would be
for s yax credit of up to 21,000 for disabled elderly or their caregivers (at a cost of about $6
bitlien over § years). In addition, the package could include a nursing home quality initiative;
respiic services, raining and counseling for famiiies who care for severely impaired clderly
relatives, and new long-lerm care opriong {or federal employces.

in addition 1o Social Security and long-lerm care, the policy councils are developing a
full agenda of 1ssues of particular concern to elderty Americans ~ including measures to fight



fraud and other crirae that preys on seniors, to provide housing and transportation for the elderly, -

and to strengthening pension protections and enhande pension portability.

Education - teacher quality. The DPC belioves that the most important and memorsble
riew element to your education agenda should be a focus on teachgrs - tvacher training, teacher
quality, teacher recruitment. This would build on the success this year of beginning to hire
100,000 new teachers (a proposal, it is worth noting, that gained more political traction than any
previous education reform efforts),

requirement, tied to federal aid, that new secondary teachers pass competency tests in & subject
before they can teach it. In addition, we will mount a nationwide ceackdown on teacher g

%

Mg

The proposal being crafted will have several elements. Most noteworthy would be a n&w{{(’f\ %

14

cducation schools, and move to reform teacher certification. These steps will be coupled with Q’!Q‘{;@
increased teacher recruitment scholarships, funds to help teachers go back to college when they {F

teach outside their field. We can use the opportunity of the reauthorization of the ESEA to
provide both “carrots™ and “sticks” for a teacher quality initiative, )

" In addition, we will advance an expanded initiative on sogial promatiop - giving communitie
that end social promotion more money for after school and summer school, tutoring, and other
means to help children live up to high standards. Finally, there would be an arvay of other education
initiatives, including a focus on {ailing schools and a renewed call faar mmm@nga

Breaking the cycle of violent crinse — a Crime Bill I The 1994 Crime Act will expire
at the end of FY 2000. We recommend that you challenge Congress to pass a new crime bill that
builds on the core elements of the successful 1994 Act - more police, smarter punishment, and
more prevention. We believe that B new Crime ﬁkct simu}é inchude the following elements: First,
it shauld hire more community o 4) 14 esutars, with an emphasis on
technology and training. I shoutd expand ﬁze use of probatmn supervision and drug festing and

. lgatment for prisoners and parolees, It should press your longstanding firearms priorities

% {juvenile Brady, Brady II, federal CAP legislation and child safety locks), and crack down on

gun crimes and gun traffickers. Finally, in addition to other crime bill prevention programs, we
could invest in promoting values-based ¢rime and violence prevention ¢fforts.

ane International economics. Last year, you discussed the international financial erigis
when it was in its relatively carly stages. Given the continued {financial turmoil, and its impact
on our own economy, we believe that the speech should have a significant discussion of world
economy and the need to strengthen the international financial architecture. The NEC will be
warking te flesh out what should be said in this area, as well as an ambitious trade agenda
building on the goals you anticipated ot the WTO specch in Geneva, This will be the {isst time o
broad television audience has heard your new synthesis on trade.

Tobaceo/preseription drugs for Medicare beneficiaries. Our best leverage over the
tobacco industry is the prospect of a foderal suit to recoup Medisare gosts associated with

2




at

““distocated worker would get traini m

smoking, We could call on Congress to enact Senstor Graham's legistation to authorize such a

tlawsuit {which would make the Justice Department more likely o bring it). At the same time,

we could ask for funds for DOJ and HCFA to prepare = lawsuit against the tobacco industry. |

We could pledge that any proceeds from such a Jawsuit would be used to provide & gew ™ %
* 1 I ! il i ﬁ " El

At the same time, yo*a would once again push for the Patients” Bill of Rights, and could
propose an array of gxpar oyergge (including, possibly, a smaller version of the

Medicare buy-in}, | o L_jﬂ!gm
Warkferce. skills initiative -~ closing the skills gap. With the long struggle for the Gi

Bill for Workers now successfully completed, you can more avertly address this remaining piece
of your lifetime Joasning-agenda. Under a proposal being developed by the NEC, every

)

=

h five years, every unemployed person would get
some kind of reemployment services, and every worker would have access to one-stops. You
could also advance an aduit literacy initiative, You could also challenge American companies to
train American workers first, before seeking to import foreign high-tech workers.

