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. Oct. IS, 1998 

Memorandum to: Secretary Rubin 
Deputy Secretary Summers 

From: AJan Cohe~~ the Social Security Group' 

Subject: Friday's NEC Meeting on Social Security and the FY 2000 Budget 

There will be an NEC "principals only" meeting on Friday to discuss the relationship between ' 
. '\ Social Security and the FY 2000 President's Budget. The major problem that needs to be 

addressed i:, that the discretionary cap for FY 2000 will be difficult to meet. This has led to a 
proposal that the unified budget surplus be used to pay for an increase in the cap. If such a 
policy were to be proposed, it would require careful co-ordination with our Social Security 
agenda. There is a(so a strong argument that we should not use the surplus to, raise the cap. 

Backgroul1ld 

In the absel1ce of any change, the discretionary cap for next year will be exceedingly tight. Under. 
the Budget Enforcement Act, beginning in FY 2000, there is one combined cap for both defense 
and NOD. In the FY 2000 projections for our FY 1999 Budget, we proposed to switch about 
$8.5 Billion of "mandatory offsets" to the NOD side of the ledger and add an additional amount 
ofNOD spending of that magnitude. Now, one year later, some or all of these offsets will not be 
available for the FY 2000 budget. Some of these offsets have already been enacted and used to 
pay for moi:e highway funds. Another $4.6 Billion of the offsets came from'increased revenues 
from tobacl=<> policy. The Budget Committees have refused to score revenue increases enacted in 
appropriations bills as offsets to discretionary spending (they are willing to score mandatory 
spending cuts as offsets if enacted in such bills). Furthermore, the Administration must dp\.ide 
what tobac,:a proposals to make in this year's budget. 

At the samc~ time that some or all of the offsets for discretionary spending may be gone, spending 
needs have escalated. DOD wants an additional $10-15 Billion beyond what was proposed for 
FY 2000 in last year's budget. The NPD agencies have collectively propnsed an additional $40
50 Billion for that year. Obviously, we are not going to fund all of the NOD requests. However, 
we may nec~d to add some money above the amounts that were included in last year's budget for 
FY2000. 

The needs on the mandatory (pay-go) side of the budget are unclear. We do not know the cost 
. range ofoptions yet for tax cuts and mandatory spending initiatives, nor forpayfors. At first 
. blush, ther(: do not appear to be major payfor amounts from last year's proposals that are now 

infeasible. Also, if"liquidating REITs" do not end up being used in an extenders bill this year, 
their huge :iavings will be available for next year's budget (if they are enacted this year with 
directed sCI~ring that results in the huge sums going on the pay-go scorecard, it may be possible to 
take advanaage of these savings in the FY 2000 budget anyway. This is a topic for further 
discussion). On the "'uses offunds" side of things, there could be new demands in our budget for 



resources (:.g. "marriage penalty relief " and AMT relief 

Options f(.r the Unified Budget Surplus 

Ifwe choSl~ to use some of the unified budget surplus to pay for either discretionary and/or 
mandatory initiatives; we would ofcourse be breaking "Save Social Security First." The only way 
around that problem would be to divide the surplu~es in the budget between those that will be 
used for Social Security, those that will be used for new initiatives. and any that are to be used for 
debt reduction. This means that we either have to: 

a) Decide: to have our own Social Security proposal, decide what it is, and cost it out. All of this 
would need to be completed by the end of December in order to allow OMB and Treasury to get· 
it into the IlewBudget. 

b) Allocate a maximum amount ofthe surpluses that are to be used for Social Security as a 
"reserve" lilld use the rest for new initiatives {or debt reduction) in the Budget. 

For either ·option 4<8." or option "b" we would have to~stipulate that no use of the surpluses for· 
new initiatilves could beenacted.until Social Security reform had been enacted. Otherwise we 
would be J,roposing something no different than Mr. Archer did this September, and which we 
vehemently opposed. .. 

Option "a" seems infeasible logistically and perhaps politically. Moreover, it has a problem if the 
solution to Social Security that is finally enacted uses more of the surplus than was proposed in 
our budgeLOption "b" has several problems. First, the choice of the percentage to be reserved 
for Social Security wiUseem totally arbitrary to the outside world and we will not be able to 
challenge that notion because we will not have released a plan of our own yet. the arbitrary 
nature of the percentage will open the door to counter-proposals with much lower percentages. 
Second, the proposal potentially begins us down the slope of allowing new initiatives to be 
enacted before Social Security is completed. Even though we will say that this is not allowed, the 
scenario has the appearance of allowing this to occur and people will begin debating ours and 
their propc)sals for new initiatives immediately. 

It is my vi(~w that the proposing to use any ofthe surplus for new initiatives in our budget still has 
very serious dangers to it. I recommend that first see where we stand with savings from 
"liquidating REITs" and then try as hard as we can to pay for more discretionary spending or tax: 
cuts or mandatory. initiatives with other payfors, before we even begin to think: about using the 
budget sur'plus as a payfor. 

Our Social Security group would like to meet with both ofyou before Friday's NEC meeting to 
discuss these issues. 
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Oct. 19, 1998 

Memorandum to: 	 Secretary Rubin 
Deputy Secretary Summers 

From: 	 Alan Cohen and the Social Security Group 

Subject: 	 Tuesday's NEC Meeting on Social Security and the FY 2000 Budget 

There will be an NEe ~principals only" meeting tomorrow (Tuesday) to discuss the relationship 
between Social Security and the FY 2000 President's Budget. Thisis a meeting that was 
postponed lrom last Friday. Treasury's Social Security group met with Larry today to talk about 
the issues that will be discussed tomorrow. LaITy asked us to provide to you the following 
viewpoints, which reflect a consensus of those ofus who met today: 

o 	 It would be unwise - prior to November 3, 1998 -- to decide on any policy options for 
using the unified budget surpluses in the FY 2000 Budget 

o 	 Bas,ed on the political landscape that exists today, there would be significant difficulties in 
incl1Jding any policy in our Budget that suggested that less than 100% of the surpluses was 
needed to save Sociai Security. In particular, it would create the potential for others to 
recommend that a different percentage of the surpluses was needed to reform Social 
Security -- such as onethat was substantially lower than our proposed percentage. 
Therefore. as of this time, we contemplate a Budget that would continue to articulate the 
"Save Social Security First" policy. . 

It would be exceedingly difficult to reach Administration agreement on a specific Social 
Security reform proposal and associated costs -- in time to include them in the Budget. 

o 	 IfneCessary, we could regroup after November 3, 1998, and agree that the Budget would 
put on the table a plan that envisioned : 

that less than 100% of the surpluses would be needed for Social Security 

possibly. a proposal to use some ofthe surpluses for specific tax cuts that 
the Administration favored 

• 
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• 
DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 

, 
ASSISTANT SECRETARY 

November 25, 1998 

MEMORANDUM FOR SECRETARY RUBIN 

FROM: Alan Cohen &e 
Gary Gensler~.""· 
David Wilcox 1> ~ I 

SUBJECT: Questions related to adding inflation-indexed special-issue securities to 
the Social Security Trust Fund 

Two important questions related to shifting p~rt of the Trust Fund's portfolio out 
of nominal special-issue securities and into inflation-indexed special-issue securities 
(lISS) need consideration before we can move forward: 

• WhatwQuld be the impact on the solvency of the Trust Fund? 

Our preliminary arithmetic suggests that adding /ISS to the Trust Fund 
\ . 

would have an impact ranging from· a small positive effect on solvency to 
a moderate negative effect (as much as about O. 1 percent of taxable 
payroll), depending on the investment policy you set, and the near-tenn 
and long-tenn rate-of-retum assumptions the Trustees adopt. (the memo 
deals largely with this question.) 

• Are there remaining legal issues? 

There is a question as to which of two alternatives should be used to 
establish maturities and interest rates for the /ISS under current law. One 
would be vety similar to the way rates and maturities are detennined for 
the nominal specials used in the Social Security Trust Fund. The other 
would be more closely connected to the structure of marketable liS. The 
General Counsel is looking into these questions and will provide his views 
veiy early next week. 

Two key' issues require your attention: 

• Investment policy. There is an important issue of sequencing as between 
(a) specification of investment policy (how much of the Trust Fund should be 
invested in IISS) and specification of rate-of-return assumptions for IISS. In 
effect, the issue is "who goes first. If 
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The risk in specifying your investment policy first is that the Trustees 
process might promulgate a relatively unfavorable set of assumptions 
about the rate-of-return on IISS. (Although we are participants in that 
process, we cannot guarantee a particular outcome.) In that case, you 
might ultimately regret having opened the door to committing any of the 
Trust Fund to IISS. 

On the other hand, it may be difficult to induce the Trustees process to lay 
oula set of assumptions about the rate on IISS in the absence of a 
statement from you (or from the Board of Trustees as a whole) indicating 
an intent to invest at least part of the Trust Fund in IISS. 

In light of the limited downside risk to the actuarial balance, it may be that the 
bE!st (and possibly only) course is for you (or the Board of Trustees as a whole) 
to indicate your intention to invest some small fraction of the Trust Fund in IISS, 
arId then revisit your investment policy once the Trustees have established a set 
of rate-of-return assumptions. 

A related complication concerns the broader question of how "active" you want to 
bE~ in managing the Trust Fund. The more active a role you take, the more you 
move away from the tradition of a neutral virtually hands-off automatic-pilot 
investment policy. 

• 	 Interaction with Social Security refonn. Adding IISS to the Trust Fund at this 
titne could be a politically risky move if it raises questions as to the 
Administration's views on one or more aspects of Social Security reform. We 
d(~n·t see specific vulnerabilities here, but flag the issue for your consideration. 

Optimal' Portfolio Composition. 

If we add JlSS to the Trust Fund, we recommend purchasing IISS each year with 
half the Imnual social security surplus plus half the maturing trust fund proceeds. We 
wouldnc)t shift any of the assets now in the fund into IISS. This approach would strike 
a balance between the higher yield offered by nominal securities and the risk reduction 
inherent in IISS. (See further discussion below.) 

Effect o:n Interest Rate Assumption 

A crucial fact to bear in mind is that the actuarial balance. is a forecast. Like any 
forecast,. it depends cruCially on the assumptions that are used in preparing it. A shift in 
portfolio,composition will have essentially no immediate effect on the actuarial balance 
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except al, it results in a change in the overall rate-of-retum assumption for the portfolio. t 

With regard to changes in rate-of-return assumptions, several outcomes are 

possible, but the most likely outcome would cause the shift in investment strategy to 

have a small negative impact on the actuarial balance .. This would reflect a balancing 

of 10ng-tElrm and short-term effects: 


• 	 In the long term, the move would likely result in a lower assumed overall rate of 
return on the portfOlio. This is because inflation-indexed securities are generally 
assumed to pay a lower rate of return than their nominal cousins, because 
holders of the former bear little or no inflation risk, while holders of the latter do. 
The other participants in the Trustees' process are likely to insist that the long
term assumption about the real return on inflation-indexed securities be set by 
subtracting some amount- representing an estimate of the premium f9r inflation 
ri~ik - from the current long-term assumption about the real return on nominal 
SE!curities. Consensus estimates of the premium for inflatiQn risk in nominals are 
in the neighborhood of 25-50 basis pOints. 

• 	 In the short term, however, the assumed new issue real rate of return on \ISS is 
lik.ely to be higher than the assumed new issue real rate of return on nominal 
specials, partly because the Trustees' assumptions about the real return on 
n(!)minals are unduly conservative, in our view, and partly because the real return 
or, marketable Treasury Inflation-Indexed Securities (liS) - as best we can tell 
is being boosted by a sizeable premium for illiquidity. This premium may well 
dissipate over time, but is unlikely to disappear soon. 

Estimat4~d Effect on the Actuarial Balance 

Based on rough estimates, the effect on the actuarial deficit of introducing \ISS 
into the Trust Fund could range from a reduction in the deficit of 0.02 percent of payroll 
to a moderate rise in the deficit of 0.11 percent of payroll. The latter outcome, though 

. plausible:, is based on a relatively short (10-year) phase-in of the IISS rate to its long-
run ValUE} of, say. 30 bp below the nominal special rate. With a more realistic (longer) 
phase-in for the IISS rate the rise in the deficit would be held to no more than 0.05 
percent c)f payroll. Indeed, if the !ISS "illiquidity" premium is especially persistent, the 
balance could actually improve a tiny bit. 

Although insuring the Trust Fund against unexpected inflation is likely to raise 

lOver time, the actual performance of the portfolio will also influence the solvency of the Trust 
. Fund, but initially this effect will be quite small relative to the impact of changes in assumptions about the 

future. . 
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the actu91rial deficit slightly because the cost of insurance (the risk premium) lowers 
Trust Fund investment return,there is a solid reason for taking this step, namely. 
reductiorl in risk. The liabilities of the Trust Fund are indexed to inflation. Therefore, it 
makes SEmse for at least part of its assets to be indexed to inflation as well. One might 
say that lisk is of no consequence when the two parties to the transaction are different 
arms of the government. But risk is of consequence in this case, because decisions 
about thE! need for, and size of, reforms to the Social Security system are influenced by 
the financial status of the Trust Fund. By reducing the risk borne by the Trust Fund. the 
risk bome by participants in Social Security would be reduced as well. 2 

Political Issues 

It is critically important that if we go forward with this proposal, the Congress be 
informed as quickly as possible. Some fear than any change in Trust Fund investment· 
policy will be viewed with suspicion by the Congress, particularly as we are in the 
middle o~f the national debate on Social Security reform. We also note that it is 
important that the Board of Trustees, particularly the Public Trustees, receive an early 
alert to this change in investment policy. 

lA, way to reflect the effect of inflation insurance in the projections might be to reduce the inflation 
rate assuri1ption based on the premise that it includes a positive "premium" for historical inflation 
variability, 
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I) DEPARTMENT OF THE TREASURY 
WASHINGTON, D,C, 

ASSISTANT SECRETARY 
December 4, 1998 

MEMORANDUM FOR SECRETARY RUBIN 

FROM: 	 David Wilcox SflJ 

Assistant Secretary (Economic Policy) 


SUBJECI': 	 White House Comerence on Social Security 

,As you know, the White House Conference on Social Security will take place next 
Tuesday and Wednesday, December 8 and 9. The first day will open with remarks by the 
President and Vice President, as well as several Members ofCongress. This will be followed by 
three public panels: the first will be on the challenges of Social Security refonn and the program's 
fiscal situation; the second will examine the potential impacts ofdifferent refonns on various 
segments of the population; and the third will focus on the particular refonns themselves, 
including privatization. 

These panels will be followed by off-the-record "breakout" sessions, one ofwhich you and 
another member ofthe Administration will lead, together with four Members ofCongress. The 
audiencf~ for each session will be about 50 representatives ofinterested parties, including think 
tanks, academics and special interest groups. A main purpose of these sessions is to serve as an 
outlet for groups that felt that they did not get an adequate chance to participate in ~his year's 
Social Security forums, The Administration's goal is to keep these breakout sessions on a fairly 
non-substantive level; since there will be roughly half a dozen sessions going on simultaneously, 
the Administration won't have any new infonnation that it will want to communicate through 
these forums. Instead, these are largely intended as a listening exercise for the Administration 
participilnts. 

