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A STRONG SHOWING OF SUPPORT FOR
PRESIDENT CLINTON’S SOCIAL SECURITY PLAN

The President’s plan continues our hard-won fiscal discipline. While helping to keep Social
Security solvent until 2055, the President’s proposal would reduce the debt held by the public by
more than two-thirds, cutting the debt-to-GDP ratio from about 44 percent today to 7.1 percent
in 2014 -- its lowest level since 1917. Experts agree that less debt will lead to higher national
savings, lower interest rates, higher private-sector investment, and thus, a stronger econony
more able to meet future obligations.

Wall Street Journal 1/29/99 -- Greenspan Backs Clinton’s Plan For the Surplus: Diverting
General Revenues Toward Social Security Will Cut Debt

L “Reserve Chairman Alan Greenspan defended President Clinton’s plan to divert general
revenues into Social Security suggesting that it may be the only politically possible way
to use growing budget surpluses to pay down the national debt.”

Testimony of Chairman Alan Greenspan 1/28/99

° “In this light, increasing our national saving is critical. The President's approach to social
security reform supports a large unified budget surplus. This is a major step in the right
direction in that it would ensure that the current rise in government's positive contribution
to national saving is sustained. The large surpluses projected over the next 15 years, if
they actually materialize, can significantly reduce the fiscal pressures created by our
changing demographics.”

The New York Times 1/30/99 — In the Red. No Black: Debate Over Social Security Proposal
Misfires in Focus on Double Counting

° “, ... The real difference between the President’s plan and that of his critics is not double
counting. Some people want to use the surplus to cut taxes. Many Republicans want to
use it to create individual retirement accounts . . . . The President wants instead to drive
down the Federal debt, now about 4 trillion dollars”

° “Mr. Clinton’s choices are not the only responsible ones. They may not even be the best.
But they raise no issue of budget deceit.”



The New York Times 1/28/99 — Social Security: The Basics, With a Tally Sheet 1/28/99

“For years, the surplus in the trust fund has been used to meet part of the operating
expenses of the Government and to offset part of the overall budget deficit. But this is no
longer necessary because, for the next 15 years, the Government is expected to run a total
budget surplus of $4.4. trillion”

“Paying off $2 trillion in public debt over the next 15 years should strengthen the
economy by lowering interest rates and opening the way for more productive private
investments. A stronger economy would increase the number of people working and the
size of their paychecks and make it less painful for workers to pay the taxes needed to
support Social Security.”

The Washington Post 2/2/99 — Saving Budget

“The main proposal in the budget the president sent to Congress yesterday has to do with
the unusual prospect of saving money rather than spending it. Mr. Clinton would use the
bulk of the projected budget surplus to pay down the debt against the day, not that far off,
when the baby boomers will retire and both Social Security and Medicare will lack the
funds to cover costs. It’s not a glamorous policy, but it’s right, and Congress ought to
acquiesce init."”

Henry Aaron, Brookings Institution 1/27

“The purpose of this note is to explain how the president’s proposal would work from an
accounting perspective. The message is simple: the double-counting issue is bogus. The
president’s address outlined a bold plan that stands in striking contrast to alternative
proposals that would use the projected budget surpluses to justify large tax cuts or
spending increases. Faced with a once in-a-generation choice about how to spend large
and unanticipated surpluses, the nation should confront the big issue “save the surplus or
spend it” and not get mired in accounting pettifoggery.”

“Confronted with truly enormous projected surpluses, unprecedented since the
indexation of the personal income tax, should the nation cut taxes or boost spending, two
ways or increasing current consumption? Or should the nation save these surpluses to
help reduce the deficits of the two largest and most popular programs of the federal
government, Social Security and Medicare? The choice is a big issue that should be
settled by the electorate in a mature democracy. Legitimate disagreements are possible
on the future role of social insurance and on the important of boosting national savings
and economic growth relative to supporting current consumption, private and public. But
the nation should confront these issues, not spend its time on a petty and misplaced
concern about double-counting.”



CHAIRMAN GREENSPAN SHOWS SUPPORT FOR
PRESIDENT CLINTON’S SOCIAL SECURITY PLAN

While Alan Greenspan did not endorse one aspect of President Clinton s Social Security Plan, he
expressed support for most of the President’s overall framework for reforming Social Security.
The following are excerpts from major papers on Greenspan and his support for the President's
overall plan: '

Wall Street Journal 1/21/99

® - “Federal Reserve Chairman Alan Greenspan disappointed Republicans and pleased
Democrats by praising Mr. Clinton’s proposal ‘to effectively keep a very large part of
the unified budget surplus in place by putting most of the money in Social Security and
Medicare Trust Fund. . . . My first preference is to allow the surpluses to run for awhile
and unwind a good deal of the debt that we have accumulated over the years.”™"

® “For once, the Fed Chairman was explicit. He endorsed President Clinton’s
proposal to let federal budget surpluses accumulate by locking up most of the money in
the Social Security and Medicare trust funds.”

® “To his fellow Republicans® disappointment, Mr. Greenspan described tax cuts as a
second choice to the Clinton plan. He said Congress should use the surplus -- which
President Clinton projects to total $4.5 trillion in the next 15 years -- for tax cuts only if
Congress doesn’t have the discipline to allow the surpluses to continue.”

New York Times 1/21/99

° “In testimony before the House Ways and Means Committee today, Mr. Greenspan,
whose views on the economic matters carry considérable weight in Congress and on Wall

Street, said he supported the President’s notion of putting almost two-thirds of the

Federal Budget surpluses over the next 15 years into Social Security.”

USA Today 1/21/99

° “Federal Reserve Chairman Alan Greenspan supported President Clinton’s broad
strategy Wednesday of using budget surpluses to save Social Security . ... Greenspan

said he backed the overall strategy because it would effectively mean that the
government was using its surpluses to pay down some of its $5.6 trillion on outstanding
debt. That would be good for the economy because it would help lower interest rates
and free up money for companies.”

Washington Post 1/21/99

® “Greenspan offered enthusiastic praise for Clinton’s idea of devoting much of the
projected federal budget surpluses to Social Security .. .."”




In the Red. No, Black.

Debate Over Social Security Proposal
Misfires in Focus on Double Counting

By MICHAEL M. WEINSTEIN

Republicans leaders are accusing
President Clinton of budget gim-
mickry, s2ying his plan o shore up
reserves in the Social Security trust
fund is an accountng tnck

. Senator Pete V. Dome-
nici of New Mexico,

News chairman of the Senate

" Analysis . gudqget Committee, says

the President's plan

“gppears to double count the Social

Security surpluses,” somehow ex-

tending the life of the trust tund
“without doing anything”

Senator Judd Gregg of New Hamp-

" ghire accuses the President of rely-

ing on an “accounting tnck.”

Critics are right that Mr. Clintan’s
plan double counts surpluses in the
Social Security program. But these
surpluses have been double counted
in the budget for years, so the Presi-
dent's device Is no new trick

Political posturing aside, the real
difference between the President's
plan and that of his cntcs Is not
double counting. Some critics want to
use the surplus to cut.tazes. Many
Republicans want to use It to create
individual redrement accounts,
which would serve the purpose of
ralsing pational savings if individ-
uals did not of{set the new accounts
by reducing thelr other {orms of pr+
vate savings. Raising the national
savings is wadely embraced by econ-
omists. Liberal Democrars want W
use the surplus to create universal
health insurance or for educadon
and other discretionary programs.

The President wasts instead to
drive down the Federal debl, now
about $4 trillion. These are honor-
able differences in the positens. But,
economists point out, most of these
proposals double count the surplus in
the Soclal Security program.

" The Admlnistration expects Soclal

Security payroll taxes over the next
15 years to exceed outlays by about
$27 trillion, a surplus that inittally
goes into the program’s trust fund.
Mr. Clinton proposes to add §2.8 tril-
lion to the fund. for & total of $55
trillion. extending its life by almost
20 years, to 2049. :

But most of the $2.8 trillion is the
same money that comprises the $2.7
trillion already in the fund Mr. Clin-
ton, his critics say, proposes adding
the first $2.7 trillion twice. To see
through the dispute, trace the path of

' a surplus dollar, = dollar of Social

Security payroll taxes that is pot
currently needed to pay reurees.
Speaking loosely, the dollar passes
from a taxpayer to the Social Securi-
ty trust fund and then on to the
Treasury. Treasury Secretary Rob-
ert E. Rubin makes the trust fund
whole by sending it a §1 bond. He
then spends the dollar on public hous-
ing, tanks or any other public pur-
pose. Note the double use of the dol-
lar. It is credited first to the wust
fund and then to another program.
Under the President's plan, the
path is initially the same Surplus
dollars would flow Into the trust fund
and back out to Mr. Rubin. Mr. Rubin
continues to send the fund a $1 bond.
But, under Mr. Clinton’s proposal,
Mr. Rubin would no longer use the

surplus dollar to buy tanks or hous-
ing. Instead, he would buy back one
dollar of Federal debt from the pub-
lic in the form of a bond Then he
would deposit the repurchased bond
into the Social Secunty trust fund.

The Republicans look at tus pro-
cess and cry double counung: Mr,
Clinton has deposited two dollars
worth of bonds into the fund from a
single dollar of excess payroll taxes.
In describing the process, they are
corTect

But Administration officials polnt
out that nearly any use of excess
Soctal Security taxes would involve
double counting. Indeed, several Re-
publican proposals to reform Social
Securtty would use the surplus w
create private retirement accounts,
another version of double counting

So, If the President Is guilty of
accounting tricks, why aren't his
erites?

*All they would change is the use
to which the surplus would be puy,”
says the President’s chief economic
adviser, Gene Sperling

Behind the Administration's think-

ing is the assumption that, without

the President's program, Congress
would spend the surpluses on other
Federal programs or, if the Republi-
cans get their way, on a Jarge tax cut
Mr, Sperling estimates that buying
back Federal debt would instead re-
duce Federal debt as a percentage of
economic output from about {5 per-
cent today to about 7 percent by 2014,

“Jt Is hard w0 believe,” he says,
“that a plan that virtually pays off
the pation’s publicly held debt in 15
years could be criticized as an obtuse
Government accounting trick.”

The immediate purpase of buying
back debt from the public, the Ad-
ministratdon contends, is o pump
trillions of dollars into the bank ac-
counts of ind!vidual investors. These
investors would then be able to lend
the money to businesses for tovest-
men! In pew plants and equipment.
The process would increase the na-
tion's savings rate, channeling less
maoey into consumption and more
into nvestment. .

.Mr. Sperling repeats the econo-
mists’ mantra that the only real way
to prepare for the retirement of the
baby boomers is 10 save and fnvest,
thereby bullding up the capacity of
the economy to produce food, cloth-
ing and shelter.

Mr. Clinton could have slipped the
charge of double counting If he had
proposed doing nothing with the ex-

surpluses other than to buy
back debt. That would be the prefer-
ence of many other economists.

But the Administration believes
that Congress would never sit back
and let trillions of dollars slip by
without siphoning them away for
public programs or tax cuts. So Mr,
Clinton devised & backup plan, chan-
neling most of the surplus to Soclal
Security. That would commit those
dollars to support the elderly some-
time in the future. And it would block
their use for tax cuts or programs,

Mr. Clinton’s choices are not the
only responsible ones. They may not
even be the best. But they ralse no
jssue of budget deceit

THE NEW YORK TIMES
SATURDAY, [ANUARY 30, 1999



Robert E. Rubin
And Jdcob Lew

Our Debt
Tothe =
Future 3

Eﬁgéé
g‘ ¥ 5
I
2

. Tody, we exiy s very higs ate of
mmmbym i decades myd rea)

surplus and a chance to build 2 Wtrong
foundation 10 protect future ger
tions.
tcmm[mymfértha
Phnwwmdcmthanﬂuﬂm
to retire debt that the US. fovern-
m!mhpubhc-—eplanwun
that debt by more than two e
mmmemdﬁsaldm
that has today’s prosper-
ity. It will boost national savings and
" generate new private econamic activi-
ty. And this plan will it a huge burden
off m children 'nd
generation retires. Publicly

: heldddnwandfanmbaﬂm‘

of GDP in 2014, its lowest level xince

'Ihepmd:nt’:ﬂmmmm'
large amount of debt is also the best
pro-growth strategy for our Frivate
When the government adds to

saving rather than drawing fram 2,
mmmmg;m%m
mwmmm‘“‘m
rates. In addition, the president’s plin
would boost national savings by, pearty

Robert E. Rubin is secretaryrof
the Treasury. Jacob Lew is,

. director of the Office of

e,

The {Uasl)ingtun Post

Tue

RSDAY, FEBRUARY 4.1999



The Mashington Vet

Turspav. FEDRUARY 2.1999

- Saving Budget

HE MAIN proposal in the budget the

president sent to Congress vestcrday

has to do with the unusual prospect of
saving money rather than spending it. Mr.
Clinton would use the bulk of the projected
budget surplus to pay down the debt against
the day, not that far off, when the baby
boomers will retire and both Social Security
and Medicare will lack the funds to cover
costs. It's not a glamorous policy, but it’s right,
and Congress ought to acquiesce in it,

He does make room, elsewhere in the budget.
for a series of initiatives, some of them spending
increases, others selective tax cuts, in such
fields as child care, health care and defense. The
list is familiar. The White House left hardly a
line of the budget unleaked this year. Many of
them are gaod ideas, but most are smaller than
they were made to sound; in the budget debate,
both sides have fallen into the habit of using

_ five-vear rather than annual cost estimates. The
proposals also are paid for in part by tapping the
surplus but mainly through offsetting tax in-
creases, the largest of which would be an
additional 55 cents a pack on cigarettes. The
administration says the higher price would help
deter young people from smoking.