There are, of course, other significs

!" Child carc[arzd afler-school

* Environment - EPA and CEQ are working on g quality-of-life based agenda that would
help communities attain ‘green spaces’ such as parks and wildemness, and address uncontrolied
development (the subject of 200 environmental baliot initiative victories this November), and

initiatives to protect coastal and river areas. In addition, you can discuss next steps on climate
hange.

des being developed.

ark will need to be revisiied, .

* Consumer pra’:e;:!z‘on ~ From a financial consumers bill of rights now being developed
by the NEC, to an array of other consumer protections, you can propose & consumer protection
agenda (this would be the first such explicit agenda in one of your State of the Union Addresses).

* Strengthening democracy for the Year 2000 — In addition to campaign finance reform,
we arg developing new proposals to increase voting and enhance desmocratic paticipation, such as

making Flection Day a holiday.

* An appeal for One America, including an overt appeal against anti-immigrant semtiment
{as you did powerfully at Portland State)

* Sdcdical rescarch and medical ethics issues

* ¥2K



+ L . .

. \4' The Millenmium Project

Finally, we are working with the National Security Council on its proposals and outline.
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SCHEDULE FOR SECOND DAY OF
WHITE HOUSE CONFERENCE ON SOCIAL SECURITY

See Attached for Group Designation

GROUP #1: (LOCATION: INDIAN TREATY ROOM)
9:080-10:30  Workshop on Social Security and Traditional Reform Oprions:
’ ier
. Bob Greenstem (Center on Budget and Policy Pricritics)
- Ken Kics (Former Staff Director of Joint Tax Commiitec)
10:30-10:45  Break
$:4S-1208  Workshop en Social Scecurity and Private Market Buvestinends:
Presenters
- Martin Feldstem (Hurvard Untvorsity)
. Rebert Reischauer {Brookings Institution)

- GROUP#2: (LocaTiON: VICE PRESIDENT?S CEREMONIAL OFFICE)

$9:00-10:30  Workvhop ou Social Security and Private Market Investments:

o, §
. sartin Foldstens (Harvard University)
. Robaort Reisclaver {Brookings institution)

10:30-10:48  Brenk

1:45-12:18  Workshop on Social Security and Traditional Refernt Options:
Preseniers
. Beb Greensten (Center on Budget and Palicy Priouities)
. CoKen Kies (Former ST Diregtor of Jomnt Tax Conmntic

BOTH GROUPS:

F2:30-1:30  Mewring with President Clinton ot Blaiv Honuse



WHITE HOUSE CONFERENCE ON SOCIAL SECURITY

PARTICIPANTS FOR WORKSHOPS

GROUP #1:

Location: Indian Treaty Room

Larry Summers, Deputy Sccretary of the Treasury
Ken Apfel, Commssioner of SSA

Bruce Reed, Domestic Policy Advisor
Wilhiam Daley, Secretary of Connnerce
Maria Echaveste, Deputy Chief of Staff
Sylvia Mathews, Deputy Director of OMB
Senator Edward Kennedy (D-MA)
Senator Mary Landrieu (D-LA)

Senator Bob Grabam (D-FL)

Senutor Charles Robb (D-VA)

Senator Kent Conrad {I-ND)

Senator Tony Harkio {D-14)

Senator Judd Gregy (R-NH)

Scnator Phil Grammnt (R-TX)

Senator Rick Santorum (R-PA)

Senator Susan Colling (R-ME)

Senator Rod Grams {(R-MN}

Senstor Craig Thonusg (R-WY)

Hep.

Kop.

Rep.
Rep.
Rep.
Rep.
Rep.
Kop.
Rep.
Hep,
Rop,
Rep,

John Sypratt (D-8C)
Charlie Rangel (D-NY}
Richard Neal (1D-MAY
Sandy Levin (2-M1)
Ben Cardin (I-M1D)
Xavier Beverra (D-CA)
Robhert Portman (R-OH)
Jim Kolbe (R-AY)
Mark Sunford (R-8C)
Judy Biggen (ReJL.}
Clay Shaw {(R-IL)
Chip Pickering (R-MS})




GROUP 82
Location: Vice President’s Ceremonial Office

Gene Sperling, National Economic Advisor

Larry Stein, Assistant 1o the President for Legishutive AfTairs
Junet Yellen, Chair of Council of eononnie Advisors
Alexis Herman, Secrelary of Labor