The second day ofthe conference will be closed to the public and will consist ofabout 60 
members of the Admirustration and Congress. They will be divided into two groups, each of 
which will listen to presentations on refonn proposals, This will lead into a discussion within the 
groups, followed by a concluding meeting with the President and Vice President. . 

Attached is the. list ofthe President's five principles that any Social Security refonn 
proposal must follow. That is followed by a list ofthe NEC's draft Q~s & A's for Administration 
participants in the conference. 

Attachment 



The President's 5 Principles on Social Security 

The Adnunistration believes that any plan should be consistent with the five principles that the 
President articulated at the firstSocial Security forum in Kansas City. 

• 	 First, reform should strengthen andprotect Social Security for the 21't Century. 
Proposals should not abandon the basic program that has been one ofour nation's greatest 
successes, . 

• 	 Second, reform should maintain the universality andfaimess ofSocial Security. For half 
a century, Social Security has been a progressive guarantee for citizens. It should be kept 
tl:rl.sway, 

• 	 Third, Social Security must provide a benefit people can depend on.' Regardless of 
econon:rl.c ups and downs, Social Security must provide a solid and dependable foundation 
o,fretirement security. 

• 	 F~ourth, Social Security must continue to providefinanCial security for disabled and low
i/lcome beneficiaries. Unfavorable comparisons are often made between the feturns on 
contributions offered by Social Security and the returns offered by the market, but Social ' 
Security is much more than just. a retirement program. We must never forget the one out 
(If three Social Security recipients who are not retirees. Any reform must ensure that 
Social Security continues playing these other foles just as effectively in the future. 

• 	 I;inally. Social Sequrity reform must maintain America's fiscal.discipline. Six years ago 
the deficit reached a record $290 billion. In the just-ended fiscal year we achieved a 
record surplus of $70 billion. In choosing the way forward on Social Security reform, we 
,viII need to be consistent with that strong record. 

. t, 
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Will The lTMident Lead? 

Q: 	 AD influential bipartisan gronp (StenhoIm-KoIbe, Breaux-Gregg) bas wriften to the 
Pr~~ident asking him to be more specific:: about his ''priorities and objectives" at the 
co,.ferenc::e. They also want the President to agree ¢o a tintetable for congressional 
nel~otiations. Will the President lead on Social Security? 

A: 

• 	 Over the past year, the President has led - by cbanging the debate on Social Security in 
two important ways: first, by reserving the swplus until Social Security is reformed and 
sel:ond, by striving to create a climate conducive to bipartisan Social Security ref'onn by 
not attacking specific plans to refonn the system.. . 

• 	 W'e recognize that Congress bas a critical role to play in this stage ofSocial Security 
re:fonn. Our goal is to do what is most effective to achieve refunn. 

.' 	 Te) build 8. bipartisan consensus for refunn. we will need to consult very broadly. We 
helve already begun that and wm continue to do so over the commg weeks and months, 
Before we corne foIWard with a specific plan, we will need to have a stronger consensus 
view from both sides ofthe aisle in Congress on bow best to proceed. 

• 	 Vlre want tbisconfenmce to be balanced and productive - to lay the groundwork for ' 
bipartisan work with Congress over the coming months. We are open to di.scussions With 
Congress on a timetable to move forward from the Conference and achieve reform. 

lDd:bidllial Acgwnts 

Q: 	 "Would the President support a plan that includes individual ac:couDts? 
j 

A: 

.. 	 The President Will Examine Any Proposal in the Context of Comprellenstve Reform 
that Is Consistent With His Five Principles. AB the President said in Kansas City, he 
c:alled for the nation to examine the options to save Social Security. And as part ofan 
c.verall plan, many ideas are on the table. Ultimately. what we must consider is whether a 
c:ompreheosi.ve reform package meets his principles. 

The President wm Consider Whether Some Form ofIndi'riduai Accounts Can Be 
Jl:'art ofa Comprehensive Refonn That Meets His Principles. We especially need to 
I:onsider whether a Social Security system including Individual AccoWttt; continues to 
provide a benefit tbat can be counted. on and whether the system continues to be fair and 
JProgressive. 

http:c:ompreheosi.ve
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AdditiolUlJ Points:. 

• 	 Hi;gber Returns Come with Higher Risk. Individual accounts could allow a higher rate of 
retbm than Social Security C1.lll'lmtly offers. And individual accounts could also allow every 
Aio.erican inore control over their retirement assets and give every American a greater stake 
in the economy. But we must be straight with the American people and acknowledge that 
with greater returns comes greater'risk. 

• 	 Administrative Costs and Govemment Involvement in the Stock Market Are Major 
lsinaes. It's clear that ifthese costs are not kept low. they could take a significant chunk of 
potential retU.mS. On the other hand, those who point out that trust fund eqUity investments 
can be done with lower costs need to recognize that some people have conce:msaboul 
gC',vcmment involvement in the stock market; , 

• 	 CIlD.D.ot Forget about Tnmsition Costs. Everyone is going to have to be clear about how 
bfmefits for people entitled to benefits under the existing system sie going to be paid for. 

LivinptPp Proposal To Chante Budat AccoUJ1tingfor Social Securltt 

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

A: 

• 	 We have not seen any details ofthat proposal, so we are reluctant to respond in detail 

• 	 .As you know, the President's top priority is to "save Social Security first" - to protect the 
surplus so that we can address the 10ng~tenn challenges facing Social Security. 

As a general matter. the budget rules work effectively. and we now have the first budget 
smplus in a generation. Traditionally, we measure the unified budget which reflects the· 
federal govemment'scontributi9,n to national saving. By eliminating the budget deficit, . 
we have more than doubled our national saving rate. That higher savings rate helps us 
raise inv~stment and productivity. which helps us prepare for future fiscal challenges -:.. 
like the retirement ofthe baby boomers. 

http:CIlD.D.ot
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Vice Presi~ent Gqre and the 1000 E1ectiol], 

Q: 	 DoleS Vice President Gore want Social Security resolved this year or does he want 
to save the isSUe for the Prmdential election in 2000? Is it to the Vice President's 
ad'irantage or disadvantage to see the Social Security issue addressed in 1999? 

A: 

• 	 The President and Vice President both believe that we tnUst.act: now to save Social 
Sei=urity and we should not play politics with this crucial program. Their primary 
CO!ncem is ensuring thaI any reform is consistent With the principles that they have 
outlined.) 	 . 

• 	 TIle Vice President has participated actively in this year of national discussion abont 
Social Security reform. - he has participated in the national forums, given speeches and 
attended rallies in support of strengthening sociai Security for future· generations. 

\ 

• 	 Bllth the President and VicePresideD1: have indicated that as this year of national 
dialogue comes to a close, they want to begin a bipa:rti.san process to aclrleve reform 
early next year. . 

Windq!f. of Op,portunHy for Reform 

Q: 	 'When do you think the wfDdow of opportunity for ·achie'ring Sodal Security 
s,()lvency lViIl close? By July, September? What do you think the chances are that 
8. meanjngCnl reform package will be pQssed in 1999? 

A: 

• 	 l"-lrst. it is·worth stepping back a bit and. realizing that the President has changed the 
debate on Social Security and helped create the environment· where comprehensive 
reform is possible and OD the top of the agenda for 1999. 

• 	 Second, in his Stare of the Uman address last January. the President said that he would 
l::onve!le "the leaders ofCongress to craft historic, bipartisan legislatlon to achieve a 
llandmark for our generation •• a Social Security system that is strong in the 21st century'" 
He set out a timetable and we are on schedule. We have spent the last year in a dialogue 
with the American people,tbrougb three regional bipartisan forums attended by the 
President and Vice President, over 5,000 public events conducted by the Social Security 
Administration as well as hundreds ofpublic meetings organized by interested groups 
around the countty. . 

• 	 Third, looking forward, we have an historic opportu:nity this year to preserve Social 
Security for generations to come and we should n(Jt squander it. 

• 	 We do notbave a deadline. We will Work hard to achieve our goal ofstrengthening 
Social Security. But we do not have time to waste - we should work together to move 
forward on bipartisan Social Security refann. 
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How WiJlX,Q1I Move FOlJYard on Refoma 

Q: 	 .. Th.e President talks about beginning bipartisan negotiations Bext month (ianuary). 
He,.... does he propose to begin tllJ.ose negotiations? A CoJnmission? Private meetings 
wftfa the Leadership? 

A: 

• 	 TIle President. intends to begin a constructive bipartisan process at the start ofnext year. 
HI~ will continue to consult with the Leadership and Members ofCongress as to how best 
to proceed. 

Can We Solve the Soda. Segrrity PmblemWith the Bodget Snrplus 

Q: 	 Can the surpluses that are projected solve the long-range solvency problem l'adng 
Sodal Security? 

A: 

• 	 When President Clinton took office, the budget deficit was projected to grow to $357 
billion in FYl998. Because of his 1993 deficit reduction plan, the acmal budget 
situation in 1998 had swung by $427 billion - so that we had a surplus of$70 billion. 
With $1.5 trlllionin surpluses projected over the next 10 years, we have put our fiscal 
bouse in order. That means that we are in better shape to fix our generational deficit.· , 

• 	 The projected. surpluses provide another possible mechanism to prefund the Social 
Security system. Our fiscal discipline has opened up new pos~ibi1ities and 
opportunities for Social Securi1y refonlL 

• 	 We must "save Social Security first" - preserving the budget 5UIpluses until we know 
'what role they should play in reform. . 

Q: 

A: 

Im·t an of the unified budget surplus reaDy Just Sodal SeCurity fonds? 
just raiding Social Security tapay for the rest of the budget? 

( 

Aren't you 

• Unified Balance is Traditiona1 Measure Used to Evaluate Budget. 

o The unified balance is the same measure that has been used by all administrations 
going back to the Johnson Administration. The unified budget is the simplest and 
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clearest mea.stJIe ofhow much the government is taking in and how much the 
government is spending and it allows us to look out into the future to see ifthe 
government will be able to meet all ofour obligations. including Socia!Security. 

• 	 IfA Dollar Comes Into Social Security, It Goes To Pay Current Benefits or IfThere 
Is :Extra bi Any Year, It Is Invested in Treasury Bonds And Is Paid Bade To Social 
Security When The Money Is Needed. This Investment Is Baclted By A Legal 
C(immitment And The Fun Fidth aad Credit of the United States Government That 
It Will Be Repaid. 

o 	 Every dollar received by Social Security is either used to pay cuzrent benefits or helps 
pay :future benefits by being invested in special-purpose Treasury bonds, which represent 
a legal eommitalen.t now to finance Social Security later. Under the law, ifSocial 
Seemity requires funds and the Trust Funds have assets in them, the Treasmy must make 
the funds available. 

o 	 The special:'purpose bonds beld by the Trost Funds have the same legal standing as 
regular Treasury bonds, which are the benchmark ofreliability in the world's capital 
markets. 

• 	 Five Years Ago, When We Had 5300 Billion Deficits, I Could Understand The 
Concern That We May Have Been Unable To Repay Meet Our Com.mihnent - But 
VVitb Surpluses, That Concern Should Be Gone. 

o 	 When I took office, the deficit was $290 billion and there were real questions about 
whether the government would be able to meet its commitments in the future. Because 
ofthe fiscal discipline ofthe past five years - instead ofthe S357 billion deficit in 1998 
projected when we took office - we will have a budget surplus for the firSt time since 
1969. And over the next 10 years, we are projecting Sl.8 trillion ofsurpluses. 

Q: 'Nhat is the Administration's position on raising the retirement age? 

A: 

• iRaising tbe retiremeJJIt age is dearly a major issue that needs to be discussed in the 
Icontext ofcomprehensive Sodal Security refoim.. In fact, it is such an important topic 
that the Concord CoalitionfAARP Social Secmity Conference the Vice President 
participated in during the summer was primarily focused on this issue. 

• 
. . . 

We need to reeogUize that iJlcreased life expectaucy and early retireinent are one of 
the primary causes of the Social Security problem - both here and around the 
world: . 
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o 	 Not only is our senior population doubling in the next 30 years, but life 
expectancy among seniors is increasing dramatically. Sixty years ago/life 
expectancy fur those at age 65 was about 77 for men and 79 for women. Today, it 
is 81 for men and 85 for women. And rising torboth. 

o 	 And more Americans m:e retiring earlier: in 1962, only 18 percent ofAmericans 
chose to receive their Social Security benefits at age 62. By 1996, that percentage 

I had more than tripled. 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 Secm:ity solvency 
including this raising the retirement age - we must balance the goal ofsolveDCY with 
th:e goal of fairDesi. Thas, we must look 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 ;s not a real possibility. The same is ttue with kindergarten 
teachers who have to stand on their feet Therefore, we must balance the goals of 
solvency with faimess. 

c 	 Today. 12 percent ofthe near elderly are already receiving disability benefits .. 
And another 20-25 percent ofthose about to retire feel that they must retire 
because ofhealth reasons or the facl that they no longer can do their physically 
demanding jobs. 
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~• 	 DEPARTMENT OF THE TREASURY 
~ 	 WASHINGTON, D.C. 

ASSISTA.NT SECRETARY 

December 7, 1998 

MElVIORANDUM FOR DEPU1Y SECRETARY SUMMERS 

FROM: 	 David Wilcox 1)tJ 

Assistant Secretary (Economic Policy) . 


SUBJECT: 	 White House Conference on Social Security 

As you know, the schedule for the White House Conference on Social Security has been 
in flux due to the funeral of Albert Gore, Sr. A draft of the latest agenda is attached. This is still 
subject to change, but the NEC feels this is more or less how events will transpire. 

. 	 . 

The breakout session is currently scheduled for 3:15 to.4:45. You and Sylvia Mathews 
will be leading one ofthe breakout sessions. Secretary Rubin will be leading another session with 
Larry St.ein. Both you and the SeCretary are presumed to be the "lead Administration official" in 
your sessions, unless you express a preference otherwise. Attached is a brief description ofthe 
formatfor the breakout discussion. The NEC is currently determining which Members of 
Congress and interest group representatives will be in your session. The NEC will be faxing a 
briefing,paper with a list ofattendees for your breakout session and other general background 
informaition tonight to the Watch Office, which win forward if to you at home. 

Also attached is a list ofQ's & A's prepared by the NEC for Administration participants in 
the corrl:erence. . 

AttacMlents 
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All times' are tentative. 

DECElWER 8, 1998 

Location: Marriott Wardmcm Park Hotel 

8:30-9~20: 

9:45-10:45: 

11:00-12:00: 

12:00..·1:30 

1:30-3:00: 

OPENING SESSION WITH PREsIDENT CLINTON AND MEMBERS 

OF CONGRESS. (Op~ Press) . 
I' 

. PANEL - THE CBALLEl."lGES OF SOCIAL SECURITY REFORM: 

WHY WE NEED To Acr Now, THE BUDGET SURPLUS, AND 

SOCIAL SECURITY REFORM (Open Press) 

• 	 Presenters: . . 
Marilyn Moon - Urban Institute 

Rudy Penner - Former Director olCBO 


-
PANEL - THE.CHALLENGES or SOCIAL SECURITY REFORM: 

'Lm-Acr OF REFORM ON D~ SEGMENTS OFTBE 

POPULATION (Open Press) , 

• 	 Presenters: 
Alicia Munnell - Boston College 
Carol Cox Wait - Committeefor a Responsible Federal Budget 
Kilolo Kijakazi - Center on Budget and Policy Priorities . 
RiChard Thau- Third Millennium 

LUNCH BREAK. 