One effect of the initiatives would be to ease,
without quite saying so, the appropriations caps
to which the president and Congress agreed
when they thought they might have to struggle

to balance the budget in 1997. The caps, which
apply to defense as well as to civilian spending
for other than benefit programs such as Social
Security, food stamps, etc., have always been
artificially and unrealistically tight. They ought
to be eased, and to the extent that the easing is
financed, so much the better.

Nor will appropriations soar even if the caps
are relaxed as the president has proposed.
Republicans were quick yesterday to accuse
him of reverting to tax-and-spend, but the
percentage increases would remain small. Nor
need they happen. The president made many
similar proposals last year, most of which the
Republicans killed: they could again. Their
preference, after reserving the monev the
president proposes for Social Security, is to
give an across-the-board tax cut.

But that seems to us the wrong thing to do.
The surplus ought not be allowed to induce
euphoria. The government’s long-run obliga-
tions continue to be much greater than the
foreseeable revenues. The mostly conservative
fiscal position that the president has staked
out is correct, He would seem to us to have the
political advantage as well, in that if nothing is
done—if neither his program nor the Republi-
cans’ is adopted—even more of the surplus
will be used to pay down the debt. He mostly
wins if he simply wiclds the veto. Maybe they
should all go home.



The New Surplus Era

Of all the initiatives in President Clinton's
proposed budget this week, the most politically
significant may turn out to be a simple forecast. The
United States, the Administration says, is on the
threshold of an era of budget surpluses, nearly $4.5
trillion in the next 15 years. Far from calling for a
major redirection of government, Mr. Clinton wants
to set aside a mere 11 percent of the surpluses for
new spending. Three-quarters would be used to
shore up Medicare and Social Security. Embattied
by impeachment but enjoying the highest approval
ratings of his Presidency, Mr. Clinton has sketched
a vision striking for its essential conservatism.

The approach is also sensible and farsighted.
Social Security and Medicare face future deficits
unless significant changes are made. Instead of
proposing bold new programs to serve as his legacy,
Mr. Clinton is calling for a major investment in the
two programs that are the greatest legacies of the
New Deal and the Great Society. Republicans have
seized on the dozens of smaller spending and tax-
break initiatives to paint Mr. Clinton as an old-style
apostle of big government. But under the Presi-
dent's budget plan, overall spending is projected to
shrink to 19.4 percent of the nation’s economy, the
smallest proportion in 25 years. The dreaded label
of liberal does not fit.

The budget has clearly thrown Republicans
onto the defensive. Every poll shows that Ameri-
cans would rather preserve Social Security and
Medicare than enjoy a big new tax cut, as Republi-

can leaders want. It is also questionable how much
political support there will be for a tax cut that
disproportionately benefits the wealthiest Ameri-
cans. On the other hand, Republicans are right to
note that both Social Security and Medicare will
need additional fixes beyond the proposed infusion
of surplus money. '

The extra attraction of Mr. Clinton's approach
is that most of the surpluses would actually go to
paying down the publicly held Federal debt, a step
widely supported by many Americans and endorsed
last month by Alan Greenspan. As the Federal
Reserve chairman also warned, the surpluses are
only a projection. They may diminish if the econ-
omy turns sour or plans for spending cuts do not
materialize. '

Policy makers in Washington are finding it
hard to cope with the new political reality of sur-
pluses. Only two years ago, every new proposal for
spending increases or tax cuts was challenged as a
threat to fiscal balance. Now the familiar budget
debates can take place in a context of at least some
extra money becoming available. The surpluses
make it possible, at least theoretically, for Congress
and the President to agree eventually to some kind
of combination of tax cuts, money for Social Securi-
ty and Medicare, spending increases and paying
down of the debt. These issues are taking on greater
immediacy as the Senate seems to be moving

toward winding up the impeachment trial by the

end of next week.

Choosing Candidates in Mexico

Mexico's passage to democracy remains un-
certain and incomplete. Opposition parties now hold
a majority in Congress as well as the country's
second-most-powerful electoral post, the mayoralty
of Mexico City. But Mexico's presidency, where
political power is overwhelmingly concentrated,
has been controlled without interruption by the
Institutional Revolutionary Party, or PRI, for the
past seven decades. That monopoly could well end
in next year's elections. What should definitely end
is the traditional system of letting the incumbent
President from the PRI choose the party’s nominee
to succeed him. There is still time to act before the
general election campaign begins.

Eight months ago, President Ernest Zedillo
proposed an American-style primary. But he has
done little to bring one about. Party officials indicat-
ed that a national party convention would be held
last year to set nominating rules. But no nominating
rules have yet been set. Mexico's two opposition

parties, either of which has a realistic chance of
winning the presidential vote, plan to choose their
candidates in nominating conventions this fall.

The main contenders for the PRI nomination
are Francisco Labastida, now Interior Minister and
a close political ally of Mr. Zedillo, and two state
governors, Manuel Bartlett and Roberto Madrazo.
Both governors are from the party’s old guard and
have resisted democratic change in the past. Still,
they and others should have the right to a fair and
democratic contest for the nomination.

The victorious generals of the Mexican Revolu-
tion organized the PRI in the 1920’s to keep control
over presidential succession. Through hand-picked
nominations, unfair campaign rules and occasional
electoral {raud, they and their PRI successors
proved all too effective. Recent reforms have made
for fairer campaigns and -cleaner balloting. The
next step should be to introduce fair competition
into the PRI's nomination process as well. -

Ehe New JJork Cimes
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The Shadow Cost

HE INTEREST on the national debt last

fiscal year was $243 billion; it made up a

seventh of the budget. The president’s
budget projects that, five years from now, that
figure will be down to $173 billion if the
surplus is used to pay down debt in the ratio he
has proposed. There would be further reduc-
tions thereafter.

The huge interest savings that will result if
the debt is reduced are the sleeper in the
current budget outlook. They are a principal
reason the surplus is projected to last as long
as it .is; without them, it would much more
quickly disappear. By the same token, they
represent a hidden additional cost if, instead of
being used to retire debt, the surplus is “spent”
either literally or on a tax cut. The cost of a tax
cut, by this measure, is not just the revenue the
government would give up but the higher-
than-anticipated interest it would have to pay
on larger-than-anticipated debt. Increased
spending comes with a similar shadow cost.

The president incurred such a cost even in
his own budget. He proposed using only about
three-fourths of the surplus to pay down debt
as a way of reserving it to meet future Social
Security and Medicare costs. The remaining
fourth he would use in part for a tax cut to
create the “universal savings accounts” with
which he would supplement Social Security
and in part for increased defense and domestic

spending. Because not all would be used to
reduce the debt, interest costs in just the next
five fiscal years would be $24 billion higher
than otherwise. The cost through the year
2014 would be $387 billion. _

It was in the Reagan years that the deficit
soared to the heights from which the govern-
ment is only now recovering. The debt quadru-
pled; interest costs doubled as a share of the
budget, from about 7 percent to 15 percent. A
sizable share of the present budget is thus the
deferred cost of past indiscipline. The surplus
provides an opportunity to reduce that. The
effect would be to strengthen the ability of the
government to meet its future obligations;
among other things, having lowered the debt,
it could much more easily borrow again if it
had to. In the meantime, the increased savings
would in theory add to economic growth. ,

The president wouldn’t use all the surplus
for this purpose. Nor perhaps should he; the
country has other needs. But on balance, in
our judgment, his budget pushes in the right
direction. He finessed the cuts that must still
be made in long-term Social Security and
Medicare costs. But the broad alternative,
which is to “consume” in the form of a tax cut’
what ought to be saved for these and other
public purposes, including a sufficient defense,
is wrong.

The ashington post
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Charles Krauthammer

Clinton’s One Big ldea

In the State of the Union address
two years ago President Clinton
declared “the era of big government

.is over.” This year's State of the
Union adds: It depends how you
define the word “big.”

Never again will Clinton—nor
any successor—attempt a big new
government program like his failed
and unlamented HillaryCare health
plan. But this State of the Union
address, which contained a numb-
ing list of goodies for every voting
bloc and interest group, ushered in
the new Democratic ideal: little-big
government. . Government that
seeks not to remake the nation in
one bold stroke but to control it
with a thousand Lilliputian pro-

grams.

Emblematic of little-big govern-
ment is Clinton’s passion for fixing
leaky school roofs. We've come a
long way from -the grandeur of
Social Security and the Manhattan
Project.

The point of these programs is
twofold: (2) to show that the liberal
vision of active government is alive
and.well, even if it is not “big
government”; and (b) to tie with
these thousand Gulliver strings just
about every American in blissful
submission to the al-beneficent
(welfare) state. (There is, of course,
a third, more transient reason: to
show that the Clinton presidency is
still alive and kicking and going
“back to work for the American

" people.” What's impeachment when
the school roof is leaking?)

We've come a long way, too, from
the Founders’ vision of a govern-
ment whose purpose is to secure
rights and ensure liberty. The pur-
pose of 20th-century government is
:::_lf secure comfort and security it-

That is Clinton’s forte. He excels
at doling it out. And yet, among his
myriad minimalist ideas, there was
one big idea—saving Social Securi-
ty. And Clinton got it largely right.

No, not investing part of the trust
fund in the stock market: That idea
is guaranteed to corrupt and politi-
cize one of America's greatest as-
sets, its free market in capital. The

good idea is dedicating 62 percent
of the coming surplus—an estimat-
ed $2.7 trillion over the next 15
years—to “saving Social Security.”

To be sure, Clinton presented the
idea rather disingenuously. He
gives the impression that under his
plan, your and my Social Security
taxes are being set apart and dedi-
cated for future use. They are not.
They are not going into a giant
strongbox located deep in Chey-
enne Mountain—safe from nuclear
attack and spendthrift lawmakers—
to which government functionaries
will be sent in 2014 to withdraw our
money and give it back to us aged
boomers. '

There is no strongbox. Indeed,
the Social Security trust fund is
nothing but a polite fiction, a bunch
of government I0Us saying the US.
government promises to pay future
retirees. That promise is only as
good as what the U.S. economy and
the Treasury’s balance sheet will be
when that promise comes due.

Yet Clinton’s plan will indeed
strengthen the US. economy and
the Treasury’s balance sheet when
that promise comes due. How? By
reducing the national debt, now
approaching $4 trillion.

Clinton’s $2.7 trillion for “saving

Social Security” will not sit in any
trust fund. It can't. By law, every
penny will immediately be “lent®

will then be used to pay off the
national debt.

According to this plan, the U.S.
national debt will be near $1 trillion,
down from almost $4 trillion, in
2014. Today the debt is 44 percent
of GDP. It will be reduced to well
below 10 percent of GDP.

That helps Social Security in two
ways. The amount the Treasury will
have to spend on interest on the
debt will be cut by about 75 percent.
That money can be dedicated to
Social Security for retirees. :

Moreover, the lower debt will
also allow the government to bor-
row easily and cheaply for that one
anomalous generation of retiring
boomers, when too few workers will
be supporting too many retirees.

Republicans will gripe that the
surplus is better used to cut taxes.
They should be grateful that a Dem-
ocratic president is proposing to
take $2.7 trillion of government
surplus out of the hands of a Con-
gress he has just seduced with his
little-big government talk, and dedi-
cating it to retiring the debt in
preparation for future needs. .

Cutting taxes, which would spur
economic growth and produce a
future economy larger and thus
more able to support retirees, might
be a better idea. But retiring the
debt is good enough Good enough
to merit bipartisan and grateful

back to the U.S. Treasury, where it
=
\
N

support from everyone.

The Washington Post
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The Editors: Sound Investment

By The Editors

For the most part, Bill Clinton's State of the Union address, delivered in the shadow of the
Senate impeachment trial, was yet another annual exercise in empty feel-good politics. In an
hour and 17 minutes, Clinton offered something for everybody, even a guest appearance by
Sammy Sosa for the baseball fans in the television audience. If last year's menu of policy
proposals--remember the giant cigarette tax increase that Congress argued about for months
and then didn't pass?--is any indication, none of the president's focus-group-tested ideas will
ever become law. We hope, though, that there will be one exception: the White House's
genuinely interesting proposal to shore up Social Security.

Although highly popular and extraordinarily successful at eliminating poverty among the
elderly, in 2012 or so Social Security will hit a turning point, thanks to the impending
retirement of the massive baby-boom generation. This flood of new retirees will cause Social
Security to spend more in benefits than it collects in taxes, eating up the surplus that has been
accumulating in the Social Security trust fund. Finally, around 2030, the trust fund's surplus
will no longer be able to pay its full obligations.

For years, politicians from both parties have ducked this problem because they assumed,
correctly, that solving it meant imposing pain on the public, in the form of higher payroll
taxes or lower benefits. But the current budget surplus has opened the door to a different,
more politically palatable solution: plowing the surplus back into the trust fund and investing
the money in the stock market so the trust fund will grow much faster than it does under
current law, which permits investment only in low-yield Treasury bills.