Jotin Podesta, Chief of StalT ,

David Beier, Domestic Policy Advisor o the Vice President
Senator Jeff Bingaman (D-NM)

Senator Barbara Mikulski (D-MD)

Senator John Chafee (R-RI)

Senator Joseph Lieberman (D-CT)

Senalor John Breaux (B-LA)

Senator Byron Dorgan (D-ND)

Senator Mike Enzi (R-WY)

Senator Spencer Abraham {R-Mi}

Senator Wayne Allard (R-CQJ

Setator Sum Brownback (R-X S}

Serator Pete Domenict {(R-NM}

Rep. Rosa Delaure (D-CT)

Rep. Bob Matsui {D-CA)

Rep. Earl Pomeroy (D-ND}

Rep. Bill Jefferson {(D-LA)

Rep. Iohn Tanner (DB-TN}

Rep, BEd Markey {D-MA

Rep. Him McCrery (R-LA}

Rep. Mac Collins (R-GA)

Rep. Nick Smith {(R-M1ID)

Rep, Bill Thomaos (R-CA)

Rep, Bill Archer {R-TX])

Rep. Henyy Bonilia (R-TX)



AGENDA FOR WORKSHOP ON SOCIAL SECURITY AND
TRADITIONAL REFORM OPTIONS

Robert Greenstein and Ken Kiex

L. Overview of Social Sceurity challenge and program

H. Traditional reform options

i

A. Full benefit age (alse known as the “normal
retirement age”)

B. Cost of living adjustments
C. Spousal benefits

D. Other benefit adjustments
E. Maximum taxable earnings
¥. Coverage

G. Taxation of benefits

H. Mecans testing

General discussion




AGENDA FOR WORKSHOP ON SOCIAL SECURITY
AND PRIVATE MARKET INVESTMENTS

il

IR

v,

V,

Martin Feldstein and Robert Reischater

Pre-tunding, budget rules, and the Social Security Trust
Fund (10 minutes) '

Rates of return (S minutes)

Two approaches te private market investments ,
(10 minutes)

I, Tavesting the Trust Fund
2, hndividual aecounts

Pros und cons of different approaches to private market
investiments (35 minutes)

. National saving

2. Risk

3. Administrative efficiency
4. Corporate governance

5. Progressivity and fairness

General discussion (30 minutes}




SOCIAL SECURITY
December &, 1998

Putting Qui A Social Seeurity Plan

Q: When ean we expect the Administration (o put out a specific Social Security plan?

Al

. The Frestdent is firmly committed 10 whidever sieps will advance the cause of
comprehensive Social Security reform consistent with the five.principles he laid owt in
Kansas City last spring.

. The President continues to evaluate specific steps in terms of whether they would unify or
divide us. The more and guicker members of Congress of both parties engage with us
and cach other, the betler we will be able to determine which steps the President coukd
take that would be most belpful in achicving comprehensive Social Security reform.

. I the President believes that putiing a plan forward will help achieve reform, he will do

so. 1f other forms of leadership are more effective, he will take them.
FOLLOW: s it possilile thot the President will ever put forward a plan?
At

. Yes. If the President believes that putting a plan forward will help achieve refornm, he
will do so, If other forms of leadership are more effective, be will take them.

ADDITIONAL FQLLOW: Rep. Archer says the President must go first. How do yon
respond?

Al

i The best way 10 move forward 15 not to play a gwne of “who goes first” but rather to
work together (o strengthen Social Sewwity for future generations.

BACKGROUNIY

1o guide Seoad Seowrity reform. The principies are:

strengthen und Proteet Social Sceurity for the 21 Century,

Mamtain Universahty angé Fairess.

Provide a Benefit Feople Can Count wy,

Preserve Financial Security for Low-Income and Disabled Beneliciorics.
RMointan Fiscal Discipline,

e fie e B o—



State nf the Linion '

Wiil the President present a pian in his State of the Union address this year?

The State of the Union speech is clearly an important vehicle for addressing crucial issues
facing the country.

The President will use the opportunity provided by the State of the Undon i whatever is
the meost effective way for advancing the debate on Social Security, '

FOLLOW: So will he use the speech to puf forward a plan or not?