P AJ."lEL -1'BE CHALLENGES OF SOCIAL SECURITY REFoRM: 

PRIvATE MARKET OPTIONS.' (Open Press) 


• 	 Presenters: .' , 

Henry Aaron - Brookings Institution 

Carolyn Weaver - American Enterprise Institute 

Bob Ball - Former SSA Commissioner 

Jose Piiiera - Cato Institute.. 

Gene Steuerle - Urban Institute 




·3:1:i-4:45: 	 OFF-TOE-RECORD BREAKOUT SESSIONS TO PROVIDE 

CONFERENCE PARTIClPANrS THE OPPORTUNITY TO SPEAK 

DIREcrLY WITH KEy ADMINISTRATION OFFICIALS AND 
) . 

MEMBERS OF CONGRESS. (Closed Press) 

Im..CEMBER 9,1998 

Location: The. White House 

9:00-12:15: 	 Two WORKSHOPS TO EDUCATE KEy ADMINISTRATION 

OFF1CIALS AND MEMBERS OF CONGRESS ON THE IMPORTANT 

ISSUES IN SOCIAL SECURITY REFORM. (Closed Press) 

• Presenters: 

Workshop on Scope ofProblem and Traditional Reform Options: 
Ken Kies (Former Staff Director ofJoint Tax Committee) and Bob 
Greenstein (Center on Budget and Policy Priorities) 

Workshop on Private Market Options: Martin Feldstein 
(Harvard University) and Robert Reischauer (Brookings 
Institution) 

.'. 
, , 

12:,30-1:15: 	 CLOSING SESSION WITH PRESIDENT CLINTON AND MEMBERS 

OF CONGRESS. 
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r-.... ___F_O_R_M_A_T_FO_R_B_RE_A_K_-_O_UT_D_IS_C_U_S_S_IO_N_S___--JL._ 3:15-4:45 

We/come -3:15-3:20: An Administration official welcomes the conference 
participants and introduces the other Administration officials and members of 
Congress in attendance. The Administration official conveys that this session is an 
opportui1ity for real interaction and give-and-take on Social Security reform and 
he/she will note that this should be an opportunity for the key Social Security 
decision-makers to listen to conference participants. He/she will also note that the 
last portion of the session will be an opportunity for the members of Congress to 
give their thoughts on what they have'heard. ' 

Openin!l Question - 3:20-3:30: The lead Administration official asks two 
, pre-selected participants with differing perspectives to comment on, the day's 
panels and begin the dialogue. This will allow the discussion to begin in a balanced 
and orgi3nized way. (See attached for potential list of pre-selected participants.) 

Continuing the Discussion -- 3:30-4:30: Since the goal of the session is to allow 
interesi'9d parties to air their views, the lead Administration official could then open 
the floor after the two initial comments/questions to allow people to comment on 
their perspectives on the day, and on reform more broadly. Members of Congress 
and Administration officials would participate, and could try to help to direct the 
discussion by recognizing various points of view. 

Wrapping Up - 4:30-4:45: The lead Administration official could turn to all of the 

member.s of Congress to give their closing thoughts on what they heard during the 

day and during the breakout. 
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SOCIAL SECURITY 

December S, 1998 . 


Putting Out A Sodal Securitt llU 

Q: 	 Wben can we expect the AdmiDistration to putout a speeific Sodal Security piau? 

A: 

• 	 The President is firmly committed to wbateve:r steps will advance the cause of 
comprehensive Social Security reform consistent with the five principles he laid out in 
IUmsas City last spring. 

nle President continues to evaluate specific steps in terms ofwhether they would unify or• 
di'vide us. The more and qwcker members of Congress ofboth parties engage with us 
and each other, the better we will be able to detennine which steps the President could 
take that would be most helpful in achieving comprehensive Social Security reform.. 

• 	 Ifthe President believes that putting a plan forward will help achieve reform, he will do 
S(1I. Ifother forms oflcad.erabip are more efFective, he will take them. 

. FOLLOW: Is it possible that the President wUl ever put forward a plan? 

A: 

• 	 Yes. If the President believes that putting a plan forward will help acllieve ~ he 
'Will do so. Ifother fomls ofleadetship are more effective, he will take them. 

ADDITIONAL FOLLOW: Rep. Archer says the President must go first. Bow do you 

respond? 


A: 

• 	. The best way to move fOIW3Id is mtto play a game of ''who goes fiIsf' but rather to 

\1forktogether to strengthen Social Security for future generations. 


BACKCjROUND: 

At the K.ansas City Social Sec;urity conference, the President emunerated five general principles 
to guide Social Security reform.. The principles are: . 

1. 	 Strengthen and Protect Social Security for. the 21 It Century. 
2. 	 Maintain Universality andFaimess. 
3. 	 Provide a Benefit People Can Count on. 
4. 	 Preserve Financial Security for Low-Income and Disabied Beneficiaries. 
5. 	 Maintain Fiscal Discipline. 

,. 




.. 


. State or tltig Union 

.Q: 	 Win the President present a p.laD in his State of tile URioD address this year? 

A: 

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

• 	 . The Pre:iident will uSe the opportunity provided by the State ofthe Union in whatever is 
thel most effective way for advancing the debate on Social. Secmity. 

FOLLOVV: .So w:iII he ose the speech to pot rorw~ a plan or DOt? 

A: 	 ,,/' 

• 	 The Stale oftha Union speech is the President's opportunity to address the nation, and it 
wciuld be inappropriate for me to reveal the poSsible details of that speech in any way. So 
I am simply not at h"berty to discuss what is and what is not likely to be in it. 

. Will The 1J.n$ldept led? 

Q: 	 An inftaeD.tialbipartism group (Stenholm-Kolbe, Breau-Gregg) has written to the 
Pt'eSident asldng him to be more specific about bis "priorities aud objectives" at the 
conference. They also want the President to agree to a timetable for coagressional 
negotiations. WiD the President lead on Social Security? 

A: 

• 	 . " alTCf the past year~ the President has led ...:.. by changing the debate on Social Security in ' 
two important ways: first, by reserving .the smplus until Social Security is rerooned and 
second, by striving to create a climate conducive to bipartisan Social Security refo:rm by 
neit attacking specific plans to refonn the system. 

• 	 The VlhiterHouse Conference provides a unique Opportunity to bring together Democrats 
aIld Republicans - prior to the beginning ofthe legislative year - to lay ,the foundation 
for working together on achieving Social Security ~form. 

• 	 TlO build a bipartisan consensus for reform, we will need to consult very broadly. We 
h;~ve already bef:,'1lIl that and will continue to do so over the coming weeks and months. 

• 	 v..re want this conference to be balanced and productive - to lay the grotmdwOIk for 

bipartisan work with Congress over ~e comingmontbs. 
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Individual Accouuts 

Q: 	 ,Would the President support a plaa that iDcludes ilIldividuai aecoeD? 

• 	 Thel President will examine my proposal in the context ofcomprehensive refonn tbat is 
cOIl.sistent with his five principles. The President believes that rather than ruling in or out 
specific elc:::ments. we should consider whether a cOD1prehensive package meets his 
prDlclples. 

• 	 . [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 
COlm ono] 

LiYingsto]!l Proposal To Choee Budget Ac:c:unting ror SoeiaJ Security 

Q: 	 Congressman Livingstont the new Speaker, bas said that he wants to change the way 
we: treat Social Seearity in 010' budget acc:outing. WouJd you support that cliange? 

A: 

• 	 Clearly many people have different views on the complicated budget accounting. Our 
maple message is that when so much ofsurplus is from Social Security it makes sense to 
re.!;m:ve it until we have addressed comprehensive Social Security refonn. 

BACKGROUND: 

• 	 W"e have not seen any details oitha! proposal. so we are reluctant to respond in detail. As 
a genend matter, the budget rules work effectiv:ely. and we now have the first budget 
SUl'phis .in a generation. Traditionally, we measure the unified budget which reflects the 
federal government's contribution to national saving. By eJ.iminating the budget deticit, 
we have more than doubled our national saving rate. That higher savings rate helps us 
raise investment and productivity, which helps us prepare for future fiscal challenges •• 
like the retireInent ofthe baby boomers. . 

3 
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Vice President Gore IUd the 2000 Election 

Q: 	 Doies Vice President Gore "atSocial Security resolved tills year or does he want to 
S3'W'e the issue for the Presidential election in 2000? Is it to the Viee President's 
adilDDtage or d.isadvatage to see the Social Security issue addressed in 1999? 

~: 

I 

• 	 The President and Vice President both believe that we must act now to save Social . 
Sec';mity and we should not play politics with this crucial program.. Next year pro'lides an 
extraordinary opportunity to act early to address this long-term challenge. The 
Pn:sident's and Vice President's Pr1mSIY concem is ensuring that any refonn is consistent 
MItt! !he principles that they have outlined. 

• 	 The Vice President has participated actively in this year ofnational discussiQD about . 
Social Security refonn - he has participated in the national forums, given speeches and 
attended. rallies in suppon ofstrengthening Social Security for future generations. 

• 	 . Bc.tb the President and Vice President have indicated that as this year ofnational dialogue 
comes to a close. they want to begin a bipartisan process to achieve reform early next 
year. 

Window ·of OpportunitY for Reform 

Q: 	 Wlum do yon think the wiadow of opportuDityfor achieving Social Seearity 
sOMner will close? By July, September? What do YOIl think the chacel are that a 
m'l~aniagful reform package wiD be passed in 1999? 

/
A: 

• 	 No.one can make any predictions about the fu~ but we know we have an bistoric 
O),portunity to st:n:ngthen Social Security for future generations. 

• 	 'We've approached the task ofSocial Security reform with a practical eye :from the 
b,~ginnjng. Clearly we felt iii 1998 that it would be better to try to educate the public and 
b1~ild bipartisan support for getting refonn done next year, rather than rush into an 
eJection year. 

• 	 We.do not have a deadline, but certainly we feel that getting a quick start in 1999 will 
increase the chances ofreform. But we do not have time to waste - we should work 
tugether to move forward on bipartisan Social Security refonn. 

4 
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How WDJ Yon Move Forward OD Refonn 

Q: 	 The President talks about beginDiDg bipartisan negotiatfollJ Dext month (January). 
H,.", does he propose to begin those Degotiations? A Commission? Private m~tings 
with the Leadership? 

A: 

• 	 The President intends to begin a constructive bipartisan process at the start ofnext year. 
He: will continue to consult with the Leadership and Members ofCongress as to how best 
to prqceed. . 

CaD We.Solve the Sodal Security Problem With the Budget Surplus 

Q: 	 C~lD the surpluses t11at are projected solve the long-range solvency problem facing 
Soda! Security? 

A: 

• 	 When President Clinton took office, the budget deficit was pxojectcd to grow to 5351 
billion in FYl998. Because ofms 1993 deficit reduction plan. the actual budget situation 
in 1998 bad swung by $427 billion·· so that we bad a surplus ofS10 billion. With $1.5 
trillion in surpluses projected over the next 10 years, we have put 

. 

our fiscal
,
bouse in 

order. That means that we are mbetter shape to fix our generational deficit. 

• 	 TIle projected Slll'pluses provide another possible mechanism to prefund the Social 
Se:curity system. Our fiscal discipline has opened up new possibilities and opportunities 
for Social Security refimn. 

• 	 W'e must "save Social Security first" - preserving the budget surpluses until we know 
wlilat role they should play in reform. 

5 
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Raiding tIle Trost Faml 

Q: 	 Islt't all of the unified budget surplus really just Socia) Security fuDds? Aren't you 
just raiding Social Security to pay for the rest of tine budget? 

A: 	 The fact that most ofthe projected budget surplus comes ftom. Social Security reinforees 
the, President's view that we should reserve the surplus until we have addressed Social 
Security reform. 

BACKGROUND: 

• 	 TIle unified balance is the same measure that has been used by all admini.strat:ions going 
back.to the Johnson Administration. The UIlified budget is the simplest and clearest 
measure ofhow much the govermnent is taking in and how much the gov8mment is 
spending and it allows us to look out into the future to see ifthe govemment wiUbe able 
to meet all ofour obligations. including SociaJ Security. 

• 	 Every dollar received by Social Security is either used to pay current benefits or helps 
pay future benefits by being invested in special-purpose Treasury bonds. which represent 
a~legal commitment now to finance Social Security later. Under the law. ifSocial 
Sc:curity requires funds and the Trust Flmds have assets intheDl; the Treasury must make 
the funds available. 

• 	 The special-purpose bonds held by the Trust Funds have the same legal standing as regular 
Treasuty bonds~ which are the bcnchmarlc ofreliability in the world's capital markets. 

• 	 When the President took office, the deficit was 5290 billion and there were real questions 
about whether the government would be able to meet its commitmClits in the future. , 
Because afthe flScal discipline althe past five years -- instead of the 5357 billion deficit 
in 1998 projected when we took office _. we have a budget surplus for the first time since 
1969. And over the next 10 years. we are projecting Sl.S triJ1ion ofsurpluses. 

Reti:reml!nt Au. 

Q: 'VVhat is the Administration's position on raishlg the retiremeDt age? 

A: 

• 	 Changing the ret:iremcnt age is clearly a controversial option that is being actively 
debated by many people in the Social Security refonn debate. 

• 	 The President believes that rather than ruling in or out specific elements, we should 
consider whether a comprehensive package meets his principles. 

'6 
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BACKGROUND: 

• 	 We: need to recognize that increased life expectancy and carly retirement are one ofthe . 
. primary causes ofthe Social Security problem - both here and around the world: 

o 	 Not only is our senior population doubling in the next 30 y~ but life 
expectancy among seniors is increasing dramatically. Sixty years ago, life 
expectancy for those aL age 65 was about 77 for men and 79 for women. Today, it 
is 81 for men and 85 for women. .And rising for both. 

o 	 And more Americans are retiring earlier: in 1962, only 18 percent ofAmericans 
, 	 chose to receive their Social Security bCllefits at age 62. By 1996, that percentage 

had more than tripled, to 60 percent The reasons for the increase in early 
retirement arc diverse - but its occurring across the world 

• 	 Hctwever. in examining any proposal to improve Social Security solvency - including 
this raising the retinment age - we must balance the goal ofsolvency with the gociI of 
fairness. Thus, we must look closely at this proposal's impact on Americans who have 

. 	 physically d.emandingjobs. 

o 	 For example, rock quarry worlccrs have physically demanding jobs and wotking 
late into their 60's is not a real possibility. The same is true with kindcrgarte'Jl 
teachers who have to stand on their feet. Therefore, we must balance the goals of 
solvency with f3imess. 

o 	 Today. 12 perceD! olthe near elderly are already receiving disability benefits. 
And another 20-25 percent ofthose about to retire feel that they must retire 
because ofhea.Ith. reasons or the fact that they no longer can do their physically 
demanding jobs. 
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December 23, 1998 

Memorandum to: Secretary Rubin 

From: . Alan Cohen 

Subject: Meeting with the President on SociaL SecuritylBudget 

There was a meeting ~th the President yesterday on what should be our opening bid on SociaJ 
Security imd what we should show in the Budget. Treasury attendees were Larry and myself. 
This merrlO describes the meeting. There was also a "PrincipaJs" meeting today on this subject. 
Treasury attendees were Larry and David Wilcox. David wjll send you a separate memo on that . 
meeting. 