The big question is not whether to put the money into stocks, but how. Conservatives want
"privatization"--meaning the conversion of Social Security into a system of individually held
investment accounts, much like IRAs, which each person would then invest as he, or, more
likely, his broker, decided. The idea of letting every American manage his or her own Social
Security account has some intuitive appeal, but it is too risky. Individuals who happen to
invest poorly might end up losing out at retirement. More important, privatization would
imperil Social Security's ability to transfer money from well-off retirees to struggling ones
and to subsidize retirement for the injured and the destitute. In other words, under
privatization, Social Security would cease to be social insurance--which was the whole point
of the program in the first place.

President Clinton, heeding the advice of sober minds such as Henry Aaron and Robert
Reischauer of the Brookings Institution, has chosen an alternative course. Under the Clinton
plan, the government itself would invest a small portion of the trust fund in the market via
privately managed mutual funds. The massive size of the trust fund would mean individuals'
retirement benefits wouldn't suffer even during short-term market downturns. And, by
allocating the trust fund among a small number of investment vehicles, the government
would save society the fees that would have been charged by the investment advisers who
would have been churning everyone's privatized accounts under some schemes. What's more,
by using the budget surplus, which is partly the product of progressively collected income
taxes, to shore up Social Security, Clinton would partially answer one of the long-standing
and valid criticisms of the program--namely, that it relies too heavily on the payroll tax,
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which is regressive.

Republicans warn that government control over such a huge portion of the private stock
market would undermine the free enterprise system. As House Ways and Means Committee
Chairman Bill Archer puts it: "If you thought a government takeover of health care was bad,
just wait until the government becomes an owner of America's private-sector companies."
Don't be alarmed. State and federal pension funds now routinely invest in private stocks, and
we still have the freest capitalist system in the industrialized world. What's more, the Clinton
plan would limit government's stake in the market to a modest four percent of the nation's
private holdings.

Although Federal Reserve Chairman Alan Greenspan has joined the chorus of naysayers who
warn about likely political manipulation of the fund, he of all people should know that it's
quite possible to create a government board that has great power over the private economy
but is still insulated from political influence. Indeed, this is precisely what the administration
plans to create. That, plus new laws prohibiting the trust fund managers from exercising
shareholder voting power, should keep the economy safe.

A more credible objection is that, revolutionary as it would be, Clinton's plan is still too
timid. Clinton's advisers claim his plan would keep the system solvent for 55 years, which is
20 years less than the goal. Additional steps, such as raising the retirement age or reducing
the inflation adjustment of benefits, would have extended the trust fund's life even further,
but Clinton shied away from asking for even that modest level of sacrifice, at least for now.

Still, Clinton did promise to negotiate with Congress over how to extend the system's
solvency further. And guaranteeing Social Security for 50 years would be a significant
accomplishment in itself. As always, there's plenty of room for bipartisan compromise and
accommodation in the Clinton plan. (As a gesture to privatization advocates, Clinton even
offered to augment his plan with a separate set of government-subsidized IRAs for low- and
middle-income persons.) The Republicans should take the president up on it--just as soon as
they're done trying to impeach him.

(Copyright 1998, The New Republic)
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HEADLINE: On State Street; Carter praises the Clinton plan
SYLINE: By Beth Healy

30DY:

Marshall Carter skipped lunch with Bill Clinton and friends yesterday - he's
no Democratic groupie.

But State Street Corp.'s chief is all for the president's Social Security
repair proposal. It doesn't contain all the answers, Carter said, but it's a
start.

"Clinton has stolen the high ground from the Republican party," Carter told
the Herald. "The Republicans had 18 months to put a proposal out there, and they
édidn't do it."Instead of defending a plan to reform Social Security, the
rRepublicans find themselves merely knocking down ideas put forward by Democrats.
That's a losing game, Carter suggested.

He applauded three points of Clinton's plan:

Pouring 62 percent of the government surplus, or $ 2.76 trillion, into Social
Security over 15 years, to bolster the system.

Investing a $ 700 billion slice of the surplus in stocks, to boost returns in
the Social Security fund.

Giving individual workers new incentives to also invest for themselves in
tax-deferred accounts.

Carter deflected Federal Reserve Chairman Alan Greenspan's criticism of
Clinton's plan, saying Social Security funds could be invested in the stock
market ethically, without corruption.

How? For one thing, individual states have done reasonably well investing
pension funds, Carter said. He called instances of cronyism and favoritism "few
and far between." :

Second, Carter said, a watchdog group should be set up to monitor the
process. Such a group might include the likes of Carter, Fidelity Investments
chief Ned Johnson or Putnam Investments boss Larry Lasser, Carter suggested,
executives with large businesses and reputations at stake.

Carter dismissed the wave of outrage among Republicans who agree with the
Greenspan stance on corruption in any government-run investing program: "I
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don't have the same concerns others have."

A White House fellow during the Ford administration, Carter's interest in
vashington politics and Social Security is no secret.

He co-authored a book, "Promises To Keep," with State Street colleague Bill
Shipman, on the ailing government retirement safety net in 1996. Carter and his
top staffers have the ear of many politicians pursuing Social Security reform.
He predicts hearings and debates on the issue in Congress by spring. Call him an
optimist. But if he's right, he'll have earned the right to thumb his nose at
the naysayers. : '

Thomson Financial Services of Boston is teaming up with Netscape
Communications Corp. to put free, real-time stock quotes on Netscape's Netcenter
site. Thomson says other services offer quotes only with 20-minute delays.
Thomson will use Netscape's e-commerce software to put content from several of
its subsidiaries on-line, making First Call earnings reports, securities filings
and M&A data available to ordinary investors.

Thomson President David Flaschen calls the deal "significant," giving both
firms a leg-up in the on-line financial information war.

LOAD-DATE: February 03, 1999



Who's Fiscally Resporisible Now?

By Jonathan Chait

WASHINGTON

o sooner had President

Clinton unveiled his

plan to save Social Se-

curity than it was sav-

aged as big govern-
ment run amok.

Republicans are reacting so hys-
terically precisely because the plan
— a solid proposal surrounded by
poll-driven vacuities in his State of
the Union address — is not wild
liberalism. Rather, it is fiscal conser-
vatism — what Republicans used to
stand for before they invented sup-
ply-side economics -~ devoted to pro-
gressive ends.

The gist of Mr. Clinton's proposal,
remember, is not to spend the budget
surplus but to save it Three-quarters
of the budget surplus would go 1o the
Social Security and Medicare trust
funds, which would save some of the
money directly and use most of it to
reduce the national debt. With the
Government soaking up less private
savings, more would be available for
corporate investment. Most econo-
mists — and especially conservative
economists — consider this the best
way to boost economic productivity.

Indeed, Republicans do not dispute
the conservative merits of debt reduc-
ton. Instead, they throw up their
hands and moan that it is not realistic.

*Knowing the proclivities of de-
mocracy, and the Congress particu-
larly,” Representative Bill Archer,
chairman of the House Ways and
Means Committee, sighed last week,
**it's very unlikely that that will hap-
pen.” But the Republicans, not least
Mr. Archer, are the very ones who are
insuring it won't happen with their
insistence that the surplus go toward
tax cuts instead. It is reminiscent of
the protection racketeer who sadly
warns that the neighborhood is & dan-
gerous place when he’s the one who's
making it dangerous.

So Republicans aren't arguing
against debt reduction on economic
grounds. Instead, they sav the budget
surplus *belongs to the American
people.” But what does this mean?
Mr. Clinton, after all, isn’t planning on

Jonathan Chait is a fellow at the New
America Foundation.

giving the surplus to {oreigners or
setting it on fire; he wants to put it
toward an end that benefits the Amer-
ican economy as a whole.

The Republicans, by contrast, are
making a distributional argument.
They want the surplus to reduce in-
come taxes, most of which are paid by
the well off. Mr. Clinton's pian, then, is
concerned with enlarging the size of
the economic pie, while the Republi-
cans are more interested in how to
divide it up. .

According 1o conservatives, the
most dangerous part of the Clinton
proposal is investing a portion the
Social Security trust fund in stocks, so
that, in the long run, the higher re-
turns help keep the program solvent
As a scholar at the American Enter-

The G.O.P. should

love Clinton’s plan
for Social Security.

prise Institute, Kevin Hassett, put it,
*If the Government owned all the
equities, we wouldn't really be much
different than the old Soviet Union.”
Really? The absence of {ree elections,
the suppression of dissidents, the
state-run economy, the furry hats —
all that in one seemingly innocuous
accounting shift?

If the fearmongering is working,
it's because it seems to make sense at
{first blush. Having the Government
own shares of the private sector is
indeed dangerous. But listen to what
Mr. Clinton actually proposes to do.

He wants to take a small portion of
the budget surplus and turn it over to
the Social Security trust fund. The
trust fund would give the money to an
independent board, whose members
would be insulated from political in-
fluence the same way members of the
Federal Reserve are. They would hire
private-sector fund managers to in-
vest the money in'passive index funds
and forfeit all voting rights on those
shares. Could future Congresses
change the rules if they wanted to
attach strings to the money? Sure, but
they could do the same thing to the

Federal Reserve — a far more tempt-
ing target.

There may well be some flaws in
this proposal that haven't come to
light. But conservatives haven't even
tried to figure out what these might

_be, preferring instead to dismiss it out

of hand.

It's not hard to figure out why.
Conservatives have never warmed 10
Social Security, particularly the way
it redistributes wealth. Republicans
thought Social Security reform would
give them an opportunity to privatize
the system. Their most politically po-
tent argument was that a privatized
system would allow individuals to en-
joy the higher returns that the stock
market historically yields. But if vou
can get those higher returns without
privatizing, as Mr. Clinton suggests,
then privatization loses its appeal to
all but hard-core conservatives.

Congressional critics are making
much of the fact that Alan Greenspan,
the chairman of the Federal Reserve,
expressed his opposition to putting
the trust fund in stocks. But Mr,
Greenspan also said using the surplus
for debt reduction — the main ele-
ment of the Clinton plan — would be
preferable to tax cuts. In truth, there
is no reason to give special deference
to Mr. Greenspan's views on budgets
and taxes. He is responsible for mone-
tary policy, on which we quite prop-
erly hang on his every word, but on
other matters his thoughts should
count for no more than those of any
other conservative economist

The political genius of Mr. C.:nton’s
plan is that it marries good policy
with good politics. This used to be
what Republicans called responsible

budgeting. How sad that they now see
a

it as unacceptable.

Note to Readers

The Op-Ed page welcomes
unsolicited manuscripts. Be-
cause of the volume of submis-
sions, however, we regret that
we cannot acknowledge an arti-
cle or return it, If manuscripts
are accepted for publication,
authors will be notified within
two weeks. For further infor-
mation, call (212) 556-1831.
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(Greenspan Backs
Clinton’s Plan
Forthe Surplus

Diverting General Revenues

‘Toward Social Security

- Will Cut Debt, He Says

By JAcoB M. SCHLESINGER

The notion that Congress could raiy
enough support 1o pay down debt without
such a gimmick **may be totally unrealis-
tic,” Mr. Greenspan said, adding that Mr.
Clinton's approach may be a *“second-
best™ way to accomplish that goal.

The heart of the complex debate is what
Washington should—and can—do with
budget surpluses that the White House es-

. imates will to:al $4.4 trillion in the next 15
" years.

i Many economists, most notably Mr.
. Greenspan, fee] the money should be used
ito pay down debt, which they say will Jower
interest rates, raise national savings and
investment, and boost lorg-term growth.
rates. Mr, Greenspan called Mr. Clinton's
plan for the surplus *‘a major step in the

Staff Reporter of THE WALL STRLTT JOURNAL Iight direction.”

WASHINGTON-Federal
Chairman Alan Greenspan defended Pres-
ident Clinton's plan to divert general rev-
enues into Social Security, suggesting that
it may be the only politically possible way
to use growing budget surpluses to pay
down the national debt. .

Republicans have stepped up criticism
of the White House Social Sezurity plan in

Internet Exuberance?
Fed Chairman Greenspan told Congress
that Internet-stock mania is like buying
lottery tickets. Article on page CL

recent cays, fotusing on its reliance on a
massive trans{usion of new tax revenues to
extend the Social Security trust fund by 23
years 10 2055. Currently, Social Security is
funded by payroll taxes.

Ala Senate Budget Committee hearing,
Chairman Pete Domenici of New Mexico
blasted Mr. Clinton's plan as “an elaborate
game” of “accounting shifis” that will
*undercut efforts to achieve real reform.”
Mr. Domenici noted that in prior biparti-
san studies of the retirement program, one
of the few points of consensus was opposi-
tion to using general revenues.

But Mr. Domenici and other Republi-
cans were unsuccessful in repeated at-

_tempts to draw Mr. Greenspan into attack-
ing Mr. Clinton’s plan. Mr. Greenspan has
-in the past opposed using general revenues
to fund Social Security and indicated yes-
terday that he wasn't happy about the idea
now. But he implied that Mr. Clinton's
plen—which essentially marries future So-
cial Security commitments to current bud-
get surpluses—-may be the best political
means 10 an end that Mr. Greenspan
strongly supports: paying down the na-
tional debt of 3.6 trillion held by the public.

Reserve .

Republicans don't necessarily disagree.
But they contend it is unrealistic to expect
Washington to sit on surpluses for many
years without boosting spending or cutling
tzxes. “1f 1 look out there and look at Con-
gress, they are going to spend it.” Sen.
Domenici said. So, he and other Republi-
cans prefer a big tax cut. On that point, they
won Mr. Greenspan's qualified endorse-
ment: He repeated his oft-stated view that if
the governmen! can't protect surpluses, it is
better to cut taxes than increase spending.