Al

The State of the Union speech 15 theé President’s opportunity to address the nation, and 1
would be inappropriate for me 1o reveal the possibie details of that speech inany way. 8o
P am simply not at liberty to discuss what ie and what is not Hkely wo be in il

Will The President Lead?

Q:

Al

An influential bipartisan group (Stenholm-Kolle, Breaux-Gregg) has written {o the
President asking him to be move specific about his “priorities and objectives” at the
conference. They alse want the Uresident to agree (o a timctable for congressional
negotiations. ‘Wil the President tead on Social Security?

Qver the past yecar, the President has ted <~ by changing the debate on Social Security i
two tmportant ways; {irst, by reserving the surplus unttl Socid Security s reformed and
sccond, by siriving to create a chimate condoeive o bipartisan Sooial Sceumty reform by
not aftacking specific plans to reforny thic system.

The White House Conference provides 3 unigue opportimity 1o bring together Demoerus
and Republicans -- prior to the beginning of the legislative year -« w lay the foundation
for working together on achieving Sociat Sccurity reform.

To busld & bipartisan consensus for reforn, we will need to consult very browdly. We
have glready begun that and will continue 1o do so over the coming weeks and mosths,

We want this conferonee to be balanced wnd productivi - 1o lay the groundwoerk for
bipartisug work with Congress over the coming imonths,

7



Individual Accounts

Q:

A

Would the President support a plan that includes individual accounts?

The President will examine any proposal in the context of comprehensive reform that is
consistent with his five principles. The President belicves that rather than ruling in or out
specific elements, we should constder whether a comprehensive package meets his
principles.

[IF NEEDED: There are difficult issues with individual accounts that would need to be
worked out -- for example, what are the administrative costs, what are the risks to people,
and would they would provide beneficiaries a solid progressive benefit that they could
count on, ]

Livingston Proposal To Change Budget Accounting for Social Sccurity

Q: Congressman Livingston, the new Speaker, has said that he wants to change the way
we treat Social Security in our budget accounting. Would you support that change?

Al

. Clearly many people have different views on the complicated budget accounting, Our
simple message is that when so much of surplus is from Social Security it inakes sense to
reserve it until we have addressed comprehensive Social Security reform.

BACKGROUND:

L We have not seen any details of that proposal, so we are reluctant to respond in detail. As

a general matter, the budget rules work effectively, and we now have the first budget
surplus in a generation, Traditionally, we measure the unificd budget which reflects the
federal govermment’s contribution to national saving. By eliminating the budgel deficit,
we have more than doubled our national saving rate. That higher savings rate helps us
raise mvestment and productivity, which helps us prepare for future fiscal challenges --
ke the reticement of the baby boomers.

(151



Vice President Gore and the 2000 Election

Does Vice President Gore want Social Security resolved this year or does he want to
save the issue for the Presidential election in 20007 Is it to the Vice President's
atdvantage or disadvantage to see the Social Security issue addressed in 1999?

.

The President and Viee Presudent both believe thal we musi act now 1o save Social
Securily and we should not play politics with this crucial prograny. Next year provides an
extraordinary opporiunity to act early to address this long-term challenge. The
President’s and Vice President’s primary concern is gusuring that any reform is consistent
with the principles that they have outlined,

The Vice President has participated actively in this year of nationat discussion about
Social Secunty reform -- he hag participated in the national forums, given speeches and
attended rallies in support of strengthening Soclal Sceurity for future generations.

Beth the President and Vice President bave indicated that as this year of national dislogue
comes to u closg, they want o bogin a hipartisan process to schifeve reform carly poxt

Y.
y A

Window of Dpportunity for Reform

£

YWhen do vou think the window of epportunity for achieving Social Sceurity
solvency will close? By July, September? What do vou think the chances are that 2
meaningful reform package will be passed in 19997

s

N one can make any predictions about the future, but we kKnow we have an historie
appertunity to strengthen Social Sccurity for future gencrations.

We've approached the task ol Social Scourity reform with a pructical eye from the
beginning. Clearly we felt in 1998 that it would be better to try o educate the publie and
build biportisan support for getting reform done nexi year, rather than rush into an
clection year, '

We do not have s deadline, but certainty we feel that geliing a guick start in 1999 will
increase the chances of reform, Hul we do not huve time 1o waste - we should work
together to move forward on bipartisan Secial Scownity reform.