Yesterday's meeting worked from a document that included three options. These are qescribed 
very briefly below~ ifyou want a fuller explanation of 'each,option, please call Larry or me or .. 
David. 

1. AnnOltnCe that 50% of the surPluses will be transferred to the Trust Fund and used to buy 
equities, with a cap on how much the Trust Fund can hold in equities. Announce that an 
additionall 17.5% will be used for contributions to individuaJ accounts. The remainder would go 
for defemie and discretionary spending and for Medicare .. , : 

2. Same ,as option 1 but announce that 67.5% of the surpluses would be used for SociaJ Security 
without specifying how much would be used forbqying equities for the Trust Fund and how much 
would be used for contributions to individual accounts. ' 

3. Take Social Security off-budget with a phase-Jn, invest some of the Trust Fund inequities, 
transfer 0.85% of taxable payroll every year from the general fund to the Trust Fund (that is less 
than we would transfer under option 1 but would continue after surpluses run· out ), and do 
traditional reforms to eliminate the remaining 113 of the actuariaJ imbalanceof2.19%. . 

, ' 

The President opened up the meeting by noting three constraints that he thinks we face: 1) we 
can't use aJl the surplus for Social Security 2) Government ownership of 10010 or more ofthe 
stock mal'ket would be hard to sell and 3) politically, we can't carve out some of the 12.4% 
payroll tax: for individual accounts., The President also noted, that in general, we had a tough 
road to hoe because, unlike 1983, there is no Commission to give politicians political cover 

The Vice··President then said that he thought ifwe marketed aggressively, we could exceed 10010 
ofthe stock market being held by the Trust Fund .. I'll have more to say on this below. Gene 
was concerned about the Vice-President's comment: Gene was worried that if the President 
would' go forward with more than 10%, and a lot of heat was generated, then Democrats would 
not support the President and leave him out on a limb. 

It was noted that option 1 could give us the worst of both worlds: it proposes both investments 

http:imbalanceof2.19


in equitie8 by the Trust Fund and individual accounts (lAs) .. Thus both sides of the debate could 
be stronglly opposed to it. Of course, it could be a compromise in which everyone gets part of 
what they wanted. 

Option 2, by not specifying how the 67.5% of surpluses would be used for Social Security avoids 
the "worst of both worlds" problem. But the President could be attacked for the plan's lack of 
specificity. A1so, Democrats could attack the President for seeming to leave the door wide open 
for individual accounts. 

Regarding Option 3, The President and the Vice-President were both very skeptical about taking 
Social Se1curity off-budget with a phase-in. The fear is that many members in Congress would 
demand to take it off-budget immediately. Ken Apfel agreed but also expressed the fear that 
some in Congress might try to force us to take Option 3. 

In the course ofthe discussion ofoption 3, some interesting points ofview on all ofthe options 
were artic:ulated: 

The Vice'·President argued that investing the Trust Fund in equities is an attractive option. He 
thinks that the Republicans are scared of Social Security as an issue and that if the President 
comes out strongly for such investment, Democrats will join him and we will win the argument. 
The Vice President crystallized his opposition to individual accounts with the line, "Individual 
accounts means that "Granny will have to protect her Social Security by trading stocks on the 
Internet"" Gene disagreed with the Vice-President, saying he (Gene)was worried about the 
fallout from the "corporate governance issue." During the meeting, the President was also 
concerned about the negative impact on us from Alan Greenspan's public opposition to the 
governm(:nt being iilVested in the stock market. The President was also concerned that 
opponents of this proposal would hit him with, "the President wanted the government to run 
your health care, now he wants it to run private companies." 

. Both John Podesta.and Larry Summers raised the possibility of having voluntary savings plans as 
. part ofa package. Recall that Mr. Gephardt also advocates this. John argued that we should not 

give up the "wealth creation for everyone" issue" to the Republicans. Larry argued that you 
could make this proposal more progressive and universal with appropriate subsidies and matching 
payments from the government, scaled to the recipient's income. Larry noted that we should 
market this as "universal pensions, not individual accounts." 

There was also discussion ofthe point that adding lAs to current law traditional Social Security 
benefits nleans that even more of society's resources would go to the elderly than under current 
law. Lany noted that under current law, a huge fraction offuture budgets will go to the elderly 
and that we should not exacerbate that problem. The President resonated to this argument. 

The President specifically asked about risk from investing in equities, whether in lAs or investing 
through the Trust Fund. Larry responded that we had looked at that and pointed out that this 
problem was not as serious as it first appeared. The reason is that even in 2033, payroll taxes 
will be enough to pay for 72% ofannual benefits. So 72% 6fthe benefit is not subject to risk at 



!, 

all. Larry did say that ifwe had a stock market downturn like Japan has had, that then we could 
have a problem. 

The Vice;·President was asked if he would favor having any 'traditional reforms in the package. 
He said "yes." But when shortly thereafter, the topic of"covering all state and local government 
workers" came uP. he noted that he would have to oppose that one. Everyone laughed. Janet 
Yellen said that she favored having some traditional reforms in the package; she endorsed a plan 
that would eliminate 113 ofthe actuarial imbalance through such reforms. 
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Bob: 

There is good news on the budget front that may wso help u;s in Social Security: 

At this time, the unified budget surpluses for the first five ye~softhe budget -- 2000-2004 - are 
about $220 Billion larger'than in the Mid-Session Review!! : I got these numbers from Dick 
Emery on Thursday morning. These numbers are not complete, however. They reflect 
prelirilinary revenue numbers from Treasury, which show substantial increases in revenues during 
the five-y(~ period, relative to the Mid-Session. Howeveri on the outlay side, while the 
numbers may include economic changes, they do not include technica1 changes. Thus the 
numbers are not final. Dick hopes to have better numbers next week. But the numbers we have . 
wready are stil) important: 

1. 	 ' If we are going to use some ofthe unified surpluses in the first five years to fund more 
defense and non-defense discretionary spending on i contingent basis, there, are now more 
surpluses available than there were before. 

2. 	 Much of the improvement in the surplus numbers thus far has occurred in the non-Social 
Security Budget.' We may be able to balance the non-Social Security budget in FY 2000 
as well as .inthe aggregate over the five years FY 2000-2004!! This may be true even with 
inj:reased defense and non-defense discretionary spending in FY 2001-2004. Note: reca11 
that in FY 2000, we are paying for increased defense and NDD with offsets. 

Ifwe can balance the non~SociaJ Security budget in 1he first year and in the aggregate over 
tbe first five years, some very interesting possibilities open up for our "opening bid" in 
Sc)cial Security. However, these possibilities will not be known one way or the other until 
WI;' have more complete budget numbers from OMB, particularly on the outlay side. 

At the close ofthe Social Security meeting on Tuesday, the President indicated to Gene Sperling 
that he (the President) would belookingat options for our Social Security opening bid next week 
(thy week ofDecember 29). I have suggested to Larry Summers that coming to closure on a 
Social Se(;urity opening bid (or close to closure) should NOT occur until we have somewhat 
more complete budget surplus numbers from OMB. Larry ~grees with this and he is going to 
make this point to Gene the next time he talks to him. 

i Ifyou have any questions on this before Monday, please do not hesitate to call me through the 
Treasury operator. I also plan to be in town for the first several days of next week. 

Alan Cohen 
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. December 29, 1998 

Memorandum to: 	 Secretary Rubin 
Deputy Secretary Summers 

From: 	 Alan Cohen 

Subject: 	 Sensitivity Numbers For Non-Social Security Surpluses 

Len Buml3I1 has just sent you a memo with a sensitivity analysis for the latest very preliminary 
baseline budget surplus estimates. Len's memo lays out four alternative scenarios to the baseline. 
He compares the deltas from these scenanos to unified budlet surplus numbers over five years 
and ten years. My memo tries to compare these deltas to non-Social Security budaet surpJuses 
over the Same periods. 

We do not have preliminary OMB numbers for the non-Social Security surpluses. I have made an 
extremely rough estimate ofthese surpluses. I took the :Mid-Session Review non-Social Security 
surpluses and applied the changes in revenue technicals to them. The changes in revenue 
technicaISi are probably mostly on the non-Social Security side ofthe budget (e.g. capital gains). 
I have no't applied any economic changes but these are probably of a lesser order ofmagnitude 
than the revenue technicals. Perhaps Jack will have better non-Social Security numbers for your 
meeting: In that case, you could apply the deltas in this memo to Jack's numbers. 

The five-year baseline surpluses are $139 Billion and the ten-year numbers are $845 Billion. 
Len provides revenue deltas to this baseline for each offour· scenarios. As he indicates in his 
memo, his numbers are understated because they do not include debt service effects. However, 

. for purposes ofcomparing the deltas to the non-Social Security budget, the numbers are 
overStated, because some ofthe revenue effects occur on the Social Security side ofthe budget 
(from payroll tax changes), not on the non-Social Security side. For purposes ofthis memo, I am 
going to rnake the incredibly simplistic assumption that these two effects roughly cancel. 
Therefore:,'Len's deltas for his four scenarios, when compared to the non-Social Security baseline 
sUrpluses are as foUows: 
Scenario Percentor '. Percent or 

S-Year Surpluses lO-Year Surpluses 
Real GOP Growth Declinesby 1%: 

One-Time 73% NA 
Sllstained 215% NA 

Receipts Jr'all to Historical Ratio 431% 	 143% 

Receipts fall to Historical Ratio 

and there is a severe recession 569010 166% 


Stock Market Declines Suddenly 

and Remains Depressed 168% 52% . 




As can be seen from this table, in most ofthese cases, the non-Social Security budget is thrown 
way into deficit. . 'I 

As we discussed earlier, this problem might be mitigated by announcing that our POLICY is to 
maintain balanc,e (or surplus) in the non-Social Security budget in normal economic times i.e. our 
policy could be altered ifwe were in poor economic times. 

( 
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1999-SE-000319 

DEPARTMENT OF THE TREASURY IIFORMATION 

WASHINGTON 

January 12, 1999 

MEMORANDUM FOR SECRETARY RUBIN 
DEPUTYSECRETARYS~RS 

Frcm: Mark McClellan Ill"" 
Deputy Assistant Secretary 

Eccncmic Pclicy 

Subject: 	 Medicare in Sccial Security Refcrm 

Yesterday, yCll asked fcr scme backgrcund infcrmaticn cn the Medicare propcsal in the 
Sccial S(:curity refcrm package. This memo. addresses two. sets cf issues: 

1. 	 Hcw wculd the prcpcsal to. dedicate scme cf the unified surplus to. the Medicare 
Trust Fund be implemented? 

2. Shculd this Medicare financing propcsal be acccmpanied by any cther prcpcsals 
to. refcrm the Medicare prcgram, cr simply a general ccmmitment to. wcrk with 
Ccngress and the Medicare Ccmmissicn tcward a bipartisan scluticn? 



· MEDICARE IN SOCIAL SECURITY REFORM 


Core Proposal:' Dedicate 18% of Futnre Surpluses to Medicare Trust Fund 

The surpluses would be added to the Medicare Part A Trust:Fund; which finances the hospital 
insurance (HI) portion ofMedicare .. Medicare Part B, which includes physician and outpatient 
care, is financed by general revenues. Under current OMB projections, this will ,extend the 
solvency of the Part ATrust Fund from 2010 to around 2020. 

With the impending release of the Medicare Commission's 'report, the proposal will almost 
certainly encourage Congressional debate of long-term Medicare reforms this year - leading to 
pressure to adopt Medicare program reforms to accompany the additional revenues. 

How would this proposal be implemented? 

There ha..; been little discussion ofthe details of this question. 

, 	 i 
• 	 There has been no consideration of departing from tpe current practice of investing this 

Trust Fund entirely government specials. One justification for investing the Medicare 
Trust Fund differently than the Social Security Trust Fund might b~ that the Medicare 
surpluses are much smaller and projected to last less far into the future. 

• 	 There is no proposal to take the Medicare Trust Fund "offbudget." As you know, taking 
the Social Security Trust Fund off-budget was debated and rejected, because this would 
have eliminated anyon-budget surpluses for the next few years (Table). The Medicare 
Trust Fund is projected to operate at about a$5 billion deficit for most of the next five 
years,' so taking it off-budget would improve the on-;-budget surplus, but only slightly. 

Contributions ofthe OASDI (Social Security) and m (Medicare Part A) Trust Funds 
to the Projected Unified Surplus 

, 

FY Unified Surplus 
Total 

OASDI Surplus 

Non-Social Sec; 
Deficit(-}/ . 
Surplus(+) I 

Total HI 
Deficit(-}/ 
Surolus(+) 

Non-Social Sec., 
Non-HI Deficit( -}/ 

Surplus(+) 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 

'2007 

70 
54 
61 
83 
148 
150 
184 
213 
245 ' 
300 

99 
105 
113 
117 
123 
129 
135 
147 
152 
160 

-29 : 
':51 
-52 
-34 I 

25 
21 I 

49 
66 i 

93 
140 ! 

3 
-6 
-4 
-6 
0 
-5 
-9 
-12 
-23 
-24 

-26 
-45 
-48 
-28 

I 25 
26 
58 
78 
116 
164 



• 	 There is a "double counting" problem inherent in this proposal, because much of the 
pri)jected surplus to be dedicated to the Medicare Trust Fund is generated by surplus in 
the Social Security Trust Fund. Presumably the Social Security funds will be invested in 
equities or other bonds according to the reform plan;,()nly general revenue surpluses that 
are not needed for current Medicare financing would be invested in additional specials. 

• 	 We are working with NEC on budget scorekeeping rules that avoid "triple counting," so 
that the transfer of unified surplus to the Medicare Trust Fund does not leave the door 
open to spending the unified surplus in some other way. 

Should the proposal to dedicate a portion of the surplus to Medicare be accompanied by 
other Medicare reform proposals (Option 1) or not (Option 2)? 

Context for Medicare Proposals 

• 	 No one, including the Medicare Commission, has developed a long-term Medicare 
reform plan that assures financial solvency through the Baby Boom as well as quality of 
c,rre and access to care for the elderly and disabled .• 

• . 	 Despite serious technical weaknesses in its staff an~ slow progress to date, the 
Commission is moving toward a general endorsement ofpremium support in its March 1 
report. Under premium support, beneficiaries would choose from a set of approved plans . 
that met certain standards, and the government would contribute a fixed percentage (up to 
a cap) of the premium for the chosen plan. This system is similar to the Federal 
Employees'Health Benefits Plan (FEHBP), and would be supported in principle by most 
health policy experts. All of the Commission Republicans plus Chairman Breaux and 
Administration appointees Laura Tyson and Stuart Altman are likely to endorse such a 
plan, giving it the needed 11 of 17 votes. 