Republicans are increasingly vocal in

pposing the complex way that Mr. Clinton

oes pay down the debt. The Clinton plan
~would use about $2.8 trillion to pay down
debt. For every dollar of debt paid down,
Mr. Clinton would give an extra dollar of
10Us to the Social Security trust fund to
pay for beneflits {rom 2032 to 2035. Under
that scenarjo, those benefits would essen-
tially be paid out of general revenues.

Despite his praise for parts of Mr. Clin-
ton's Social Security plan, Mr. Greenspan
agreed with critics that it doesn‘t do much
to solve the Jong-term cost problems. Mr.
Clinton's proposals avoid any pzinful
changes, and Mr. Greenspan said that ulti-
mately, “in ali likelihood ... .taxes will
have to be raised, or beneflits cut.” Mr.
Greenspan also cautioned against assum-
ing that the White House's rosy estimates
for surpluses will actually materialize.

In his testimony, Mr. Greenspan also
reiterated his opposition to another portion
of the Clinton Social Security plan that
drew the most atiention when the package
was first unveiled last week: investing
some of the trust fund in the stock market.
“Even with Herculean efforts, I doubt it
would be feasible to insulate, over the long
run, the tust funds {rom political pres-
sures,” the Fed chairman said.
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The Basics, With a Tally Sheet

Social Security:

By DAVID L ROSENBAUM

WASHINGTON, Jan I7 = When
President Cunton unexpectedly used
his State of the Uruon Message last
week to propose vasi changes in the
way Secial Security is fwsanced, he
touched off what may become the
hottest policy debaze of the year.

No other Government program
has ever been relied on by so many
people. Nor has one been 80 popular
or so expensive. And probably no
other measure affecung the general
public s s0 complcated and so mus-
undersiwood

As 3 guide in following the debate,
here is & primer describing the bas-
ic2 of the program, ks problems and
its politics and what the President
and the Republicans tn Congress
want to do about &t

Soclal Security
And How It Werks

A payroll tax s imposed an almost
all workers snd their employers =
€2 percent each on all wages below
$72,800. (The workers and employers
pay an additional 1.4 percen: each
ip Medicare tares)

Nearly $0 percent of the money &s
BOw used I pay monthly bemeflts.
Most of the maney goes o "wtirves
and thelr widows and X owers A
much smaller amous: i paid to the
survivors of workers who died before
they retired and to dissbied peopie.

Today's workers are taxed to pay
retirement beneflts for thetr paremts’
generation. When today’s workers
retire, thelr benefits will be covered
by thelr children's geperation The
principle is different {rowm an tnvest.
nent or an lnsurance policy, tn which
individuals pay premtums and the
income from those premiums s used
to pay their beneflu later,

When, as is now true, the Govern-
ment recelves wore maney tn Social
Secuttty taxes than &t must pay in
beneltts, the reserves are crediied to
& trust fund The money i3 invesied
in Government bonds. The interest
on the bonds U credited W the tund.

The trust tund b5 no more than g
bookkeeping entry, a callection of
Government Lo.u's promising to pay
benefits 1 future rectrees. This obi-
gation will be fulfilied only to the
extent that politicians are willing to
raise the necessary maney through
taxes or borrowing But as & political
Inatter, R {5 an obligasan that would
be hard to Ignore.

For years, the surplus tn the trust
fund has been used o meet part of
the opersting expenses of the Gov-
emment and 1o offset part of the
overall budget delic. But this & no

expected to run & towl budget sur-
Pplus of $4.4 trillion.

The Problem:
Graying of the Bables

Desplie todsy’s surpiug, the future
is far from rosy.

The ratio of workers paying taxes
to retirees drawing benefits has long
been shrinking In 1950, there were 1§
workers for esch Soctal Securtty
beneficiary. Today, there are slightly
more than three By the second or
third decade of e pext century,
when most baby boomers will have
Fetired, actuartes project there will
be only two people a1 work for each
person recetving benefits. When that
happens, uniess changes are made,
the trust fund will go Ito the red.

The latest esumate is that Soctal
Security waxes will continue to ex-
ceed benelits untll 2013. Because of
Interest payments owed on the bonds
credited to the trust fund. the tncome
in the fund will be more than what i3
paud out untll 2021, Alter that the
trust fund will begun to shrink rapidty
year after year until the money runs
out tn 2032,

Economists and politicians agree
that the soaner the prodlem is aé-
dressed, the less punful and abrupt
the soluton will be.

The President's Proposal:
Surplus, Stocks and Savings

The President's plan would keep
the Social Security tax and benefit
structure. He has proposed giving €1
percent of the budget surplus over
the next 15 years to the Social Securt-
ty trust fund, £17 trillion of the .4
trillion projected surplus. (The rest
would be spent on Medicare, the mil-
tary and other programs.)

posed that the trust fund tnvest $700
milan In the swock market The
White House insisted that steps
would be taken 1o insulate the invest-
tents trom political tampertng, but

© buy Government bonds {rom the
public 1o lower the outstanding pub-
1 debt = the sum of all the annual
budget deficits over the decades —
from pearty 34 trillion to less than 82
villion. As 8 proportion of the total
economy, the national debt would {all
from about 4% percent today to 10
peroent in 2014, Ui lowest level since
the nation entered World War L

Mr. Clinton sees three advantages
for Social Security in this approach:

SHistorically, the averape return
on stock invesupents over a long
period has been much higher than
the returmm on Government bonds.
The return on Rocks is abouwt 7 per-
cent above the rate of inflation, &s
against 3 percent for bonds. Over the
next SO years, based on the longerm
average return of stocks, investing
£700 blilion in the stock market in-

stead of Government securities

would extend the life of the trust fund

by {ive yearg, the White House tays.
SPaying off §2 trillion in public
dedt over the next 15 years ghould
strengthen the economy by lowering
interest rates and opening the way
for more productive private inves.-
mentz. A stronger economy would
increase the number of people work.
ing and the site of their paychecks
and make & less patnful for workers
to pay the taxes needed 10 support
Social Securirty.
€The fnterest on the $2 trillion tn
additional bonds would be credited
by the Treasury to the Social Securi-
ty trust fund, the amount
promised for retirement benefits.
These proposals, the President be-
lieves, would extend the life of the
Socia) Security trust fund until 2035,
In addition, the President would
allow people ages &S to 69 to continue
o work and recelve full benefitx
Under the existing law, thelr benefits
are reduced by §1 for each §3 earned.

And the President would improve
benelits for widows. But he offcred
no means of paying for these addi-
tiona! beneflts.

Dutside of Social Security, Mr.
Clinton would set aside $500 billion
from the surplus to creste “univer-
sal savings accounts.” To encourage
workers to save and invest, the Gov-
ernment_would give low- and mid-
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die-income Amencans seed money
10 Lnvest In their own accounts in
furancial markets. Then the Govern-
ment would match s poruon o! peo-
pic‘'s own money that they invested
simllar to the way that many compa-
nies maich thelr employees’ contri-
butions to 401 (X) plans.

The White House concedes the
plan would not fix Social Security”'s
problems for good and that ultimate-
Iy, 10 keep the program solvent for
the next 75 years, taxes will have to
be raised or benefits cut But Mr.
Clnton svolded dealing with this

question. For the preseat, his pro-
posal would not require any sacrifice
by taxpayers or retirees.

The G.0.P. Posltion:
A Work In Progress ,

The Republicans, who control Con-
gress, have not developed a single
propasal of their own. But they are
united on three pouwnts:

€The Government should not in-
vest In the stock market

fThe Social Security system
should be overhauled so that workers
could themselves invest in financial
markets some of the maoney they now
pay in taxes

€The 62 percent of the surplus that
the President wants 1o use for Social
Security is the proper proportior, but
much or all of the rest of the surplus
should be used for tax cuts.

Repudblicans say Governument in-
vesunents in financal markets
would be a mistake as 8 mater of
pninciple and of economicx. They say
it would give the Government too
much control over private comps-
fuet. And they argue that the return
oo investments would be reduced
because poltiicians could not be pre-
vented from abandoning fiduciary
responsibility and woung, for in-
stance, to prohibit Investments in
companies that make cigarettes or
{irearms or contraceptives.

One approach considered by Re-
publicans would allow workers o
invest pan of what they now pay In
Social Security taxes. Guaranteed
Socia) Securiry benefits would have
to be reduced accordingly.

Another Republican approach
would be to mamntain the current
Soctal Security tax and benefl: struc-
fure but give workers an income tax
ant U they invested the money In
retrement accounts. This would
eventually cause the Federal defict
to rise agaln if other taxes were not
raised or spending cut to ofiset the
thcome-tax cut,

The Polltics:
Tinkering With anicon

Soclal Security was born tn 1938
over Republican epposttion, and
Democrats trom Franklin Roosevelt
through Bl Citnton have trumpeted
11 1o thelr political advantage.

Whenever Republicans have tried
to tinker with the system, they have
suffered politically. For instance,
Republican support for a cut in bene-
fits was seen by many s a reason
the party lost control of the Senate in
the 1936 elections. In the 1993 budget
struggle with Congress and n his
1996 race for re-election against Bod
Dole, President Clinton made head-
way with his accusation that Repub-
licans wanted to cut Medicare, Social
Security's close cousin, in order to
give o tax cut to the wealthy.

The President and Republicans in
Cangress agree that sooner or later a
solution must be found and that 1t
must be blpartisan But given this
history of political mistrust and the
added divisions arising from the
President’s Impeachment, ft will be
extraordinarily difficult to reach an
accord this year.




Saving Social Security For Us and Future Beneficiaries,
from the Call for Tax Cuts Now

James A. Wilcox

San Francisco Chronicle,
Tuesday, February 2, 1999

IN THE BUDGET PRESIDENT Clinton unveiled
yesterday, he has forecast $4.5 trillion in federal
government surpluses over the next 15 years. But,
just as nature abhors a vacuum, politics abhors a
government budget surplus. One way or another,
surpluses will be spent.

The big question is how the government should
spend the budget surplus: on programs or tax cuts
or as the president has proposed, on Social
Security and Medicare?

What should we do? Liberals will tout opportunities
for new and larger government programs.
Conservatives will tout opportunities to cut current
taxes. Conveniently, neither group will explain how
much their proposals require in higher taxes and
reduced benefits later.

The president has proposed spending $3.5 trillion of
the future surpluses to pay down the national debt.
This will protect Social Security and Medicare by
strengthening their ultimate underpinning, the
economic health of the nation's citizens. Since future
beneficiaries rely on future tax payments,
strengthening the earning power of future workers
helps Social Security meet its obligations.

The less debt the government has outstanding when
the Baby Boomers are retired and the stronger the
economy, the easier and it will be to deliver on
Social Security's promises: to provide income for
retirees and their families, and a safety net the
unfortunate.



Two decades ago, when faced with substantial
surpluses in the California budget, Californians
voted resoundingly for Proposition 13, which spent
the surpluses on property tax cuts. Since
Californians knew the state had already funded its
retirement obligations for its huge government
workforce through CalPERS, they sensibly saw no
particular reason to run more surpluses.

The nation's situation now is different than
California's was in the 1970s. Even though the
federal government is expected to run sizable
surpluses on its day-to-day operations for some
years, its retirement and medical programs are not
fully funded. Rather, these are “*pay-as-you-go"
systems that effectively require payments from to
day's workers to fund benefits for today's
beneficiaries. The ability pay benefits to millions of
beneficiaries in the future hinges on enabling
workers and businesses to grow strong enough to
afford those payments.

We have known for a long time that our children
and grandchildren will face a heavier tax burden
than we've faced in providing Social Security
benefits. The reason is simple: Today we have three
workers for each beneficiary; by 2030, we will have
only two. This is not the time to spend the surpluses
by cutting taxes or dramatically raising government
spending. This is the time to spend the surplus to
strengthen the economy by bolstering the earning
power of workers and the profitability of
businesses, just as the president has proposed.

How do we accomplish that? Paying down the
national debt means that the government is reducing
its demand for credit. Less demand for credit will
reduce interest rates. In contrast to the large deficits
that drove up interest rates in the 1980s, devoting
large surpluses to Social Security and Medicare will
drive down interest rates.

Borrowing costs will be lower for the government --
and for all the rest of us. Lower interest rates benefit
the tens of millions of mortgage holders, who



potentially can refinance at lower interest rates, and
the tens of millions of young families who would like
to become homeowners.

But more importantly, lower interest rates will spur
businesses to start up, to grow and to develop and
upgrade their technologies. In that way, lower
interest rates will strengthen the productivity of our
workers and the profitability of our businesses.
These strengthened pillars of our economy will be
better positioned to support Social Security.

Lower interest rates also tend to support higher
prices for stocks and bonds. After all, it is not a
coincidence that the financial markets have
prospered as the government has reduced its

deficits in the general government budget in the past
15 years.