How Wilt You iV

Q: The President talks about beginning bipartisan negotiations next month {January)
How does he propose to hegin those negotiations”? A Conunission? Private mectings
with the Leadership?

Al
)

* The President intends to begin a constructive bipartisan process at the start of next year,
He will continue to consult with the Leadership and Members of Congress as to how best
to proceed, )

Can We Selve the Social Security Problem With the Budget §

) Can the surpluses thal are projecied solve the long-range solvency problem facing
Sociai Secuvity?

Al

. Wihen President Clinton took office, the budget deficit was projected to grow 1o 5357
billion in FY 1998, Because of bis 1993 deficit reduction plan, the actual budget stuation
in 1998 had swung by $427 billion -~ so that we had a surplus of $70 billion. With §1.5
trithon in surpluses projected over the next 10 years, we have put our fiscal house in
order. That means that we are in betier shape to [ix our generationsl deficit,

. The projected surpluses provide another possible mechanisim to prefund the Social
Secupity system. Our fiscal discipline has opened up new possibititics and opporiunitics
for Socinl Sccurity refonm,

. We must Vsave Social Security first” -- preserving the badget surplases until we know

what role they should play m reform.



A

Isn’t all of the unified budge surplus really just Social Security funds? Aren’f you
just raiding Social Security to pay for the rest of the budget?

The fact that most of the projected budget surplus comes from Social Security reinfarees
the President’s view that we should reserve the surplus votil we have addrossed Socl
Security reform,

BACKGROUNIY:

The unificd balance is the same measure that has been used by all administrations going
Back to the Johnson Administration. The unified budget is the simplest and clearest
measure of how much the government is taking in and how much the government is
spenading and it allows us {o ook out inwo the future to see if the povemment will be able
to meet all of our obligations, including Seocial Securnity.

Every dollar recuived by Socinl SBecurily is either used to pay current benefids or helps

pay inture benelits by buing invested m special-purposc Treasury bonds, which represent

a legal commuitment e o finance Social Seczzriiy ater. Under the law, 1 Soctal

Sceourity requires Tinds and the Trust Funds have assets 1n thens, the Trepsury must niake
the funds avaiiable,

The special-purpose bonds held by the Trust Funds have the same legal standing as regular
Treasury bonds, which are the benchmark of reliability in the worlds eapital markets,

When the President took office, the deficit was $290 billion and there were real questions
aboui whether the government would be able to meet its commitments in the future.
Because of the fiscal discipline of the past five vears -- instead of the $357 billion deficit
in 1998 projected when we took office -- we have a budget surplus for the first time sinee
1969, Aaid over the next 10 years, we are projecting $1.5 tritlion of surpluses. :

Retirement Age

{3
Al

L

What ix the Administration’s pesition on raising the retirement age?

Changing the vatirennt age s clanhy c controversial option th is bomny wctively
dubated by masy people in the Soeia! Sceunty eform debuaie,

The President believes that rather thae raling i or out speeific clenmonis, we should
consider whether o conmmprehensive package meas bis principles,



BACKGROUND:

We nced to recognize that increased life expectancy and early retirement are one of the
primary causes of the Social Security problem -- both here and around the world:

o

Not only is our senior population doubling 1n the next 30 years, but life
expectancy among seniors is increasing dramatically. Sixty years ago, life
expectancy for those at age 05 was about 77 for men and 79 for women. Today, it
is 81 for men and 85 for women. And rising for both.

And more Americans are retiring earlier: in 1962, only 18 percent.of Americans
chose to receive their Social Security benefits at age 62. By 1996, that percentage
had more than tnipled, to 60 percent. The reasons for the increase in early
retirement are diverse -- but its occurring across the world.

However, in examining any proposal to improve Social Sccurity solvency -- ncluding
this raising the retirement age -- we must balance the goal of solvency with the goal of
fairness. Thus, we must lock closely at this proposal’s impact on Americans who have
physically demanding jobs.

o

For example, rock quarry workers have physically demanding jobs and working
late into their 60's is not a real possibility. The samie 1s true with kindergarten
teachers who have to stand on their feet. Therefore, we must balance the goals of
solvency with faimess.

Today, 12 percent of the near elderly are already receiving disability benefits.
And another 20-25 percent of those about to retire fec! that they must retire
because of health rcasons or the fact that they no longer can do their physically
demanding jobs.
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