• 	 The principal alternative to premium support is "rationalization" of the· traditional· 
Medicare program - reforming its benefits but keeping its basic structure. This 
alternative is supported by most of the Congressional Democrats on the Commission, and 
Administration appointee Bruce Vladeck. It would'include the possible short-term . 
proposals to ''modernize'' Medicare similar to those in recent Administration budget 
proposals, possibly with the addition of a prescription drug benefit and new limits on 
beneficiary out-of-pocket payments. "Modernized'~ traditional Medicare might be 
included as one plan in a premium support system. 

• 	 Almost any announcement ofMedicare reforms might benefit from advance discussion 
with some of the Commission members, at least the Administration appointees and 
Commission Democrats, to avoid the appearance ofcircumventing the bipartisan process. 

2 
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Option 1:: Propose to dedicate additional revenues to Medicare, along with a credible set of 
short-term, relatively uncontroversial reforms to shore up Medicare for the next few years. 

This year's budget already includes a number of initiatives to "modernize" the Medicare 
program, primarily by giving the Health Care Financing Administration the authority to do many 
things that private health care payers do now to limit costs and improve quality: selective 
contracting with providers for certain specialized services (e.g., mental health, bypass surgery), 
preferred provider organizations, etc. 

Pros 

• 	 Congress may be reluctant to dommit significant new revenues to Medicare without 
program reforms. Republican leaders, including Thomas and Archer, are on record as 
opposing the commitment ofany additional revenues, at least until reforms to increase 
efficiency and control costs in the prograni are adopted. 

• 	 PJrOposing a credible set ofshort-term reforms would encourage a two-stage 
Congressional process on Medicare.reform - enact some clear, relatively uncontroversial 
f€::forms now, to be followed later by more fundamental reforms, when all the kinks have 
been worked out. This might avoid bogging down the Social Security reform 'process. 

• 	 Announcing specific reforms could alter the upcoming Medicare debate, by providing a 
counterpoint to the Medicare Commission report - which may propose reforms (e.g., 
p:remium support) not endorsed by the Administration and many Democrats. 

• 	 Commission Democrats will be sympathetic to proposals to modernize traditional 
Medicare, and may welcome the. Administration's precommitment to expected 
Commission recommendations for strengthening the program. Some Commission 

. Republicans and staffmembers apparently are downplaying the formulation ofa credible 
proposal to modernize traditional Medicare, because premium support would look better 
next to the current "antiquated" Medicare program. A clear Administration commitment 
to shore up traditional Medicare for the next few years could help assure that a serious 
proposal to modernize the current program is included in the Commission report. The 
question ofmore fundamental reforms, such as making traditional Medicare one choice in 
a premium-support system, could be left open. 

Cons 

• 	 No Medicare reforms are completely uncontroversial. The package ofproposals to 
modernize traditional Medicare would probably be opposed by provider groups, and 
possibly by Republicans and others because it significantly increases HCFA's discretion. 

3 




• 	 It is possible that Commission Republicans and Chairman Breaux would react negatively 
. to any specific proposals for Medicare reform on the eve of the Commission report. 

Option 2: No specific reform proposals - propose only to dedicate additional revenues to 
Medicare to "seed" a bipartisan reform process. 

Pros 

• 	 Not clear that the Administration needs to get in front of a potentially controversial 
Medicare debate. Itmay be possible to "save Medicare second" through a bipartisan 
process, and avoid delaying Social Security reform. A general cormnitment to working 
with Congress and the Commission is sufficient to get credit for raising the issue. 

• 	 Medicare Commission will be covering similar ground, and so the specific proposals on 
the eve ofthe Commission's report may be viewed as disruptive to the bipartisan process. 
Commission Chairman Breaux would support this approach, as he would like the 
Commission report to be the focal point ofMedicare debate this year. . 

Cons 	. 

• 	 Opens a broad debate that is likely to be influenced primarily by the Commission report. 
The debate may bog down or focus on a premium support plan that the Admiillstration 
would have difficulty supporting - potentially complicating Social Security reform. 

4 
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• 	
DEPARTMENT OF THE TREASURY 

WASHINGTON 

ASSISTANT SECRE:TARY February 12, 1999 

MEMOJlANDUM FOR SECRETARY RUBIN 
UNDERSECRETARYSUNDWERS 

FROM: 	 Gary Gensler /1)c 
Assistant Secretary l 	<). 7.. 
(Firiancial Markets) /~ " 

SUBJECT: 	 Social Security Equity Irivestment: Returns to Public and Private Pension 
Funds 

We had a very informative meeting with Wilshire Associates, which produces the Wilshire 5000 
index and aJso consults on asset management. Wils~e shared with us some oftheir recent 
research on public pension investment performance. While we didn't independently research 
these figures, we wanted to summarize Wilshire's findings. (We are preparing a separate memo 
on issue!; related to investing in equities.) 

Wilshire recently compared the returns to public and private funds, with an eye towards seeing 
whether social investing had effected returns. Wilshire performed this study at the request of 
CALPERS, after Greenspan's recently expressed concerns. Wilshire found that, over the past 10 
years, C()rporate pension funds outperformed public pension funds by .V:z to 3/4 of a percentage 
point. The principle reason was asset allocation. Currently, private pension funds allocate 
approximately 65% of assets to equities, compared to 60010 for public pension funds. At the 
beginning ofthe ten·year period under study, public funds were only 48% allocated to equities, 
compared with 62% for private funds at that time. 

According to Wils~re, public funds' common stock holdings actually returned approximately 20 
bp per year more than private funds' equity holdings. This is despite a modest amount of"social 
investin,g" ofequities by a number ofpublic funds. Wilshire cited several reasons why public 
pension funds were ~le to outperform the private funds with respect to equities. 

• 	 A larger percentage ofpublic funds are indexed. Indexing has lower administrative costs 
than active management, and active managers generally have not done as well as the index 
over the past decade. 

• 	 Public funds' larger size means lower management fees. 
• 	 Public expense ratios are lower than private expense ratios, possibly due to the discipline 

ofprocurement. . 
• 	 Public sector funds may be more willing than private funds to allow securities lending. On 

a dollar basis, the majority ofpublic pension assets are available for securities lending. 

Wilshire agreed to ask CALPERS for permission to send us a copy oftheir report. 

ee: 	 DWilcox, ACohen, LBurman 



l'~999-SE-001762 , 

February 16, 1999 

Memorandum to: 	 Secretary Rubin 

Deputy Secretary Summers 


From: 	 Alan Cohen 

Subject: 	 Social Security Update: On-budget Deficits 

This memo updates you on four events from today: 

- a one-·page letter issued by CBO 
. - a phone call I had with a key staffer with the Senate Budget Committee Republican staff 
- an internal Administration meeting on budget accounting rules for the President's plan 
- a meeting between Administration individuals and the Senate Budget Committee Democratic 

staff. 

One cort'lIllon theme pervaded all these events: bn-budget deficits. . 

CBO Letter 

Senator Gregg wrote a letter to CBOasking the foHowing question: If62% ofthe budget . 
surpluses were transferred to Social Security, would this create 'on-budget deficits and by how .. 
much. CBO's answer was 5803 Billion ofdefiats over ten years (see attached letter).. 

Ifone views the budget as being composed oftwo parts - on-budget and 'ofT-budget, then CBO's 
, answer is the right answer. Ifone thinks that looking at the unified budget is the right way to 

look at the budget. then Senator Gregg's question - and CBO's answer - are irrelevant. 

Larry Stein called me. 	He is very concerned about th;[mpact ofthis CBO letter on Democrats, 
especially Senate Democrats. 	 . . , 

c;onversation with Senate Budget Committee Republican staffer 

Press accounts have indicated that Senator Domenici is intCmdmg to structure his Budget 
Resolution by using!!!.b: on-budget surpluses for tax cuts and new spending i.e. he does not plan 
to use S.ocial Security surpluses for these purposes at an. Ifhe is able to do this, he will not 
create allyon-budgei deficits, he will not spend any Social Security surpluses on non-Social 
Security initiatives, and he will not have a double-counting pr~blem . Needless to say, these 
results would be quite advantageous to him and would leave him and other Republicans free to 
continue their attack on our plan. However, at first blush, Administration individuals were quite 
skeptical that he couldinake the numbers work. In particular. with CBO's baseline showing 
virtually no on-budget surpluses in the first two years, it seemed that, politically, the Senator 
could nc~t delay his tax cut and defense spending increases for two fun years. The first blush 
thoughts appear to be wrong however: 



" 


Based on my conveI:sation with his staffer, Senator Do~enici may very well be able to make the 
riumberswork. Here's how he plans to proceed. In a budget resolution, reconciliation 
instructic)Os for tax cuts are issued to the Finance Committee for one year, five years and ten 
years. For year one, when there is no on-budget surplus in the CBO baseline, the resolution 
would pay for its phased-in tax cut with unspecified revenue raisers. For years two through five, 
CBO's baseline shows 5172 Billion ofon-budget surpluses. These amounts -:-in conjunction 
with the outyear effects ofthe Unspecified revenue raisers':' would create the room for the 
Senator's phased-in tax cut. And for the second five years, the on-budget surpluses certainly 
appear large enough to accommodate the Senator's taX cut (especially ifthere are some revenue 
raisers included). ' . 

As far as defense spending increases, it appears that the Senator plans to stay within thec:aps ~ 
which expire after 2002 - by using large outyear across-the-board cuts in other discretionary 
spending areas. Keep in mind that the outyear numbers for discretionary spending in a budget 
resolution are essentially irrelevant. Thus, the Senator does not have to use on-budget surpluses 
to pay for more defense spending. The on-budget surpluse~ can support his phased-in tax cut as 
descnoecl in the preceding paragraph. 

The abiliity ofSenator Domenici to successfully use only on-budget surpluses creates real 
difficulty for the President's plan ~dDemocrats who want' to support it. The Senator can argue 
that his J;udget leaves the Social Security surpluses alone while our budget does not. In addition, 
our budg:et will create huge 6n-budget deficits, as the CBO letter indicates.' . 

It should also be noted that it is possible that Republicans in the House - and thus in conference 
with the Senate - will run into trouble because they want larger tax cuts right away. This may 
force them either to either into using Social Security surpl~s to·pay for their tax cuts, or to start 

. moving io the Senate's direction. We wiU just have to wait and see (note they could also use Mr. 
Kasich's proposal to treat Social Security interest earnings as on-budget -rather than transfers 
from on-budget to off-budget - but this haS great political; peril to it). 

Internal Administration Meeting on Budget Accountiing . 

This afternoon, stafffrom "Economic team" agencies met to discuss accounting and budget rules 
that are Ileeded for implementation ofthe President's plan., Topic one was how to treat transfers 
to Social Security and Medicare with regard to on-budget and off-budget numbers. The upshot 
was that either ofthe two main options would result in on-budget deficits in each ofthe first five 
years. The only difference was the size ofthese deficits. Thus, in presenting the results ofour 
plan, we would, generate the same result as in the CBO letter. 

Meeting with Senate Budget Committee Democratic StafT 

This afternoon, Lany Stein. Sylvia MatheWs and a number'ofothers from the Administration -
including me ~ met with the Senate Budget Committee Democratic staff. The purpose was to 
begin discussions and.problem-solving relating to how to put the President's plan into the 



framework of a Budget Resolution that the Democrats could offer as a substitute in Committee 
and on the floor. . 

One theme that kept coming up was the difficuJty that many Senate Democrats are having with 
the double-counting attack. In spite ofmuch effort by a variety ofAdministration officials, Hill 
stafffelt that many Democrats still do not understand how they can respond to the double
counting charge. Furthermore, today's CBO letter will only make things worse. 

Subsequent to the meeting, I was trying' to see how we co~d constnict a Budget Resolution that 
handles this problem. One pOSSlbility is to have the Resolution call for reserving 62% ofthe 
surpluselt for Social Security arid 15% for Medicare, without specifying that these funds would be 
used for general revenue transfers. In other words. we would leave unspecified how these funds 
would be, used to extend the exhaustion dates. In this way~ Senators would not be voting to 
Support double-counting or in favor ofon·budget deficits. : 

(' 

Another issue that came up was why we can't say that the President's plan uses general revenue 
transfers for Social Security and Medicare. To admit this would make it a lot easier to explain the 
plan to members and staff. Obviously. using general revenue transfers causes griefto some 
program advocates because the program would no longer appear to be fully paid for by workers' 
contnbutions~ However. many pc;ople already know that we are using general revenue transfers in 
our pian.. Many people also do not have a problem with us using general revenues. I think that 
our principals should consicfer revisiting this issue. : 1, ' 

Other parts ofthe meeting dwelt with the pOSSIbility that Senator Domenici 
's resolution will have 536 Billion more ofspending for eleptentary and secondary education over 
five years than is in the President's plan. How would the pemocrats respond to this? A number 
ofgood ideas were offered. AnotherLssue at the meeting concerned how to structure offsets for 
FY 2000 discretionary spending in the Democratic budget resolution to stay in:side the caps. 
Some of our offsets are infeasible for Hill Democrats to-·use so others would have to be found. 
Some progress was made on this issue. 

In genet'al. I felt that the meeting was verY constructive. I 

.... 
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Memcnadum to: '?~.-~ 
From: AlanCoben 

Subject: . Todays Budget and Social Security Meeting on the mn 

'I'hercI was a meeting today between Democratic:: staft'of'the House Budget Committee. stafffrom 
tho House Democratic Leadership oftlce, and Administration individuals (Larry Stein. Sylvia 
Mathews. and other Administration staff; including me). RaDking ~ Spratt joined the 
meeting balfway throush. The pmpos:e of'the meeting 'WUito discuss bow a Democratic 
a1terNtive budget reso'luticm would be structured. Ali you may recall, a similar meetms was held. 
with Senate staB' on Wednesday. Today's meeting WIlS, ~my view. helpful and informative to 
aD tIM participarltS. 

A major topic; at tho.meeting was how to pay for all the discretionary apendiq in FY 2000. 
Includina the Prealdem's defense proposal. MIDY ofour 0Bketa won"t be acceptable po1itieally to 
Howe DemoeraU. Richard Kogan oftbe House Budget Committee suggested that the raolution 
creat:e a contingency that would add 10 di~Onary.spemtiD8 in FY 2fHH}, once Social Seeurity 
had been Sed. A:s you know. the Prc:aid0Dt'5 budget has a contingency that 1J38kes such fimcIs 
avaiIiJbJc beginning in FY mI. It9t Fr.:lfltHJ.. Administration iadividuaJl at tbe meeting 
indiclted II1UCh queasiness about this. arguing that it coukl be seen as coming too close to 
vioIatiug Save SocIal Security rll'St. lUchard countered by saying that tho President's budget had 
FY 2000 'hnding fur USA accouDts that was contingent on Social Security :reform,.so why nDt do 
the same fbr discretiooary spending. Some ofour fb1k:s dido·t realize th21 we started USA 
m:oimtS in FY 2000, 80 at tint, the response to R.ic:hard was somc:whai muted. Lata- the 
respcJnse became stronger. I used the argument that the appropriators need to gel going soon. on 


. their work on disereti.onary sperll:lms for FY 2000, whereas the USA acx:ountB could be worked ] 

on18ter in the year. What do you think about this argumemt? Are there others we can use? 'Ibe 

issueofRicbard·s suggestion was left unresolved. 