The enormous reduction in poverty rates among the
elderly and unfortunate clearly demonstrate how
crucial Social Security is to their well-being.
However, continuing success requires financial
discipline from here on. President Clinton's proposal
provides that discipline. The Greenspan
Commission report led to the bipartisan reforms in
1983 that vastly improved Social Security's financial
health by raising taxes and altering benefits. Now,
let's stay the course: let's maintain our fiscal
discipline and restrain our urge to spend more and
tax less.
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To keep the numbers whole, I assume that the presi-
dent proposec;; to all(:ﬁate 90 to social security, 22 to
Medicare, and 38 to other oses (including tax cuts,
by Henry J. Aaron USA accounts, defense, ar?mn-defense disgretionary
e programs). These amounts happen to be equal to 60

. N e ‘ ' percent of the unified budget surplus for social security,
approximately 15 percent for Medicare, and ap-
proximately 25 percent for other purposes. These num-

The Phony Issue of Double-Counting

S - HEMY J. Aaron isa Semor Fellowat the Brook-
| ings Institution.~ s -ttt T

' R T ' bers correspond approximately to the proportions the
e S LU LSS president presented in his State of the Union address.
<5 As with the president’s proposal, however, the ap-
g The president’s budget proposal announced in his propriations for thesef;rzurposes would be stated as
=2 . State of the Union Address has provoked a good deal hard numbers, not as fractions of the projected unified
' of confusion about how the numbers fit together. Some budget surplus.

people are criticizing the plan for allegedly “double
counting” the social security surpluses. The purpose

Table 1 shows the budget accounting for these trans-
actions. Note that the term “unified budget” does not

of this note is to explain how the president’s proposal
would work from an accounting perspective. The mes-
sage is simple: the double-counting issue is bogus. The
president’s address outlined a bold plan that stands in
striking contrast to alternative proposals that would
use projected budget surpluses to justify large tax cuts
or spending increases. Faced with a once-in-a-genera-
tion choice about how to spend large and unan-
ticipated surpluses, the nation should confront the big
issue “save the surplus or spend it” and not get mired
in accounting pettifoggery.

My explanation is built around four tables. The first
lays out the president’s program in the terms he

appear in table 1. I have omitted it because I believe
that the budget initiative of the president implicitly
adopts a budget framework, used by some but not all
Republicans in 1998 to motivate tax cuts, but the presi-
dent employs that framework to motivate a quite
different policy. In 1998, CBO projections indicated that
the unified budget would be in surplus over the suc-
ceeding decade, but that virtually all of that surplus
would be accounted for by social security surpluses.
That is, the cumulative “on budget” surplus over the
succeeding decade was essentially zero. Nonetheless,
some Republicans claimed that projected “surpluses”
justified a tax cut.

presented it. The second shows how some can treat it as
double counting. The third shows the effect of the
'y gresident’s plan on debt obligations and debt holdings
om various perspectives. The fourth recasts the
president’s plan in terms of the traditional unified budget
with an important change in budget rules and shows that

the charge of double counting is based on confusion.

Initia] Situation

Table 1: The President’s Plan
50 Allocation to sodial security
100 (set at 60 percent of 90
balance)

Allocation to Medicare 22
(set at 15 percent of

On-budget surplus
Social sefurity surplus

i o g balance) _
rir- _ Because I do not have access to the spécific numbers Available for other 38
iy in the budget forecast, I illustrate the accounting for uses (tax cuts, USA

- the proposal with a hypothetical initial situation. I as- accounts, defense,

e sume that the budget faces a projected unified budget nondefense
T4 surplus of 150, consisting of a surplus in social security . discretionary)
e of 100, and a surplas in other operations of government Balance available for 150  Total uses of funds 150

(“on-budget™) of 50.

parious uses —

_ Initial Balance The president seems to be saying: “OK. If you wan

: (| social security +100 to treat the unified budget surplus as up for grabs, s
On-budget +50 will I. But I shall allocate it for my purposes, no

ge yours.” One should keep in mind also that the pres:

Unified Budget +150 dent, and also many Republicans, have made much ¢

- TAX NOTES, February 1, 1999 7
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their success in “balancing the budget.” But this claim
makes sense only if “the budget” refers to the unified
budget, as the “on-budget” accounts — that is, the
unified budget less sodial security — remain in deficit.
To treat only projected “on-budget” surpluses as avail-

able for saving social security or any other purpose

would mean admitting that these “on-budget”.

surpluses have not yet been realized.

This approach has led to the charge by some budget
analysts that the president is double counting the social
security surplus. Table 2, a “reconciliation” table, indi-
cates how one might reach this conclusion. The social
security surplus of 100 appears twice: once by itself
and once as part of the unified budget surplus. The
president could well respond that it was the Re-
publicans who began this approach by claiming that
social security surpluses justified tax cuts, even when

“the “on-budg2t” accounts were projected in 1998 to

have no surpluses until 2005. As indicated below, how-
ever, there is a more fundamental answer.

social security benefits and (b) the present value of
payroll taxes expected at current rates. President
Clinton’s proposal replaces a part of this implicit debt
with explicit government debt deposited with the trust
funds of these two programs. The president’s plan
reduces the projected long-term deficit in these two pro-
grams. If the president had wished, he could have
proposed closing the deficit in these two programs en-
tirely by depositing newly created Treasury obligations
in the trust funds — that is, he could have replaced im-
plicit debt entirely with explicit debt. Instead, he declared
that additional steps — presumably benefit cuts or tax
increases — are necessary to close the projected long-term
deficit entirely and invited members of Congress to join
him in fashioning such changes. _

To see why the charge of double~counting is bogus,
one need only translate the president’s program into
the traditional framework of the unified budget.

Table 2: Reconciliation

Sources Uses

Unified budget surplus 150 Additions to social 190
security reserves

Sodial security surplus 100 Additions to Medicare 22

reserves
Available for other uses 38
Total 250 Total 250

Table 3 shows the changes in debt and asset holdings
arising from the president’s proposal. It reveals that debt
in the hands of the public falls by the amount of the
unified budget surplus less uses of funds for purposes
other than adding to sodial security and Medicare reserves,
while debt obligations of the Treasury (which are subject
to the debt limit) actually increase..

This increase in debt owed by the Treasury does not
correspond to an actual growth of government debt, if
one takes benefit commitments under Medicare (part A) and

* (social security as given. From this perspective, the

federal govemment has a “shadow” debt, in addition
to the official debt, equal tothe difference between (a)
the present value of promised Medicare (part A) and

Table 4: A Unified Budget Accounting of the
President’s Program
“On-budget” Accounts — initial situation +50
New discretionary spending -38
Transfers to
Social security -90
Medicare =22
Medicare — transfers from Treasury (+22)
Subtotal — On-budget -100
Social security — initial situation +100
Transfer from Treasury (+50)
Subtotal — social security +100
Grand total — Unified Budget -0

Under the modified unified budget rules, the trans-
fers of bonds from the Treasury to Medicare and social
security would count as “on-budget” outlays but not
as income to either program (hence the deposits are
put in parentheses in Table 4). These transfers, along
with the increase in discretionary spending, fully ex-
haust the budget surplus. This change in rules is es-
sential for achievement of the president’s stated pur-
pose of reserving the surplus to increase national
saving. Under the old rules, the receipts to the
Medicare and Social Security Trust Funds would count
~ as receipts, leaving a unified budget

Table 3: Debt Reconciliation Under President’s Plan surplus of 112. This sum would be,
Government ava_i.laydb'le fo}r) ta;: c&fxts ?11" i;creai?d
spending, both of which wo
) Trust Funds Treasury boost-national consumption, no
- H-ﬁ;g}‘g‘;_of Social _ Obllijgeabgons saving. And if taxes were cut o
Government | Security Medicare | (subject to spending increased by this anl'xount
-. Debt Reserves Reserves | debt limit) | the federal government would no
Iratial social secur 100 +100 —| repurchase any debt from the public
" surplus (100) 4 But it is these repurchases that fre
Transfer to Medicare (22) +22. resourc'es for mves-tment. .
Transfer to social security +90 +90 Casting the president’s program
{90) terms of a modified unified budg
On-budget surplus -12 -12 does not in any way change the su
(50, less 38) stance of the program. Aficionados
Total -112 +190 +100 traditional unified budget accountin
718
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may wish that the president had presented his program
in that form. To have done so would have defeated the
objectives of the program. The modified unified budget
framework preserves the substance of the program.
The key point is that one should not allow the form of
the presentation to divert one from the substance of the
program, which is where debate should focus.

Confronted with truly enormous projected surpluses,
unprecedented since the indexation of the personal in-
come tax, should the nation cut taxes or boost spending,
two ways of increasing current consumption? Or should
the nation save these surpluses to help reduce the deficits
of the two largest and most popular programs of the
federal government, social security and Medicare?

This choice is a big issue that should be settled by the
electorate in a mature democracy. Legitimate disagree-
ments are possible on the future role of sodal insurance
and on the importance of boosting national saving and
economic growth relative to supporting current con-
sumption, private and public. But the nation should con-
front these issues, not spend its time on a petty and
misplaced concern about double-counting.

Should Prejudgment Interest
Be Taxable?

by Robert W. Wood

> Robert W. Wood practices law with Robert W.-

-. Wood, P.C., in San Francisco. He is the author of the
book Taxation of Damage Awards and Settlement Pay-
‘ments (2d Ed. copyright 1998), published by Tax In--
stitute (800/852-5515; e-mail info@taxinstitute.com).

Most tax professionals, and even litigators with only
passing knowledge of tax law will answer this question
with an unreserved yes. Interest, after all, is interest. A
series of cases has, however, analyzed the issue with
considerably finer detail.

Related to the structured settlement point made
above is to what extent, even outside the structured
settlement context, a payment of interest to a personal

- injury plaintiff should be taxable. Although it may

sound simplistic, it is a reasonable assumption that an
amount denominated as interest in almost any context
will be treated as taxable income. Sometimes the deter-
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mination of whether
obvious.

In Frank L. McShane,! the Tax Court considered
settlement agreement arising out of an action for ir
juries received in a gas explosion. The IRS argued th
a portion of the settlement amount constituted interes
‘The Tax Court reviewed the settlement agreement an
the evidence contained in the record, and conclude
that the payments did not include interest because: (]
the agreement provided that the settlement was to b
paid without costs and without interest; (2) the inte
tions of all parties as stated by their attorneys wer
consistent with the payment of no costs or interest; an
(3) the taxpayers and the attorneys uniformly testifie
that the tax consequences of the settlements were neve
considered in the negotiations, and instead that th
settlement was based on the risks each party faced i
continuing the appeal.

‘interest” has been paid is nc

Sometimes the determination of
whether ‘interest’ has been paid is not
obvious.

In Andrew Benjamin Aames, a/k/a Larimore S. Brooks
Commissioner,? the taxpayer suffered serious persona
injuries, and later settled with the defendant. The tax
payer then sued his attorney for malpractice, alleging
that the lawyer had negligently persuaded him to ac
cept an unreasonable settlement. In the malpractic
action, the taxpayer received $605,685 in damages, anc
interest of $158,283. The taxpayer was also awardec
$16,280 in damages on a second count plus $4,.254 i
interest. The taxpayer did not include either interes
amount in his income. The Tax Court concluded tha
the interest was includable in the taxpayer’s income
Although the underlying damages qualified as per
sonal injury damages, the court held that the interes
was awarded merely because of delay, and therefor
was taxable.

In a properly structured settlement, of course, ther

~ should be no taxable interest element. For example, th

IRS held in a news release that payments receive

under a settlement fund distributable to victims of ex

posure to Agent Orange could receive those settlemen

payments tax-free.?> The exclusion applied not only t

the principal of-the fund, but also to earnings on it, s

that neither the fund nor the recipients are taxable o
_the interest element.

The subject of interest received considerable atter
tion in Kovacs v. Commissioner.* There, the Tax Cou
held that the interest portion of a lump-sum paymer
for wrongful death damages is not excludable from th
recipient’s income under section 104. Kovacs wz
killed by a train operated by the defendant, and h

'T.C. Memo. 1987-151, 87 TNT 54-41.

94 T.C. 189, 90 TNT 47-21 (1990).

’IR 90-79 (May 16, 1990).

4100 T.C. 124, 93 TNT 45-22 (1993); aff’d 25 F.3d 1048 !
TNT 126-16 (6th Cir. 1994); cert. denied 513 U.S. 963 (1994).
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FROM: IWFR 2@2-833-4362 TO: 2@24'56?31 1

"INsTITUTE FOR WOMEN'S PoLicy RESEARCH

1400 20th Street, NW, Sulte 104
Washington, DC 20036

Meclanne Verveer
Heidi Hartmann, Chair

Cooperation of First Lady and White House
in Public Education on Women and Social Security

February 4, 1999

First, we'd like to thank you so much for your part in arranging for the First Lady to meet with us
on January 21. It was a wonderful oppartunity for us to discuss an important issue for women
with Mrs. Clinton, you, and other staff members. We were extremely excited by the First Lady's
commitment to the issue of women and Social Security and her willingness to help us launch and
carry out a public education campaign around this issue.

Our proposed Schedule of Events looks like this:

March 15-16, 1999. Women’s Equality Summit-Congressional Action Day (WES
CAD). The First of a Bieanial NCWO event. Washington, DC.
Launch of our Campaign to Educate US Women about Social Securiry.

This is our top priority for Mrs. Clinton's participation as a speaker as this would be the
launch of the whole series of activitics. We may be also be able to organize satellite
locations for the Social Security briefing session, (The 1.5 day meeting, from 3 p.m.
Monday through Tuesday evening, includes meetings with legislators in Congress and
briefings on several other topics as well as Social Security; Social Security is, however,
the featured 1ssue.)