. . ,. 


We regard to tax: cuts, Mr. Spratt indicated that he wanted to have a '"package'" ;n the Budget 

ReaC.lution that would consist 0 ts and tarseted taX cm.ts. The tarseted tax: cuts 

wound be paid for with .tl.ed loophole c10 staffmenti.oned $32-33 BilMon over fiw 
yearn. The USAaccoun the BUCpJus on a contlagent oasis,. as in out 
budget. Luuy S~ assumed that t tax receipts (~chwould not be revenue neuttai) were 
anolil-starterfarMr. Spratt. With tobaceoreceipts. Mr. Spratt WIl5 loolcing fota rem..... 
lWI1DI packqe oftqeted tax and so there was unlikely to be any help ftom the teYeru:.t.e 
sldefbr o.fIiets:for dJsererioDiJly • g. However. it was ~ed. by Administration members 
that maybe the Dem.oerats could as some iaviDgs from the lawsuit the Administration plans 
against the tobacco com.paNes.. One blan. hcnwver, is t.b8t it might not be 10 plausible to 
III8U'me 8Dy savings in FY 2000 from law suit that ham·~ beal initiatedyer. 

_ 
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AI in the meeting with the Senate staft; everyone at this ~& agreed that the alternative 
reaol1Jition needed to have something in it to ret1ect the "'62% Social Security/l S% Medicare 
fhuneWork" that the Presideftt has proposed. This would be especially Important because the 
most likely lfuuse Jlepublic:an resolution would have 62% ofthe surplus for Social Security and 
most 01' all oftbe remaining 38% fur tax cuts.~ this would ret up a great c:omparison 

, betwr.en usiDg surpluses for Medicare versUJ'fiSmg them for tax cuts. (note: the presumption wa" 

that t1Ile Houso RepubJicaIls would not raise the cap. rot discretionary spending and hence would 
not use any ofthe surplus for such spenc:Ung). 

OMS staff is beginning to think. about bow to put our "$Utplus UameworJe" mto a budget 

resOlution: I am also thinking about that. This issue could get a lot ofattention next week 


The lIoUse De2noCrats will most Ukely ofter their substitute resolution on the &or. In 
Cominitt_ they could have a striDg ofaanendments such II!I an amendllH!Ot to reduce the size of 
tax cUts by X and incI'ease ti.mding fur education by Y. On the floor, it is anticipated that sevenI 
Democratic goups would offer their own budget resolution sublltitutes e.g. the Bid Caucus aDd 
the Progressive Caucus. 'The trick for the Democtetic Leadership is to have Demoorats maintain 
same: kind, ofcommon theme in voting for the various substitutes 80 that OW' message does not 
become diluted. 

. '\ 

r 
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• 
The Secretary of the Treasury 

February 23, 1999 

NOTE FOR ALAN COHEN 
: 


FROM: BOB RUBIN 


: :
, 'I 

, Page 1 - Second Paragraph i .' 

... ", .... " 

I'm not sure, but one thing I would beton: USA 

accounts won't start in 2000. ' 


Third Paragraph 

This is on top of what we already have, where would 
it come from? 

Attachment 

" ' 

. . . . , ' 



February 19, 1999 

, Memorandum to: Secretary Rubin 
Deputy Secretary Summers 

From: Alan Cohen 

Subject: Tqday's Budget and Social Security Meeting on the Hill 

There was a meeting today between Democratic staff ofthe House Budget Committee,' staff from 
the House Democratic Leadership office, and Administration individuals (Larry Stein, Sylvia 
Mathews, and other Administration staff, including me). Ranking member Spratt joined the 
meeting halfway through. The purpose ofthe meeting was to discuss how a Democratic 
alternative budget resolution would be structured. As you q.ay recall, a similar meet~ng was held 
with Senate staff on Wednesday.' Today's meeting was, in,my view, helpful and informative to 
all the participants. 

A major topic at the meeting was how to pay for aU the discretionary spending in FY 2000, 
including the President's defense proposal. Many of our offsets won't be acceptable politically to 
House Democrats. Richard Kogan of the House Budget Committee suggested that the resolution 
create a (!ontingency that would add to discretionary spending in FY 2000. once Social Security 
had been fixed. As you know, the President's budget has a: contingency that makes such funds 

, available beginning in FY 2001. not FY 2000.. Adininistration individuals at the meeting 
indicated much queasiness about this, arguing that it could be seen as coming too close to 
violating Save Social Security First. Richard countered by saying that the President's budget had 
FY 2000 funding for USA accounts that was Contingent on Social Security reform, so why not do 
the same for discretionary spending. Some of our folks ~idn't realize that we started USA 
accounts in FY 2000, ·so at first, the response to Richard was somewhat muted. Later the 
response became stronger. I used the argument that the appropriators need to get going soon on 
their WOJ'k on discretionary spending for FY 2000, whereas the USA accounts could be worked 
on later in the year. What do you think about this argument? Are there others we Can use? The 
issue ofRichard's suggestion was left unresolved. ' 

With regard to tax cuts, Mr. Spratt indicated that he wantekto have a "package" in the Budget 
Resolution that would consist ofUSA accounts and targeted tax cuts. The targeted tax cuts 
would b(~ paid for with unspecified loophole closers -- staff mentioned $32-33 Billion over five 
years. The USA accounts would be paid for from the surplus on a contingent basis, as in our 
budget. Larry Stein assumed that tobacco tax receipts (which would not be revenue neutral) were 
a non-st~lrter for Mr.'Spratt. With no tobacco receipts, Mr. Spratt was looking for a revenue
neutrallpackage of targeted tax cuts and so there was unlikely to be any help from the revenue 
side for I)ffsets for discretionary spending. However, it was suggested by Administration members 
that maybe the Democrats could assume some savings from the lawsuit the Administration plans 
against the tobacco companies. One problem, however. is that it might not be so plausible to 
assume any savings in FY 2000 from a law suit that hasn't been initiated yet. 



As in the meeting with the Senate staff, everyone at this meeting agreed that the alternative 
resolution needed to have something in it to reflect the "62% Social Security!lS% Medicare 
framewoJ-k" that the President has proposed. This would be especially important b~use the 
most likely House Republican resolution would have 62% ofthe surplus for Social Security and 
most or all ofthe remaining 38% for tax cuts .. Thus, this would set up a great comparison 
between lJsing surpluses for Medicare versus using them for tax cuts. (note: the presumption was 
that the House Republicans would not raise the caps for discretionary spending and hence would 
not use 8IIly ofthe surplus for such spending). 

OMB staff is beginning to think about how to put our "surplus framework" into a budget 
resolution. I am also thinking about that. This issue could get a lot ofattention next week. 

The House Democrats will most likely offer their substitute. resolution on the floor. In 
Committee, they could have a string ofamendments such as an amendment to reduce the size of 

. tax cuts by X and increase funding for education by Y. Cn the floor, it is anticipated that several 
Democratic groups would offer their own budget resolution substitutes e.g. the Black Caucus and 
the Progressive Caucus. The trick for the Democratic Leadership is to have Democrats maintain 
some kind ofcommon theme in voting for the various substitutes so that our message does not 
become diluted. . 



l# ~ ~d 'h !L£/L!L-S 

'vv4--v~ ~ Y-v ~ 


!VeL C<- . rv . IVe-/1J1(11/-fP

/VU &L- 7D ~5 

1,/1--1,{11 


f'!£Me u,~ttJ 




I 

, ' . 

CLASSIFJCAnON 

DEPARTMENT OF THE TREASURY 

WATCH OFFICE 


FAX COVERSIIEET 

-Ifreceived lNCOMPLETE, call (202)622.1125 

TO: 40",{ Seere-/nry s,1'7,...-rs
1 7 , 

ce: &et?~7 ~6,,:S <!'~ ~s 

. ,FROM: ilia" ~()ie/1 

OFFICE PHONE NUMBER: __________ 


FAX NUMBER: (202)622 ..1829 (unsecure) (202)622-1851 (secure) 


HANDLE AS: ROUTINE--L- PRIORITY _ URGENT _'_ 


. 'ale 1 orL 'ales 

COMMENTS: 


CJ..ASSIFICAnON 

SERIAL NR. 3~S 



· 02119/99 FRI 20:43 FAX 2026221829 US TREASURY DEPARTMENT Jgj 001 

****************************** 
*** MULTITX/RX REPORT *** 
****************************** 

TX/RX NO 4262 
I NCOMPLETIi TX/RX 
TRANSACTU>N OK (1) 9011492223905178P 

(2) 82128612597P 
ERROR 

- CLASSIFICAnON 

d. ____DATE.__.....- I'1;.,..--....:,'7.....7_·_ 

DEPARTMENT OF THE TREASURY 

WATCH OFFICE 


FAX COVERSHEET 

-lfmeiYed 'lNCOMPL£TE. call (202)622-1125 

TO: .~f Se~~~7' s,,.,,.,..rs 
cc : &""'''''7 . ..eJ." s 4~ ' ..,s 

OFFICE PHONE NUMBER: ___~___ 

FAX NUMBER: (202)622-1829 (unsecure) (202)622-1851 (secure) 

DANDLE AS: ROUTINE..L. PRIORITY _ URGENT __ 

Pace I ofL Pales 

COMMENTS: 




WATCH fil004/004 

Februasy26. 1999 

Memanmdum to: SecretaryRIlbin 
Deputy Secretary Summers 

From: Alan Cohen 

Subject: aP&port on Budget and SocW Seourit)o 

I. "y t' L. ~,-,.~ I~rr-,,:;J ''''> ~/"')t'" J"'l S"ll 

BUgetlR.esolutit9 (J~ ? I. I " ~'J I "l.....".... 
. ~ ~ ~·~/·~ ~1~ 


The Joint Republican Leadership oftha Congress will meet with Chairmen Domenici and Kasich 

beginning neKt Tuesday to try to reach agreement on how to do the Budget Resolution. The two 

dtai.U:nen have two huge cltasms dividing the two chambers: . 


, 

1. Mr. Domeniei insists OD paying for tax cots with on-budget $Urpluses only i.c. no Social 

Security surph1ses can be used for this purpose. Addh1g in a few revenue raisers, Mr. Domenicl 

could still cut taxes by only~ in the first year and' ~lSO Billion over five years. 


, :.......-------

Mr. Kasich will try to claim that the . . by the General Fund to the Social Sewrity 


TtlL'it Funds - about $SO Billion a now - should not be cIuuged as III outlay to the 

on-budget side nor as a receipt to the Security side'ofthe budget. This would inereue 

each annual on-budget surphls by SSO Bil on 5tarting DOW. This. would aD.ow for much bigger tax 

cuts. in the early years than Mr. Domenici room for. Tbcce sre also significant splits within the 

Ho1lise Republican caucus on this issue. .. 


The---------------~stakes on this issue are eoonnous. It· be f8sclnating to see how negom..tiOD.$ on this issue 

proc:eed. 


2. Mr. I>omeaici does not want to raise the .8CI'e1icnw:y cap.s now. He would later until1ater 

in tile year. Mr. Hastert seems to 
 now. It js not clear where Mr. Kasieh is. 

. aguitl, there ar:e splits within the House Repu iean caucuS on this issue. Needlesuo say~ this is a 

huge issue.. 


\ .4"" tJ l--t- +L,~ "- ~ .. \~ 'Call) 
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• 
The Secretary of the Treasurv.. . 

March 4, 1999 

NOTE FOR ALAN COHEN 

FROM: BOB RUBIN 

Only do, when interesting things going on - as for example, in . 
today's memo. 


Isn't that a politically impossible place to be, on social 

secun'ty?. 


Attachment 
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March 2, 1999 

Memorandum to: Secretary Rubin 
Deputy Secretary Summers 

From: Alan Cohen 

Subject: Today's Update on Budget and Social Security 

1. CBO Re-estimate of the President's Budget 

CBO wiJl release its re-estimate of the President's budget tomorrow. We received several draft 
tables from that reporttonite. We have reached some preliminary conclusions -- I must 
emphasize that these are preliminary because we have not seen the whole report yet. Highlights: 

From the regular part ofthe budget -- i.e. the part other than our Social Security 
framework proposal, CBO says that our plan reduces surpluses by $89 Billion 
over ten years, rather than being surplus-neutral as we claimed. This re-estimate 
. averages less than $10 Billion a year over the ten year period. This is not a re
estimate that is vastly outside the range of re-estimates of previous years' reports. 

• r 

CBO's re-estimate ofour budget including our Social Security proposal shows 
that publicly held debt (net of stocks held by the Trust Fund) is being reduced on 
approximately the same schedule as we indicated. This is an important validation. 
CBO assumes a higher rate of return on stocks, which roughly offsets the $89 
Billion re-estimate of the regular part ofour budget. 

CBO appears to show that in FY 2000, we oreak the outlay cap for discretionary 
spending by $33 Billion. But closer inspection shows that this number is actually 
between $10 and $14 Billion, which.is not vastly outside the range from previous 
year's reports. .. 

CBO's report re-iterated what it stated in a previous letter to Sen. Gregg: the 
President's budget results in hugeron-budget deficits in all years. Unlike CBO, we 
do not treat our transfers to Social Security 'and Medicm:e as outlays to the on
budget side ofthe budget, however, and so our on-budget deficit estimates are 
much lower. We also believe that the unified surplus/deficit is the meaningful 
measure, not the on-budget deficit/surplus. 

2. Interesting News about the Gramm-Domenici Social Security reform plan 

In a private discussion I had with a staff member who is working on the Gramm-Domenici plan, I 
was told that other Republican Senators are balking at the plan because it doesn't do much to 
reduce publicly held debt. Note: the reason it does not reduce publicly-held debt much is that it 

http:which.is


carves out 2 or 3 percentage points of payroll tax revenues and uses them for contributions to 
individual accounts in lieu of retiring publicly held debt. These Senators appear to want more 
reduction in publicly-held debt. This is fascinating and would also be a very important 
developntent if these Senators continue to hold this view. 

3. Kasich-Domenici Meeting 

In an update I sent last week, I reported that the Joint Republican Leadership was supposed to 
meet today with Domenici and Kasich to try to get them to agree on a common approach to the 
Budget Resolution. Marti Thomas relayed the following report today from Linda Robertson: 

While the Republican Leadership did not meet today as planned, Chairmen Domenici and 
Kasich did meet to discuss how they will proceed on their respective budget resolutions. 
They are still very much at odds on how to handle the surpluses and what to do with the 
interest from the trust funds and the political viability ofdipping into them for tax cuts. 
Kasich's main concern with Domenici's position is that it will not allow for a significant tax 
cut prior to 2000. Domenici reportedly shopped an'idea with Kasich to construct a 
short-term capital gains tax. cut, which Kasich is considering. 