April 8, 1999. Pay Equity Day. Any City.
NCPE will be organizing meetings on equal pay in many states.

With the participation of NCWO's other members, we can pick one of the larger meetings
for an emphasis on Social Security as well and would like to have an Administration
principal there. (As you may recall, in general we spoke of Mrs. Clinton, Mrs. Gore,
Secretary Shalala or Secretary Herman.)

May 1999. Town Hall Meeting Organized to Focus ou Social Security

AAUW, BPW, OWL, NOW, NCNW, MANA, and other large membership groups in
NCWO have strengths in particular cities, We are reviewing these candidate cities and can

°

Tel: (202) 785-5100 « Fax: (202} 833-4362 » Web: http://Www.iwpr.org
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work with you to select one that works for your end. Again, we may be able te downlink
10 other sites.

June 19-22, 1999. AAUW Annual Meeting, Washingtan, DC.

AAUW already has extended invitations to the President and Vice President to speak and
would be happy to add a focus on Social Security to their annual meeting addressed by
one of the principels we spoke of.

July 14-18, 1999. BPW Annual Meeting, Rochester, NY

BPW’s National Canference generally involves approximately 2000 people from across
the country. There is a great opportunity to include 3 panel or a keynote address on
Sacial Security.

August 1999, Most likely, no event.

September 1999. Black Family Day, Washington, DC and several other cities.

An annual event held by the National Council of Negro Women, which can include a focus
on Social Securnity.

October 1999. NCWO Town Hall Meeting Orpanized to Focus on Social Security.
See note for May, same applies.
November 1999. NCWO Town Hall Meeting Organized to Focus on Social Security.

See note for May, same applies.

Also, for your information, BPW is holding their Legislative Session on February 11-12, and
Social Security is the focus this year. Kenneth Apfel is speaking at lunch on the 11th in the
Senate Office Building. The timing of this event was too soon for us to include many of our
member organizations. However, as Gail Shafer mentioned at the January 21 meeting, if one of
the principals we discussed could also participate that would be great as well since BPW has such
8 strong legislative presence on Capito! Hill through this regular annual meeting of theirs.

cC:

Susan Bianchi-Sand
Jenny Luray
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| PRESS RELEASE

666 11TH STREET, NW = WASHlNGTON, DC 20001 - 202-783-6686 * FAX 202-63B-2356

For further information: - FOR IMMEDIATE RELEASE

Deborah Briceland-Betts or . Wednesday, January 20
Roberta Weiner . : -

202/783-6686

OWL CALLS STATE OF THE UNION SPEECH VICTORY FOR AMERICA’S WOMEN
. AND FAMILIES

OWL, the only national grassroots membership organization to work solely on issues
unique to women as they age, today said President Bill Clinton’s January 19 State of the Union
message is "a victory for American women and their families,”

"Women are the mainstay of American families," said OWL Executive Director Deborah
Briceland-Betts. "We are America’s caregivers--of children, aging parents, and sick spouses--
and when we get old, we're the majority of the people who depend on Social Security and
Medicare. The initiatives outlined in President Clinton’s speech promise the women we depend

on today that they won't have to live out their retirement years in poverty or forego medical care
because they can't afford to pay tomorrow,"

- Noting that one in four women today have no other income than their Social Security

check, Briceland-Betts praised the President’s plan to strengthen Social Security for at least the

- mext fifty years and his recognition of the high poverty in which too many elderly women niow
spend their final years. '

"One of the best-kept sectets in the debate over reforming the Social Security débate is
that 74 percent of the elderly poor are our mothers and grandmothbers,” she said. "The
President’s proposal would not only address the solvency of Social Security, but also extend the

life of Medicare, the nation’s health insurance program for the elderly by an additional two
decades."

Briceland-Betts said that OWL was particularly pleased with the attention to Medicare.
She said that women degend on Medicare more than men. "Very simply, women live longer
than men. As we get older--and frailer--we have more chronic conditions. The President 5ays
he is committed to ensuring that we will be able to afford the health care that we need." She

also praised the speech for proposing a new prescription drug benefit, a significant hole in
current Medicare coverage.

-more-
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Briceland-Betts called attention to the President’s long-term care initiative as a first-step
in building a program that can truly serve future generations of aging Americans. “This is 2’
real--and frightening--issue for American families,” she said. "More than 70 percent of long-
term care patients are women, and many of them are cared for by their daughters and daughters-
in-law. With the President’s proposal, we now begin to explore ways to support the selfless
sacrifice of families with ill and disabled loved ones, and support the enormous expense of long-

term care 5o today’s children will not be saddled with impossible costs when the baby boom
generation retires."

"When you touch one member of a family, you touch all of us,” said Briceland Betts.
"OWL has worked for two decades to bring attention to these fundamental issues for women,

and we applaud the President for making them an important part of his agenda for the new
millennium. "

# # 84 H K
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message is "a victory for American women and their families.”

"Women are the mainstay of American families," said OWL Executive Director Deborah
Briceland-Betts. "We are America’s caregivers--of children, aging parents, and sick spouses--

- and when we get old, we're the majority of the people who depend on Social Security and
Medicare. The initiatives outlined in President Clinton’s speech promise the women we depend

on today that thcy won’t have to live out their retirement years in poverty or forego medical care
because they can't afford to pay tomorrow."

o Noting that one in four women today have no other income than their Social Security |
- check, Briceland-Betts praised the President’s plan to strengthen Social Security for at least the

next fifty years and his recognition of the high poverty in which too many elderly women now
spend their fmal years,

"Onc of the best-kept secrets in the debate over reforming the Social Security debate is
that 74 percent of the elderly poor are our mothers and grandmotbers," she said. "The
-President’s proposal would not only address the solvency of Social Security, but also extend the

life of Medicare, the nation’s health insurance program for the elderly by an additional two
decades."

Briceland-Betts sald that OWL was particularly pleased with the attention to Medicare.
She said that women depend on Medicare more than men. "Very simply, women live longer
than men. As we get older--and frailer--we have more chronic conditicns. The President says
he is committed to ensuring that we will be able to afford the bealth care that we need." She

also praised the speech for proposing a mew prescription drug benefit, a significant hole in
current Medicare coverage.

~-more-
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Briceland-Betts called attention to the President’s long-term care initiative as a first-step
in building a program that can truly serve future generations of aging Americans. "This is 2’
real--and frightening--issue for American families," she said. "More than 70 percent of long-
term care patients are women, and many of them are cared for by their daughters and daughters-
in-law. With the President’s proposal, we now begin to explore ways to support the selfless
sacrifice of families with ill and disabled loved ones, and support the enormous expense of long-

term care 5o today’s children will not be saddled with impossible costs when the baby boom
generation retires, "

"When you touch one member of a family, you touch all of us,” said Briceland Betts.
"OWL has worked for two decades to bring attention to these fundamental issues for women,

and we applaud the President for making them an important part of his agenda for the new
millennium. "
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AAUW APPLAUDS PRESIDENT’S SOCIAL SECURITY PROPOSAL
Statement by Sandy Bernard, President, AAUW

The American Association of University Women (AAUW) applauds President
Clinton for his commitment to strengthen Social Security for future recipients. As a
longtime advocate for women’s equity, AAUW is committed to protecting the
Social Security benefits that guarantee the economic well being of women and
children. The President’s plan to invest 62 percent of the budget surplus in Social
Security is the first step toward safeguarding women’s benefits.

AAUW calls on Congress to join the President to reform Social Security and protect
the economic security of older women. Women—who earn less than men, spend
more time out of the paid work force to raise families, and live longer—are more
dependent on Social Security than men. For many older women, Social Security is
their only source of income.

By preserving some simple protections, Congress can ensure that Social Security
reform increases the stability and security of women and families. First, Congress
must preserve the full cost of living adjustments to protect against inflation.
Second, Congress must maintain a progressive benefit formula. Women and others
who earn low wages over their lifetime must continue to be compensated with a
larger share of their past earnings to protect them from poverty.

Third, Congress must preserve spousal benefits to protect women. Sixty-three
percent of women on Social Security receive benefits based on their husbands’
earnings, while only 1.2 percent of men receive benefits based on their wives’
earnings. Finally, Congress must protect the benefits that go to children and
widows in the event of a premature death or disability of a working parent or
spouse.

To help strengthen retirement security, President Clinton has also proposed the
creation of new Universal Savings Accounts (USA Accounts) outside of the Social
Security system, which would help women increase their personal savings for
retirement. AAUW will work with Congress and the Administration to ensure that
this proposal is progressive and will help working Americans save for retirement.

We challenge Congress to join the President and AAUW in the crusade to
strengthen Social Security and protect the financial stability of older women.
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RADIO ADDRESS BY THE PRESIDENT
TO THE NATION

The Roosevelt Room

THE PRESIDENT: Good morning. Last Tuesday night, in my
State of the Union address, I was honored to report to the American
people that our families, our communities and our country are
stronger, healthier and more prosperous than ever. But I warned that
we cannot let the hum of our prosperity lull us into complacency.
Instead, we must use this moment of promise to meet the long-term
challenges we face as a nation -- to meet our historic responsibility
to the 21st century.

Over the last six years, our hard-won fiscal discipline
has given us the chance to meet those long-term challenges. Six
years ago, our budget deficit was $290 billion. Last year, we had a
budget surplus of $70 billion. We expect another one a little larger
than that this year, and we're on course for budget surpluses for the
next 25 years.

So now we face a new choice -- what to do with the
surplus. [ believe we should use it to plan and save for retirement,
to strengthen the readiness of our military, to get our children
ready [or the 21st century. Very simply, I believe we should use the
first surplus in three decades and the projected ones in the future
to meet America's great challenges. Above all, that means saving
Social Security and Medicare.

We all know that the baby boom will soon become a senior
boom -- the number of seniors will double by 2030; average life
expectancy is rising rapidly, and that means rising costs for Social
Security and Medicare.

I propose to keep Social Security strong for 55 years
by committing 60 percent of the surplus for the next 15 years, and
investing a small portion in the private sector just as any private



or state pension would do. We should make further tough choices to
put Social Security on a sound footing for the next 75 years, to lift
the limits on what seniors on Social Security can earn, and to

provide support to reduce the poverty rate among elderly women --
which is twice the poverty rate among seniors as a whole. We can do
that with a good bipartisan effort.

Once we've accomplished this, I propose we use one of
every six dollars of the surplus over the next 15 years to double the
life of the Medicare trust fund.

Then I believe we should dedicate $500 billion of the
surplus to give working families tax relief for retirement savings,
by creating new Universal Savings Accounts -- USA accounts -- to help
all Americans build a nest egg for their retirement.

Under my plan, families will receive a tax credit to
contribute to their USA account, and an additional tax credit to
match a portion of their savings, with a choice in how they invest
the funds -- and more help for those who will have the hardest time
saving.

Let me give you an example of how USA accounts could
work. With the help of USA account tax credits, working people who
save and invest wisely from the time they enter the work force until
the time they retire could have more than $100,000 in their USA
account, and a more secure retirement. That's the kind of tax relief
America needs.

By providing this new tax credit for retirement savings,
we can make it possible for all Americans to have a stake in the
remarkable economic growth they have worked so hard to create.

Social Security first; then saving Medicare and giving
tax relief to help all Americans save in the new USA accounts;
investing in defense and education -- that's the right way to use
America's surplus. If we squander the surplus, we'll waste a
once-in-a-lifetime opportunity to build a stronger nation for our
children and our grandchildren. Instead, let's work together to
prepare our nation for the great challenges and opportunities of the
21st century.

Thanks for listening.

END



Social Security and the Market

One day after President Clinton proposed shor-
ing up the Social Security system by investing a
portion of its assets in the stock market, Alan
Greenspan stepped forward to say ‘“Not so fast.” It
is not often that the notoriously circumspect chair-
man of the Federal Reserve Board shoots at a
major new Administration plan, and his concerns
were well taken. As a matter of political reality,
both parties appear headed toward investment of
Social Security funds in the stock market, either by
the system itself or by individual participants.
Forced to choose now, we prefer Mr. Clinton’s
approach to that of the Republicans. But Mr. Green-
span’s cautionary comments should be useful in
framing the debate. .

As most Americans have come to understand,
the Social Security system will start to run deficits
in the next 15 years, when the baby boomers begin
retiring. Various steps can be taken to insure its
solvency over the next 75 years, including limiting
benefits, extending the age of retirement and rais-
ing taxes. But in part because of the astonishing
performance of the stock market in the last few
years, a consensus has emerged in Congress that
some of these steps might not be necessary if some
of the system's trust fund, which is generating
surpluses at present, is invested in stocks rather
than low-yield Treasury securities, as it is now.

Republicans in Congress want to strip away
part of the current Social Security tax for use in
setting up individual retirement accounts. Some
want the entire system supplanted by such a

scheme. But individual retirement accounts, while
possibly attractive to some beneficiaries, would
transform the entire system from a guaranteed
government benefit to something that would expose
retirees to unacceptable risk. Families of modest
means would see a large portion of their meager
savings spent on administrative fees of fund manag-
ers. Under many of the schemes, disabled people,
divorcees and widows who are now guaranteed a
benefit would receive far less than they do now. If
individual accounts are desirable, they need to be
set up outside the Social Security system where they
cannot weaken the safety net.

Mr. Greenspan was right to warn that having
the Federal Government invest 15 percent of the
trust fund in equities carries certain dangers. He is
especially worried that Federal overseers will be
subjected to political pressures in making invest-
ment decisions. But Mr. Greenspan and the Federal
Reserve Board are themselves testimony to the
ability of Congress to create an administrative body
insulated from politics. Even though state and local
pension funds have used their assets to boycott
South Africa and tobacco stocks, their overarching
fiduciary responsibilities have been honored and
these funds have protected retirees.

Some idea that harnesses the long-term
strength of the stock market will very likely end up
as part of any Social Security bailout. But such a
momentous proposal will require searching debate
over the wisdom of government entry into private
markets, and the best mechanism for doing it.

Ending the Arguments

The senators have now heard the House prosecu-
tors and President Clinton’s lawyers debate both the
evidence and the Constitution. They have heard
hours of argument as to whether they should be
punitive or forgiving about the fact that Mr. Clinton
lied under oath. But what they have not heard is a
convincing argument that his misconduct, whether
viewed darkly or with compassion, meets the stand-
ard for removal spelled out in the Constitution.

That is because former Senator Dale Bumpers,
who concluded the President’s defense with a gey-
ser of folksy oratory, was right. Mr. Clinton’s con-
duct can be described as indefensible, outrageous
and shameless. But it does not constitute the *‘dis-
tinctly political offense against the state' that the
Framers regarded as necessary for impeachment.

- The majority leader, Trent Lott, suggested that
he grasped this by urging the senators to conclude
their questioning of the presenters by tomorrow
afternoon. That would clear the way for a vote early
next week that would demonstrate that the €7 votes
required for removal are not there. It is time for
such a vote, and it is in the political interests of both
sides to have it as soon as possible.

The Democrats want it because they sense that
the steamn will go out of the prosecution once the
public sees a convincing test vote. The Senate
Republicans, for their part, want to get loose from

this issue. The House prosecutors have not been
able to spread their passion to the senators of their
own party. Most of them realize that if the Rev. Pat
Robertson is willing to concede that the President
cannot be removed, it is time to settle up.

Mr. Lott's immediate problem is still that of
getting around the question of calling witnesses. It
will be an unproductive exercise. We believe, like
the big majorities in the polls, that a common-sense
analysis of the record shows that Mr. Clinton gave
false testimony under oath and tried to impede
justice. We also grant that the Clinton defense team
raised reasonable questions about whether this con-
duct would be found by a court to meet the legal
definition of perjury and obstruction. Those ques-
tions would be worth resolving if the offenses were
of sufficient scale. But six days of argument have
demonstrated that more testimony about ambigu-
ities and conflicts in the evidence would not raise
the constitutional weight of the offenses.

Yesterday Representative Henry Hyde warned
against a ‘‘rush to judgment’’ because he sensed that
the Senate is ready to conclude. There wili be a lot of
skirmishing over the witness issue during the week-
end. Mr. Lott should insist that none can be called
unless they add striking new evidence. If that is the
standard, the Senate can be ready to vote down
removal and move on to censure early next week.

Che New YJork Cimes
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Defense Against a Missile Attack

During the cold war, when the only real missile
threat to America came from the Soviet Union,
building missile defenses was rightly seen as a bad
idea. The other side would simply build more offen-
sive missiles so that some got through any shield.
Today’s world is different, with reckless lesser pow-
ers like North Korea developing long-range missiles
that could one day reach American soil.

The Clinton Administration is right to devote
money and effort to designing a limited missile
defense system to counter this potential threat. But
America's preparations have to be guided by the
imminence of the danger, the technical challenges
and the possible diplomatic consequences for man-
aging nuclear relations with Russia and China.

The Administration is acting responsibly in
moving ahead with a $4 billion research and testing
program over the next six years and setting aside
$6.6 billion for possible future construction. But the
White House must not let itself be rushed into a

premature decision to proceed with construction.

North Korea is closer to being able to launch a
missile attack on the United States than was previ-
ously thought. The three-stage rocket it tested last

year, once perfected, would probably be able to
reach parts of Alaska and Hawaii. What must now
be determined is what kind of technologies can be
produced to intercept a limited number of missiles.

Despite 40 years of research and testing, Amer-
ica does not yet have a reliable shield against long-
range missiles. The challenge is formidable, akin to
shooting at speeding bullets. But some day a reliable
system will probably be developed. The actual build-
ing of a defense system should wait until it is.

Missile defenses are currently restricted by a
1972 treaty between the United States and Russia.
That treaty underpins current nuclear arms reduc-
tion agreements between the two countries, since
neither would be willing to reduce its arsenal if its
missiles were likely to be intercepted in midflight.

Renegotiating the treaty to allow a limited
defensive system directed against North Korea and
other rogue states may be possible, despite Russia’s
current reluctance to do so. But the subject must be
approached carefully. Defense Secretary William
Cohen'’s threat that America could simply renounce
the treaty if Russia resists amendments was a poor
way to start this discussion.

The Criminal Code on Pie

Probably no one who has ever gotten a pie in
the face thinks the event was remotely funny. But
those who find themselves taking creamy globs out
of their eyes rarely, if ever, seek to bring the
perpetrators to justice. Some no doubt fear that
would only subject them to further ridicule for being
humorless. But San Francisco’s Mayor, Willie
Brown, had no such qualms when he pressed
charges against the Biotic Baking Brigade, a pro-
test group that pied him last November.

The defendants, known as the Cherry Pie
Three, wanted to express cheir dismay at Mr.
Brown’s treatment of homeless people. They were
charged with assault on a public official and misde-
meanor battery. This week a jury found them guilty

of battery — an unwanted touching — which could
mean a sentence of up to six months in jail.

It is easy to dismiss a whipped cream attack as
more comedy than crime. But the jury, while not
holding the defendants liable for assaulting an offi-
cial, which would require intent to prevent the
Mayor from carrying out his duties, decided that
shoving a pie into anyone's unconsenting face 1s
illegal contact. That is a reasonable judgment.

Pie-throwing has a long cinematic history, but
off the stage or screen it is not behavior that anyone,
including the pie-throwers, would want inflicted on
himself. The protesters have freedom of speech to
ridicule and mock politicians, but pie-hurling is a
hostile physical encounter.

Che New YJork Times
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Clinton Seeks Funds for Abortion Clinic Security

Increased Violence Spurs $4.5 Million Initiative on Anniversary of Roe v. Wade Ruling

By Junitit Havemann
Washington Post Staff Writer

The Clinton administration will
propose an iniliative today de
sigmed to protect ahortion clinics
from the escalating violence that
has killed or wounded 30 health
care workers and law enforcement
officers since 1991,

The $4.5 million is to be used to
help clinics purchase closed-circuit
camera systems, improved light-
ing, motion delectors, alarm sys-
tems or bullet-resislant windows.
The money, to be included in
President Clinton’s budget, will
also pay for security assessments
to determine which clinics face the
greatest threats.

The initiative will be announced
on the anniversary of the Supreme
Court's decision legalizing abor-
tion in Roe v. Wade, and as abor-
tion opponents march past the U.S.
Capitol in protest.

The juxtaposition of the two
cvents underscores the bitter divi-
siveness surrounding abortion 26

years alter the high-court ruling.
As thousands of marchers de-
nounce what.they call the killing of
a quarter of the children conceived
in America cach year through abor-
tion, the White House is moving to
direct more federal funds toward
prolecting women’s health clinics
that offer the services.

The adininistration esiablished
a Task Force on Violence Against
Health Care Providers last year in
the wake of the shooting death of

abortion provider Barnett A. Sle-

pian in Buffalo. Slepian, an obste-
trician-gynecologist, was shot by a
sniper Oct. 23 as he stood in his
kitchen after returning from syna-
gogue services with his wife. No
one has been arrested in the case.
A survey released yesterday by
the Feminist Majority Foundation
said about 22 percent the nation’s
abortion clinics faced “severe”
antiabortion violence in 1998, a
definition that included death

The Washington Post
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threats, bombings, arson threats,
biockades and chemical attacks.
This was down slightly from 25
percent the previous year.

“The extremists are targeting a
smaller number of clinics, but the
level of violence is higher,” accord-
ing to Eleanor Smeal, president of
the Feminist Majority Foundation.

Smeal called the White House
initiative an “cxcellent invest-
ment” not only because it will save
lives and protect women's rights to

choose when to bear children, but
also because il may trim the high
law enforcement costs that local
communities currently face in pro-
tecting clinics. .

Kate Michelman, president of
the National Abortion Rights Ac-
tion League, whose 30th conven-
tion first lady Hillary Rodham Clin-
ton will address today, said the
budget proposal is a “significant
recognition by the administration
of the serious problem we have in
this nation protecting women's
right to choose.”

She said abortion clinic violence
is a national problem, not a local
clinic problem, and needs to be
addressed at a national level.

David O'Steen, executive dirce-
tor of the National Right to Lilc
Committce, called the timing of
the White House announcement
on the Roe V. Wade anniversary
“obviously political to draw alten-
tion away from the 1.3 million
children that die from abortion
every year.”

He said while his organization is
“totally, unequivocably opposed 1o
violence at abortion clinics, or any
violence,” he nevertheless belicves
that the initiative is unnecessary.

“The abortion industry is a $400
million a year industry thal can
afford to buy its own sccurily
cameras and hardware,” he said.




Clinton Seeks Funds for Abortion Clinic Security

]ﬁcmased Violence Spurs $4.5 Million Initiative on Anniversary of Roe v. Wade Ruling

By JuniTn HAVEMANN
Washington Tost Staff Writer

The Clinton administration will
propose an initiative today de-
signed to protect abortion clinics
from the escalating violence that
has killed or wounded 30 health
care workers and law enforcement
officers since 1991,

The $4.5 million is to be used to
help clinics purchase closed-circuit
camera syslems, improved light-
ing, motion detectors, alarm sys-
tcms or bullet-resistant windows.
The money, to be included in
President Clinton's budget, will
also pay for security assessments
to determine which clinics face the
greatest threats.

‘The initiative will be announced
on the anniversary of the Supreme
Court’s decision legalizing abor-
tion in Roe v. Wade, and as abor-
tion opponents march past the U.S.
Capitol in protest.

The juxtaposition of the two
cvents underscores the bitter divi-
siveness surrounding abortion 26

yecars after the high-court ruling.
As thousands of marchers de-
nounce what they call the killing of
a quarter of the children conceived
in Amcrica each year through abor-
tion, the White House is moving to
direct more federal {unds toward
protecting women's health clinics
that offer the services.

The adininistration established
a Task Force on Violence Against
Health Care Providers last year in
the wake of the shooting death of

abortion provider Barnett A. Sle-

pian in Buffalo. Slepian, an obste-
trician-gynecologist, was shot by a
sniper Oct. 23 as he stood in his
kitchen after returning from syna-
gogue services with his wife. No
one has been arrested in the case.
A survey released yesterday by
the Feminist Majority Foundation
said about 22 percent the nation's
abortion clinics faced “severe”
antiabortion violence in 1998, a
definition that included death
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threats, bombings, arson threats,
blockades and chemical attacks.
This was down slightly from 25
percent the previous year.

“The extremists are targeting a
smaller number of clinics, but the

- level of violence is higher,” accord-

ing to Eleanor Smeal, president of
the Feminist Majority Foundation.

Smeal called the White House
initiative an “cxcellent invest-
ment” not only because it will save
lives and protect women's rights to

choose when to bear children, but
also because it may trim the high
law enforcement costs that local
communities currently face in pro-
tecting clinics. _

Kate Michelman, president of
the National Abortion Rights Ac-
tion League, whose 30th conven-
tion first lady Hillary Rodhain Clin-
ton will address today, said the
budget proposal is a “significant
recognition by the administration
of the serious problem we have in
this nation protecting women's
right to choose.” '

She said abortion clinic violence
is a national problem, not a local
clinic problem, and needs to be
addressed at a national level.

David O'Steen, execulive dirce-
tor of the National Right to Life
Committee, called the timing of
the White House announcement
on the Roe V. Wade anniversary
“obviously political to draw atten-
tion away from the 1.3 million
children that die from abortion
every year.”

He said while his organization is
“totally, unequivocably opposed to
violence at abortion clinics, or any
violence,” he nevertheless believes
that the initiative is unnecessary.

“The abortion industry is a $400
million a year industry thal can
afford to buy its own sccurily
cameras and hardware,” he said.




Clinton Would Cut U.S. Funds

For Poorly Performing Schools

By LinpA PERLSTEIN
and Jay MaTHEws
Washington Post Staff Writers

President Clinton yesterday pro-
posed a broad new slate of education
-initiatives that, if enacted, would hold
states and local school districts ac-
countable to the federal government
to an unprecedented degree.

Detailing education reforms he
plans to introduce later this year,
Clinton urged Congress to pass legis-
lation that would discourage schools
from promoting children who did not
meet academic standards simply for
the sake of keeping them with their
age group. He also proposed that
teachers teach only subjects in which
they have been trained and that
states in some cases shut down
schools that consistently perform
poorly.

Under Clinton’s proposal, states
and school districts would create
their own standards, procedures and
specific rules. But they would be
judged by a national panel of educa-
tors and experts, and if their efforts
were deemed inadequate, the Educa-
tion Department could withhold fed-
eral funds.

Clinton’s proposals come at a time
when parents and legislators are
demanding stricter standards from
schools, and a public accounting of
whether those expectations are being
met. Although virtually all states now
have educational standards of some
sort they have established locally,
schools are under no national com-
pulsion to meet them.