4. Feldstein admits double-counting for his plan 

. Marti Thomas reported the following: 

I 

Lott's office sponsored a meeting today with' statTfrom "centrist" Members and Senators' 
offices that featured Martin Feldstein. Democrats in attendance represented Conrad, 
Robb, and Stenholm. I'm told that Feldstein acknowledged in this meeting that his plan 
resulted in double-counting. He said "you can't get around it. But the money would have 
been blown anyway. II 

I take this as good news. 
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• 
DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 

ASSISTANT SECRETARY 

Mareh 2, 1999 

MEMOlRANDUM FOR DEPUTY SECRETARY SUMMERS 

THROUGH: Linda L. Robertson-;;u'
Assistant Secretary 
(Legislative Affairs and Public Liaison) 

FROM: Marti Thomas 
. Deputy Assistant Secretary 
Legislative Affairs and Public Liaison 

. (Tax and Budget) 

SUBJECT: Scenesetter and Polling for House Ways and Means Committee 
Subcommittee on Social Security hearing on "Investing in the Social 
Security Trust Fund in the Private Market". 

Date: 
Time: 
Location:: 

Wednesday, March 3, 1999 
10:00 a.m.  12:00 p.m. 
1100 Longworth House Office Building 

BACKROUND: 
You are scheduled to testify before the House Ways and Means Subcommittee on Social Security 
on Wed1iesday, March 3, 1999 at 10:00 a.m. For your information, the White House is unveiling 
the Democratic agenda tomoITOW at 11:00 am. As a result, many Democratic members will be. 
either unable to attend the hearing or will leave early in order to get over to the White HQuse for 
the ceremony. 

In your testimony, you will cover the same points that. you ~ll be covering before the House 
. Commerce Finance and Hazardous Materials Subcommittee in the afternoon. Your testimony 
focuses on the benefits ofthe President's proposal, protecting the investments from political 
influencc~, and the effect of investing in equities on the rate of return earned by the Social 
Security Trust Fund. Your testimony will also answer possible concerns regarding the 
experience ofstate and local governments, and comparisons with individual accounts. 

DISCUSSION: 
RepreSelltative Shaw is working on a plan that he hopes to introduce next month which would 
include ndd-on individual accounts to the traditional Social Security benefits which would be 
funded from the general revenue surpluses from the unified budget. Part ofthe rationale behind 



. ' 

Shaw's plan to tie the add-on accounts to Social Security is to allow the accumulations in 
individu.il accounts to be used as a future justification for cutting the defined benefit part of 
Social S€:Curity. Chainnan Archer, who will not be attending, is rumored to be working on an 
alternate bill that would be more along the lines of the plan outlined by Feldstein with add-on 

. individual accounts and some c1awback provision. As of last yesterday, the House Republican 
leadership is still debating advocating mandatory add-on individual accounts funded out of the 
unified budget swplus or voluntary carve-out individual accounts ofabout 2-3 percent ofpayroll 
tax. 

Representative Cardin (D-MD) has approached Treasury about drafting his own Social Security 
bill that would also invest part of the Social Security Trust Fund in the private market. 

POLLING: 
Republicans 

Chainmnn Clay Shaw(R-FL) - Will attend. 
• 	 On February 25, Rep. Shaw expressed his concern with lack ofdetails on how to reform 

the Social Security over the long term. 
• 	 Representative Shaw is working on a plan that wold be a straight add-on using general 


revenues from the unified budget surplus. 


Representative Jim McCrery. <R-LA) - Staffhas not responded. 

Representative Sam Johnson. (R.-TXl- Staffhas not responded. 

Representative Mac Collins. (!R-GA) Staffhas not responded. 

Represellltative Rob Portman, lR-OID - Probably will attend~ 
• 	 Rep. Portman is concerned about political interference, huge infusion ofmoney into the 

market, and possibility of stock picking. 

Represellltative J.D. Bayworth. (R.-AZ) Staff has not responded. 

Representative Jerry Weller. (R.-IL) - Probably will attend. 
• 	 Rep. Weller is likely ask general questions. 

Representative Kenny Bolshor. (R.-MO) Probably will attend. 
• 	 Rep. ·Hulshofhas no specific questions as yet. 

Democrats 
Rankin& Member Robert Matsui. (P-CA) - Will attend. 
• 	 Rc!p. Matsui is likely to ask about the safety ofinvestiIig the Trust Fund in equities, and 

flesh out the details. 

http:individu.il
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Represeiltative Sander Levin. CD-MD - Will attend for first part ofhearing. 
• R:ep. Levin is very supportive of the President's proposal. 

Representative Ben Cardin. (D-MD) - Will attend. 
• 	 Rep. Cardin is very supportive of investment in the private sector. 
• 	 He will try to ask questions that will allow LHS to strengthen. 
• 	 He has a proposal which involves investment in the private sector and would like 

Treasury guidance on drafting his proposal. 

Representative Jobn S. Tanner. (P-TN) - Staffhas not responded. 

Representative Lloyd Doggett. (J).'fX) - Will attend. 
• Rep. Doggett is generally supportive of the President's proposal. 

Representative Cbarles Rangel. (D=NY) - Not likely to attend. 

ATTACHMENTS: 	 Witness List 
Biographies ofCommittee Members 
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DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 

ASSISTANT SECRETARV 

March 29. 1999 ' 

MEMORANDUM FOR SECRETARY RUBIN 


From: Davi4 W. Wilcox'9~' 
Assistant Secretary for Economic Policy 

Subject: Background for Social Security and Medicare Systems 

. ' 

Attached is in response to your request for information about the reasons for the change 
in the actuarial balance in the Social Security and Medicare Systems. 



OASDI Trust Fund 
Change in 75-Year Actuarial Balance From 1998 to 1999 

(Percentage of Taxable Payroll) 

Valuation Period . 1-0.08 

Short-Term Economic Assumptions 

(essentially. stronger growth in 1998 and 
near-term implications thereof) 

+0.03 

Long-Term Economic Assumptions. 

(implications of the change in CPI 
methodology [worth 0.09], and reduction in 
the long-term unemployment rate from 6.0 
to 5.5 [worth 0.03]) 

+0.12 

Demographic Assumptions +0.03 , 

Methods +0.02 

Total Change in Actuarial Balance +0.12 



t' 
f 

, 
HI Trust !Fund . 

Change in 75-Year Actuarial Balance From 1998 to 1999 
(Percentage of Taxable Payroll) 

Valuation Period . -0.05 

Base Estimate 
, 
+0.38 

Managed Care Assumptions +0.04 

Hospital Assumptions +0.29 

Other Provider Assumptions -0.03 

Economic, Demographic Assumptions +0.01 

Total Change in Actuarial Balance +0.64 
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a-naged care 
baS tremen
dc:Ios potential 
to improv~
America's 
nealth care 

system. By monitoring outcomes, 
developing guideUne5' and coordi· 
nating care. it can improve Cluality 
and !ltandardize.be$t practices. 
The increasing dlversity of nealth 
plan products prQvtdes added 
choice in weighing cost against 
cover8.ie options. Also. by improv
ing efficiency and reducing costs 
in tne 8.alregate, managed care 
practices may expand acce5S to 
health coverage by underserved 
populations. . 

But despite these opportUnities. 
managed careorganiutions have 
come under substantial criticism 
by patiEints, physicians. the press 
and state and federal govern
ment!. Recent studies highlight 
this discon tent: Il!dividuals sur
veyed ill 1996 .,iewed representa
tives of both the federal govern· 
ment arid the auto repair Industry 
as more trustwonhy than their 
managed care' s ~nd 
provide'rs} Focus g conduct

. ad in 1008 by the American Hospl· 
tal Association ~evealed con· 
sumers' consistent belief that no 
one in the health care system Is on 

·What.will it take to 

restore patient trust? 


. . 

·SV.KAFIEN I. TITLOW, J9NATHAN E. RACKOFF, 


.. I' . . 
AND EZEKIEL J. ·EMANUEL. . 

~ . 

Afocus on*---,---=-------
..... _...._~.IJ!.~~:.?~'!...!.~rf _. 

cost managemm't..___._...,..........~ ....._..".....'N_._t_fU""_._._ 

. appears to have 

··-·-···;~od~d rl;;most,-
_ ..._·..., .....t"", ........--·._•• _ ...._.__I_.•.'__ 


fondamenfttl val1ft1!' 
,---- I .. , , Td 

in heaLth care.. 

. their side,2 These perceptions are 
a serious blow to the tradition of 
the doctor1'atient relationship. 

What accounts for this disparity . 
between the promS! of managed 
care and the gtowing exp~ion 
of. concern? Why don·t people 
trust managed care organiz~tions 
or their personal physicians any 
more? One answer may lie in 
patients' perception of how eco
nomic forces have influenced their 
ability to trust their physician's 
~Hnical Skills and judsmen~. 
Patients fear, with some justifica.
tion, that manasedcare's commit· 
ment to elficiency is in conflict 
with its commitment to Quality 
health care and that effic.iency is 
winning. 

Patient trust Is an invaluable 
component in the creation or B 

flourishing health care system. 
High levels of patient I:nJ5t in their 
physician are strongJy associated 
with benchmark measures of a 
5ucce!l!lful health care system, 
including improved health statu.s• 
adherence to medical advice and 
patient satisfaction.3 There Is a 
boomerang effect when the drive 
for efficiency undermines trust 
and. therefore, the patient beha".. 
iors necessary for quality health 
cant and ou[comes. Managed care 
mwt actively support mechanisms 
that encourage patient trust If it is 
to realize its clinical goal 01 quality . 
health care. 

fn the context. of the physician
patient relationship, trust is a com; 
plex and multifaceted concept. 
Commentators have suggested 
thllt it comprises six factors: 
provider competence, physicfan 
control. continuity of c.are, com
munication. confidentiality and 
no conflict of interest.4.5.8 

·lIrovider competence 
For trust to develop, palient.s must 
believe that their provider is tech· 
nically competent and will pro
vide them with high-quality care. 
By organizing the deUvery of cate, 
managed care creates a unique 
opportunity to systematically 
asse5s physician competence 

l<ate~ T'riIow. PT. GCMT, MA, and.IC1'III'ItI:IrI RacICDff are Felraws lit tne OepB/"lrT1ent of Btcsthlca In the warren G. 
WSgnusOn 0Iinic:al Center at the NatlOnsllns*Jtn of l-IetIIth, BetheSda. Md. ~al '1!""ulnuel, MO, PhD, is 1tIe directQr. 
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Ihrough 11 feedback loop consisting 
of the collection of quallty mea
sures, dissemination of practice 
guidelines and outcomes monitor-
ins reinforced with the lurking 
threat'6' deselecting. Managed 
Fare plilns frequently use these 
techniques to motivate improve-, 
ments Jrl quality of care. and some 
ruccess has been achieved. 

Studies c:onsistently document 
~at managed care plans provide 
. uperior preventative care.u Nev
rth~less. fears about substandard 
are continue to trouble patients 
nd ~network providers alike. A 
997\studYof patients in managed 
are,lound that 17 percent rated 
e ~uality of their doctors as -fair 

o IX(Or: compared to only 4 per-
t~Uh feeioT-service insurance,' 

n a 1998 survey, a majority of 
hysiclilns reported that managed 

Ere practices had ·significant neg
tlve effects- on both the quality of 

health care delivery and the physi. 
cian-patiem relationship. 10 

Managed care organizations have 
taken steps to counter these percep-
Uons and reassure patients about 

.	the qu.illty of their 'care. The indlJ&
try is supporting attempts to devel
op standardized quality measures, 
and many are publicizing the out
comes in easy-to-undermnd '"report 
cards.' io counrer the questionable . inappropriate exclusions could 
beliel that more health Calli is bet
ter. solne companies have begun 
advertilsing the faet that sometimes 
doing less can improve patients' 
health. Suc:h initiatives. made in 
conjunction with continuing eIfor1s 
to monitor apd improve quality. 
could help rebuild patients' ~ In 
the competence of their doctors. 

IJat)1Jiclan control 
In order for patients to trust that 
their doctors will provide !be best 
treatments, doctors must ha\'e--and 
be perceived to hav,iluthorily 
over dinica1 decisions and services. 

complement these approaches. 

• onrinutty of care 
Patients are more likely to trust a 
physician with whom they have a. 
continuous, Jol1g1rtanding relation· 
ship than a pnysician with whom 
they interact infrequenUy.12 This is 
particularly important for patients 
who have chronic conditions. Man
aged care's use of adesignated pli
mary care physician who facilitates 
appropriate referrals to specialists 
could promote improved continu
ity of care. as long &t the individual 
sta}'5 with the same plan. 

82 The State of Hearth Care in America 1999 

Because of factors such as utiliza
tion reviews, practice guidelines 
and benefit limits, the physician's 
clinical authority is often circum
scribed in fact and appearance. 

Collins found that 80 percent of 
physicians In managed care plans 
report somewnat or very serious 
problems with being able tb refer 
patients to specialists; and 31 per
cent of the surveved reported cate
gorkal denials 'of their referrals 
in the areas of mental health, 

Unfortunately, as a consequence 
of employers frequently changing 
insurance plans, managed care 
organizations. rellfIansing networks 
and limited physician panels, conti. 
nuity of care has been disrupted. 
Among managed care enrollees 
who had changed plans over the 
past three years, 41 petc:enl alsO 
changed physicians. whereas only 
12 percent did so among indemnity 
enrollees, Of the patients in man
aged care, 80 percent or those who' 

substance abuse and physical· changed primary care physicians 
therapy. I I 

The shllt of authority, for referrals 
from pttysiclan to plan means that 
the paUent must now be able to 
trust the motivations of the plan .. 
irUst in the. managed care organj
zanon can be promoted by encour
aging physicians to act as patient 
advocates within the plan. Man
aged care plans should acii\'ely 
facilitate advocacy by creating 
incentive structures tied to patient 
.	complai/llS, enrollee turnover rates 
and consumer satisfaction $UNeys. 
To be consistent with these incen
tives. managed care companies 
must end the practice of deselect· 
ins physicians when they become· 
active patient advocates. Establish
ing an independent mechanism to 
review physician allegations 01 

did so involuntarily.1.! 
This 'problem may be mitisated as 

managed care b~omes more sab
llshed. In particular. continuity of 
care will improve If employers and 
purchasers begin making long-term 
commitments to one--or a small set. 
or--plans. Also, plans may maintain 
an increasingly consistent affiliaUon 
with; providers, and they should 
concurrenUy expand the number of 
physicians available in provider 
panels. But, effol15 by managed care 
organ[:tations cannot materially 
improve physician continuity unless 
employers and purchasers retrain 
from changing plans. 

lIo:.nmunication 
When lines of c.ommunication 
betWee 
are dis 
their ph 
viderth 
dlsrupti 
the pat 
exampl 
been id 
tor lead' 
prescrib 
ment r 
most c 
paUent 
pro"'llde 
Pla~es 
me Ie 
recqnt 
tho\fgh 

the patient and physician 
pted, patients may doubt 
ielan's intentions to pro- . 

appropriate care. This . 
n is detrimental to botl:a 
ent and phySician. For 
poor communication has 

ntlfled as the prlmazy tac~ . 
to noncompliance with 

d medications and treat
imens. 14•1S It is also the 
mmon reason cited in 
alpractic:e suits against 

,16 The value Ihe public 
n communication in a 
setting is, retlected in 

egisiative actions. Even 
gag clauses were· never 

http:infrequenUy.12
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widely used in the managed care 
. industry, the public's concern 
about their impact on candid com
munication between doctor and 
patient led to government regula
tions restricting the practice. 

Effective physician.:patient 

communication requires 

time: yet Olle by-product of 


the ability of large managed care 
plans to protect tlleir confidentiali
ty. Third-party PaY,ers ac;ce.ss med
ical records primarily to monitor 
quality and to detl!rmine if the sera 
vices they are paying for are med-

Traditional medical 

what public mechanism of sending 
postcards. Which are cheaper than 
sealed rirst-class letters. In a highly 
publiciled incident, Harvard Com
munity Health Plans routinely 
entered psychotherapy noles into 

computer records that were 
accessible to all cUnical 
employees.21 

ciency has been a reduction 
in the amount of time a 
physician can spend with 
each patient: One study 
found that 41 percent of 

" ',; 	 physiC:Lans in managed care, 
as opposed to 29 percent or 
fee-for-service physicians, 
re~'rt they are spending less 
ti e with patients than just 
th e yean.1 ago.l7Slmilarly, 
7 percent of nurses reported 
h viog less time to teach, 
comfort and talk with patients.la 

Plans increasingly acknowledge 
thF importance of effective physi
cian comrnunication. This is due, 
in part, to plans' recognition tbat 
patients use phySicians' interperI 

i sonal abilities as prolCles for their 
technical competence, and, in 
part, to the patient backlash agalnst 
the shortened office appointment 
Many matlaged care organizations 
sponsor workshops that teach 
physicians appropriate communi· 
cation skills and better -bedside 
manner," This technique, coupled 
with effotts to restore the amount 
01 time physicians spend with 
patients, could go a Ions way to 
improving patient-physician com· 
munication and trust. 

!lontJdenriaUty 
Patients reveal hiShly personal 
information to their physicians with 
the expectation that it will remain 
confidential. This amount of disclo-. 
sure is necessazy tor accurate diag
noses and effective treatments. The 
public has voiced. concern about 

manased care's drive for effi ethical norms require Public concern about the 
. . 	 . 

phy'sicians to place 

their patients' 

well-beIng ahead of 

their o'wn personal 

interests. 
Ii 

ical\y necessary and covered by 
the benefit. Prior to the advent of 
managed care, most medical 
records were housed. in the indlvid
ual physician's office; complete 
patient records were difficult to 
compile and not accessible to 
many people. The benefits of main-
mining coherent, centralized e.tec
tronlc records do have a price. In 
order to monitor quality and bene
fit Information, health plans' have 
had to make personal medical 
records acce5$ible to many people. 
One expert asserts t11at when an 
individual enters the hospital, 
between 70 and 80 people 'gain 
access to that medical recorci, 19 

Recent events suggest tbat 
patients haw l"ei'SOnto rear the era
sion of confidentiality. Ln 1996. alter 
a Mauachusetts HMO fired hun
dreds of psychiatrists, the policy

. holders were instnJded to describe 
their symptoms over the phone to 
an agent beFore they could be 
assianed a new doctor.20 Another 
HMO inronns patients of abnormal 
mammogram results by the some- . against their medical needs, Somr 
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. confidentiality 01 medical· 
information has rea.c:hed ~e 
e~rs of federal legislators. 
q,ngmss Is currently coIl5id: 
ering legislation mandating 
improved health· record 
security and limiting dissemi
nation of personal health 
information. Managed care 
companies can help allay 
patient fears by developing 
standards lor the handling, 
storage and destruction of 

paper medIcal records; by adopt
ing state 01 the art computer secu
rlty ~ems; and by asking mem
bers to participate in developing 
confidentiali~y standards for the . 
plan, In additlon, the use of patient. 
names. or other identifying data 
should· be limited to documents 
and reports for whIch they ar~ 
absolutely necessary. .0 cpDfUct of inrerest 
Patienti~ in the medical system 
also d~pends LJpon perceptions of 
bow hflalth needs and financial 
interes~ are prioritized. Traditional 
rnedfc~l ethical norms require 
physicians to plac;e their patients'· 
well-being ahead of their own per
sonal interests, especiallY linanciaJ 
interest$. Under fee for service, 
pattents' perceptions were that 
their medical needs coincided with 
the financial Interests of providers. 
With the advent of managed care, 
however, patients perceive that the 
financial interests of providers an~ 
insurers are frequently alisne~ 

http:doctor.20
http:patients.la
http:employees.21
http:ac;ce.ss
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of this shilt is a result of the tact 
that the ftnancial risk, traditionally 
borne a.!most exclusively by insur
ance companies, is now shared 

. with physicians. 
In 1995, the Physician Payment 

Review Commission reported that 
60 percent of plans share risk with 
physician.g and that this pecen. 
is rising.nOne quarter of plans 
have greater than 20 percent o~ 
physicians' incomes tied to finan
cial incentives." By hinging too 
large a proportion of physician 
income on risk-snarfng mecha
nisms thlJt provide incentives to 
reduce utilization, plans jeopardlze 
physicians' responsibility to put 
clinicEd decisioll3 ahead of their 
financial interests. In 1998, the Cen
ter for StudyinS Health System 

ange documented that 25 per
t of nlanaged care doctors felt 

hat they could not make clinical 
ecisions in the be&t interest of 

it patients without compromis~ 
Ing their income,x . 

Part 01 patients' concerns is that 

they cannot judge the amount of 
financial incentive that their physi
cian must balance against tne 
patient's well-being. A growing 
number of managed care campa
nies are making the financial <:on
.tracts between the plan and the 
physician public in an etlort to 
allay these concerns. It Is unclear, . 
however, whether disclosure will 
redl:lce or exacerbate the leveJ of 
distrust. Finally, voluntary Iimita
tions on the magnitude of com
pensalion-based incentives may 
help persuade paUents to trust in 
their physicians' motivatiQn$..zs, 
, 
Ilrhat needs to be done 
Unfortunately, in the current med

. ieal system, each of the six com· 
ponents of trust is precarious. 
Managed care orsanintions are 
working to reinforce the multifac
eted aspects 01 patient trust in the 
physician. the plan and the. system 
as a whole. But more needs to be 
done. Plans must enoqe patients 
and membelS in creating polIcies 

11lJ'oG1ctMn 0, NIMIk Di. ~ to. EtIacII at 
m:lnaged carll on pllweiCien-.,alient 
~_IV of CIl1I. and tha I!tHca1 
PI'IICtic:e at m~.~ d Inr.tNI 
Mld:ina.111911;158:1B21-1l53Z. 

11.Calh KS. ~ Co SanctnIan OR. '1'hII 
Common-wealth F"md SUMIY of 
Phyalclan,' EllDerillllCtI WlItI Mlnaglld 
CiIre. lIIew Yotk. NY; '1110 Cc:lrmIc:Inwe.I 
Fund: 1997.. . 

12X!1o A. ~ ce. ~ AM III III. The 
teIIIionailip bllWIen mlihad ct ~ 

.PO'IMCI'It IlIId pallllnt trult. J.AIM. 
19911;a1O:1108.1714. 

13.ca1ns 1<9, Sc:hoen C, S8I1dnI8n OR. The 
CCX!V'!ICII\WalIh fi.rd 8IMV cf~' 
Experlencea WI." MenllOGd CDI'C. Now 
Yale, NV: n,., CornrncnweIiIh FWd; 1B117. 

14.oono\l:&/l J. Ilakl OR. POIiMI /lOti
COInDllllnce; deviance or raasonad 
gocl&ion-making? SIIGIIII Sc;tetlce end 
Nerifr.itts. 11192;34:!107·6'13. 

ISSllja e, J<dc CIJ. wn da-~ oJ. COrnIIefaI 
of 111141rd. ~C9 in ~ thilrtlw, 
Ph1IJIr;d~. lfl93;73(111;m-78a. 

1G.\.evIllllon W. MLIIlooIy JP. Cun VF at aI. 
PllylliCiIlll.pa!illnt communICation: The 
l'I!IationstIiD dI m~ ctQm:2 IIInCI'Ig 
prim.,., ~ phySiCiMS 4/ld ,UTgllOna• 
..lAMA. 11197;277:663·_ 

that support patient trust. such as: 
developing mechanisms to monj. 
lor physician Quality. improving 
systems that protect patient conti
dentialJty, Umiting the magnitude 
of compensation-based incentives. 
increasing time for commul'lica. 
tlon. reducing disruption of net
works and llmitlng certification. 
requirements that undermine 
physician authority. 

In its best inc.amation, managed 
. care promises to foster much 

needed imprcvement,s in the qual:
ity and efficiency of the health 
care system. It is clear. though, 
that managed care organizations 

. wUl reach these self-stated goals 
'only if they ensure that theprecon
ditions·of patient trust are maln
!ained. Managed care organizations 
must bp cautious when their poll
cies-\ntended to improve effi
ciencyt-confiict with patients' 
ability ~ trust that both their physi
cians apd the health system itself 
are rurentallY committed (0 

providiIg quality I\ealth care. . 

. , 
~ ~ state Of Health Care in America 1999 
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MEMOltANDUM FOR SECRETARY RUBIN 	 (Go t ~I ~ fZ
I 

FROM: 	 EDWARD S. KNIGHT ~# . ~s.--J~~~ ..t;::. .. ..".....J . 
SUBJECT: Social Security ~ J ",,.,,,t'.....-r r 
. . 	 . . ... L.~· ~ ~ ..."9 

h 

'-" tA.-/. " 	 "" ~- ,~ r 
I undersltand that you spoke with Senator Specter about, among other things, the nature of the 1'*"1-

federal g~vernm~nt's obligati~n to pay Social Security be~efits. I would like to take this ,...') vt:. ~ 
opportw"uty to reInforce our views on the matter. L...... ft.c.-

} ... ~ ....The Social Security Act commits the federal government to pay Social Security benefits to 
"-1:; J1.c.~individuals who meet the eligibility criteria specified in the Act. In our view, the federal 


governrrlent's commitment to paySocial Security benefits is an obligation of the United States" 
 '1#\ l-r." " 
that is backed by the full faith and credit of the United States. "U.l't .....,A 

I 	

....- - " 

That said, the Social Security Act also provides that such benefits shall only be paid from the f~, 
Social Security trust funds. Taken together, the direction to pay Social Security benefits and the 
designation of the source of funds to be used (the trust funds) constitute a standing appropriation 
to pay Social Security benefits, but only from the trust funds. As you know, these trust funds 
hold the surplus of Social Security payroll tax collections over Social Security benefit payments, 
and this surplus is invested by Treasury in Treasury securities issued exclusively to the trust 
funds ("Treasury specials"). 

If a month comes when there are not enough of either Social Security payroll tax collections on 
hand or Treasury specials in the trust funds available to be, redeemed to make the Social Security 
benefit l>ayments tha e required to be made in that particular month, then the federal " 
government woul Ciefaul "n its full faith and credit obligation to make those benefit payments, 
unless Congress appr . es additional funds for making the benefit payments. 

cc: 	 Deputy Secretary Summers 

ChiefofStaff Froman 

Assistant Secretary Robinson 

Assistant Secretary Wilcox 
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The Secretary of the Treasury 


April 13, 1999 


NOTE FOR ED KNIGHT . 

FROM: BOB RUBIN 

This doesn't sound right to me, as to default. .Let's discuss. In 
any case, our argument is the same as to the real value of 
additional specials. 

Attachment 

Copy to: Mike Froman 
Ir· CoN.
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BoblLar.ry: 

I) After some thought, I still think that it will be argued that we are double counting ifwe 
tty to justify additional transfers to Social Security (beyond those in current law) on the basis of 
interest savings from the debt reduction achieved by current law. . 

Every dollar ofoff-budget surplus today results in a one-dollar special being issued to the 
Social Security Trust Fund today. This special then accumulates interest -- and thus more specials 
-- withi.ri the Trust Funds. Together. by 2020 (for example). the value ofthe special plus the 
specials from the accumulated interest equals some number: let's call it "x." 

, 

Now suppose this dollar ofoff-budget surplus is u~d for debt reduction This dollar of 
debt reduction will result in interest savings in each year before 2014 as well as in each year after 
2014.:The interest savings in the years before 2014 is not spent because the on-budget baseline 
already acts as if that interest is unavailable for other spending (when determining whether there 
is an on-budget surplus or deficit in any year). If, in addition, we do not spend any ofthe interest 
between 2015 and 2019, then by 2020 we will have achieved debt reduction equal to "x,." the 
same number as above. Ifwe now spend ''x'; in 2020, we wiJl have the same amount ofdebt as if 

.we spent the original dollar today and accumulated no specials (or interest) in the Trust Fund. 
This is tine sense in which debt reduction of one dollar is equivalent to putting one dollar of 
specials in the Trust Fund today. 

If instea~l, we use the interest savings in 2017 (for example) to' add more dollars of specials 
into the Trust Funds, some will accuse us of double-counting. 

2) , At; Bob and I discussed, it is not necessary to use the interest savings after 2014-- or 
before 2014 -- as a justification for transferring additional dollars to the Social Security Trust 

. Funds. All we have to do is count the transfer -- and the interest that it earns thereafter -- as 
expenditures from the on-budget side ofthe budget, and keep the on-budget side from going into 
deficit in any year. This is clean, easy to explain, and involves no double-counting. Note also that 
any transfer --.including any transfer of interest from the on-budget to the off-budget side -- is 
backed up by an equal amount ofdebt reduction. This makes a good argument for justifYing the 
transfer. . . 

3) We should try to make room to do at least a small amount transfers (beyond those 
required by current law) before 2014 as well as a lot after 2015. By doing some transfers before 
2014, we (:an avoid the appearance that all ofour additional transfers (beyond current law) are 
backJoaded. This means juggling our demands of the on-budget side before 2014 in order to 
make sure the on-budget side is not oversubscribed. 

While it is not necessary to have a justification for transferring some on-budget surpluses to the 

off-budget side, there is a justification available if one wants to use it: 


http:withi.ri
http:BoblLar.ry


Some portion ofthe Social Security Trust Funds oUght to be entitled to a higher rate ofreturn 
than it gets from the specials.. IfSocial seCurity were a private pension, it would invest some of 
its assets in equities which have a higher rate ofreturn than'specials. However, this option may be 
precluded to pol,icy makers because ofgovernance issues. This is not fair to the Social Security 
Trust Funds. To restore fairness, some ofthe assets in the Trust Fund should be given a higher 
rate ofreturn than under current law, but without actually investing them in private equities. The 
assets would be credited with a rate of return that represented the opportunity cost of not 
spending them today. As long as the extra returns are taken out ofthe on-budget side ofthe 
budget, and the on-budget side is kept in balance, then the extra returns are being matched dollar 
for dollar by the debt reduction. Ifwe allow some ofthe on-budget surpluses before 2014 to 
match the transfers ofthe extra returns, then we have succeeded in finding a rationale.for 
additional transfers from the on-budget side ofthe budget to the off-budget side before 2014. 

p, 



· c)4126/99 liON D1:DD FAX 2026221829 US TREASURY DEPARTMENT IaJOD1 

********************* 
*** TX REPORT *** 
********************* 

TRANSMISSION OK 

TX/RX NO 0104 
CONNECTION TEL 98228844 
SUBADDRESS 
CONNECTION ID SEC OF TREASURY 
ST. TIME 04/26 00:59 
USAGE T 01'14 
PGS. 3 
RESULT OK 