That must end, Clinton said in his
State of the Union address and in
detailing his initiative at the White
House yesterday. “Each year, the
national government invests more
than $15 billion in our public
schools,” he said. ‘T believe we must
change the way we invest that mon-
ey, to support what works and to
stop supporting what does not
work.”

His proposals face considerable
resistance in Congress, however. Al-
though Republicans champion local
efforts to hold schools accountable,
they generally bristle at the notion of
having the federal government dic-
tate whether they've succeeded. “I
stood up and clapped and shouted at
one point in his speech, and that was
when he mentioned accountability,”
said Rep. William F. Goodling (R-

Pa.), chairman of the House Commit-
tee on Education and the Workforce.
“Where he's going to run into trouble
is mandating from Washington, D.C.,
everything that happens at the local
level when Washington sends only 6
to 8 percent of their funding.”

Paul Shaker, dean of the School ol
Education and Human Development

at California State University in Fres- -

no, agreed that the federal govern-
ment may lack clout. School districts
in his area, he said, “don’t even like
Sacramento dictating.”

Under Clinton’s plan, states would
have to:
w Allow teachers to teach only sub-

jects in which they are educated, and

require new teachers to pass perfor-
mance exams. Right now, one-
quarter of high school teachers do
not have a college major or minor in
the subject they instruct in. States
would have five years to implement
these rules. )

w Issue report cards with information
on individual schools, including stan-
dardized test scores, class size and
teacher qualifications. Thirty-six
states do this already, according to a
recent Education Week study.

m Implement formal discipline pol-

icies at every school.

w Turn around the worst-performing
schools. If a state cannot induce
improvement two years after a school
is identified, the school would have to
be reformed or closed. Clinton's
budget will include $200 million for
these schools.

m End “social promotion,” by testing
students before allowing them to
move on to the next grade. Schools
would have two or three years to
show they have clear standards and
ways to assess students—including,
in all likelihood, high school gradua-

tion exams. To help struggling stu-
dents, the federal budget for summer
and after-school programs would tri-
ple, to $600 million.

Robert B. Schwartz, president of
Achieve Inc., a national organization
that was created by governors and
business leaders to help states raise
education standards, said that just
insisting struggling students be held
back a grade would not help if they
are not taught in a different way the

second time they try to learn the .

same lessons.
“You can say you are not going to

BY RICK 8L WMER— THE WASHINGTON POST

President
Clinton
announces his
education
inftiatives at
White House.
Besides holding
schools more
accountable,
plans include
training former
military
personnel as
new teachers
and recruiting
1,000 Native
American
teachers for
schools with
high
concentrations
of Native
Americans.

have social promotion,” Shaker said,
“but that still doesn’t say how people
are going to meet the standard. What
do we do with that student? Do they
drop out of school? Is that what we
are looking for?” L

Top officials in states that fail lo
comply in any of these areas would he
notified by the Education Depart-
ment. If the state remained recalci-
trant, the department would begin to
rescind funding. First to go would be
administrative funds—about 1 to 2
percent of what a state gets from the
federal government for schools.

@he Washington Post
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Archer Signals Willingness to Deal on Social Security

By Georce Hacer
Washington Post Staff Writer

House Republicans sent a concil-
iatory signal to the White House on
Social Security yesterday when
House Ways and Means Commit-
tee Chairman Bill Archer (R-Tex.)
said he would agree to President
Clinton’s proposal to reserve 62
percent of budget surpluses over
the next 15 years while negotiators
try to come up with a plan to fix
Social Security.

“We will accept the presi-
dent’s offer,” said Archer, “and
work together within that frame-
work.” Archer’s panel will take
the congressional lead in piecing
together Social Security over-
haul legislation this year.

Archer’s commitment came a
day after Senate Budget Commit-

tee Chairman Pete V. Domenici -

(R-N.M.) signaled a similar will-
ingness on the part of Senate
Republicans to set aside some 60
percent of forthcoming surpluses

to help extend the life of the
Social Security trust funds,
which are projected to go broke
after 2032.

In his Tuesday night State of
the Union address, Clinton called
on Congress to reserve 62 per-
cent of forthcoming surpluses for
Social Security, and to invest up
to a quarter of that money in the
stock market. Together, the
White House said, those two

initiatives would extend the life
of the trust fund to 2055.

Archer and other Republicans
have rejected Clinton’s proposal
to invest part of the trust funds in
the market, calling instead for
individual investment accounts.
Republicans also disagree with
the White House over what to do
with the other 40 percent or so of
future surpluses, demanding that
the money be spent largely on
tax cuts, instead of devoting it to
Medicare, new retirement in-
vestment accounts and spending
on defense and domestic pro-

jects, as Clinton proposed.

While he moved toward the
White House position, Archer
did not explicitly embrace the
administration proposal that
Congress promise to devote to
Social Security the dollar
amount—$2.7 trillion over 15
years—that represents 62 per-
cent of the administration’s
projections of the surpluses.
That would be key if surpluses
turned out to be less than fore-
cast.

Coast Guard Seizes 9,500 Pounds of Cocaine

By WiLLIAM BRANIGIN
Washington Post Staff Writer

Federal authorities announced one
of the largest cocaine seizures in U.S.
history yesterday and local Arizona
police said they found a pair of
tunnels under the U.S.-Mexican bor-
der that they suspect were built to
sneak drugs into the Southwest.

The capture of nearly five tons of
cocaine aboard a Houstonbound
ship and the discovery of the tunnels
in Nogales, Ariz., fllustrated two of
the ways U.S. land and sea borders

continue to come under pressure
from international drug traffickers
despite interdiction efforts by U.S.
law enforcement agencies.

The cocaine, totaling about 9,500
pounds, was found last week hidden
under a load of iron ore aboard the
Cannes, a 580foot, Greek-owned
bulk carrier, after it was boarded by
Coast Guard inspectors about 125
miles southwest of Jamaica, officials
said. They said the load ranked
among the five largest cocaine sei-
zures recorded by U.S. authorities.
Its street value was estimated at up to

$186 million.
In a staternent, President Clinton

praised the cooperation of the Coast’

Guard, the Customs Service and the
Drug Enforcement Administration in
making the seizure and arrest five of
the ship’s crew. The commissioner of
Customs, Raymond W. Kelly, said it
is not yet known who owned the
drugs, where they were loaded onto
the ship or where they were sup-
posed to be distributed. But he cited
unspecified indications that crew
members might have been planning
to remove the cocaine in Mexico so it

could then be smuggled - overland -

across the US. border in smaller
loads.

The Cannes, registered in Panama
but owned by a Greek shipping
company, had taken on 26,000 met-
ric tons of iron ore in Brazil last
month and had subsequently stopped
in Trinidad on its way to Houston.
Most of its 24 crew members were
from Ukraine.

After the Coast Guard escorted
the ship into Houston on Wednes-
day, Customs agents arrested its
Greek captain, two Panamanians and

two other ship's officers from
Ulkraine and Nicaragua, officials said.
The rest of the crewmen were being
questioned.
In Arizona, police in the border
town of Nogales found the two
drugsmuggling tunnels
during a search of a residence and a
nearby tool shed. One of the tunnels,
300 feet long with no supports, began
in a drainage ditch on the Mexican
side of the border, U.S. officials said.
Authorities have not yet determined
the starting point of the other tunnel,
which is about 400 feet long and
buttressed with cement and wooden
planks. .
Kelly said the tunnels are in an
area of the border known as “a

notorious avenue for drugsmug-
gling.” However, police do not yet
know whether any drug loads had
already passed through them by the
time they were discovered.

Two other under-theborder tun-
nels have been found in recent years.
One, which led from a private home
in Agua Prieta, Mexioo, to a lumber
warehouse in Douglas, Ariz., was
used to smuggle tons of cocaine into
the United States until it was shut
down after a tip from an informant,
DEA officials said. The other, dug 60
feet below ground and stretching half
a mile, was intended to come up near

. the Otay Mesa cargo crossing point

in California, but was discovered
before it could be used.

@he Washington Post
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Pentagon Debates
Arms Treaty Changes

Plan Aims to Update Long-Range Defense

By Warter Prncus
Washington Post Staff Wnter

Pentagon officials are study-
ing a proposal that would allow
Russia to deploy a new strategic
missile with up to three war-
heads if, in return, Moscow does
not object to U.S. plans to build a
limited national missile defense
system at two sites with up to
200 launchers, according to ad-
ministration sources.

The proposal, which is being
discussed in.the Pentagon but
has not been accepted by the
administration, would require
amending not only the 1972
Anti-Ballistic Missile (ABM)
Treaty to permit an expanded
missile defense system but also
the START II treaty, which
claimed as a major goal the elimi-
nation of multi-warhead inter-
continental ballistic missiles
(ICBMs).

Discussion of the plan is one
indication that inside and out-
side the government, arms con-
trol experts are considering how
Cold War treaties between Mos-
cow and Washington can be re-
tooled to address long-range
missile threats from countries
such as North Korea, Iran and
possibly Iraq that may not be
deterred under the approaches
worked out more than a decade
ago between the world’s two
major nuclear powers.

Brent Scowecroft, former na-
tional ' security adviser in the
Ford and Bush administrations,
said during a_recent interview

that-*we have to find a new way’

of thinking about arms control”
instead of balancing numbers be-
tween the superpowers.
. Pentagon officials involved in
‘arms ‘control issues with Mos-
- cow Tecognize that the Russians
* .are worried that, because their
strategic missile force is aging,
any new push by the United
_ States- to build even a limited
missile defense is threatening.
The Pentagon officials’ plan, ac-
cording to sources, would allow
the economically stressed Rus-
sians to put more warheads on
their newest ICBM, which other-
wise is permitted one warhead
under START II. Such a solution
would give Moscow a relatively
inexpensive guarantee that its
offensive force would be able to
overcome any new-limited U.S.

missile defense.

Robert Bell, the National Se-
curity Council’s senior director
for defense and arms control,
told reporters yesterday, “The
Russian government is wary of
changes in the ABM Treaty that
could be construed to constitute
a threat to their strategic deter-
rent, that they would deem to
have the actual or potential capa-
bility to counter their strategic
forces.”

The limited missile defense
system being contemplated is
not the “Star Wars” space-based
model contemplated by the Rea-
gan administration, but a
ground-based system compara-
ble to that aliowed under the
current ABM Treaty. The old,
Cold War idea was that if the two
nuclear giants each had far more
offensive warheads than the op-
ponent could possibly shoot
down, both would be deterred
from attacking.

Bell said yesterday that the
Pentagon has not approved the
two-site, 200-launcher missile
defense system version that
would fall outside the ABM.
However, Bell said any new sys-
tem would be “primarily aimed
at the capability to defeat a
rogue state that acquires a very
small number of ICBMs
equipped with weapons of mass
destruction warheads.”

Under START II, which the
Russian parliament, the Duma,
has yet to ratify, both sides
would reduce their nuclear arse-
nals to 3,000 to 3,500 warheads.

President Clinton and Russicn

President Boris Yeltsin have en-
dorsed goals for a START 1l
treaty that would take those to-
tals down to 2,000 to 2,500 war-
heads. v
Unofficially, Russian officials
and Duma members have talked
about revising downward war-
head numbers on both sides,
even from START III numbers,
which Russian military sources
said can’t be maintained in the
current economic climate, :c-
cording to Bruce Blair, an expert
on Russian weapons at the
Brookings Institution. Blair has
projected that Moscow can build
only 40 to 50 TOPAL ICBMs a
year and perhaps 500 of these
missiles overall. If, as contem-
plated by the Pentagon officials,
the Russians put three warheads

FILE PMOT:I
National Security Council’'s Robert
Bell said idea is not yet approved.

on each missile, the 1,500 total
would far exceed the maximum
of 200 launchers in the proposed
U.S. defense system.

Although the Pentagon has
not officially adopted the two-
site plan, one administration
source said yesterday that a deci-
sion might come “in two to three
months.”

“We have to determine wheth-
er or not we can defend the
entire 50 states from a single
site,” Defense Secretary William
S. Cohen said. “That’s a determi-
nation that has not yet been
made. But in the event that more
is needed, multiple sites, we

~ would have to amend it to ac-

commodate that.” He added,
however, “We have already be-
gun environmental site surveys
for potential basing sites in both
Alaska and North Dakota, and
we have briefed Russian officials
on these activities.”

Secretary of State Madeleine
K. Albright told reporters yes-
terday that on her upcoming trip '
to Moscow she will discuss ratifi-
cation of START Il and how new
threats of missile proliferation
“will affect the ABM Treaty.”

Michael Krepon, a former arms
control official in the Clinton ad-
ministration who is president of
the Henry L. Stimson Center,
which studies arms control, said
yesterday that he is not an oppo-
nent of missile defense but thinks
the Pentagon plan is “the wrong
tradeoff. The tradeoff should be
deep cuts plus limited defenses.
The administration ought to look
at this problem whole and not
pizceneal.”

Inside the Clinton administra-
tion, said one senior official, Penta-
gon planners are arguing that arms
control supporters “must choose
between cooperative amendments
to existing treaties and their old
goal of getting rid of land-based
multi-warhead missiles.”

&he Washington Jhost
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TALKING IT OVER

BY HILLARY RODHAM CLINTON
RELEASE: WEDNESDAY, JANUARY 20, 1999, AND THEREAFTER

Molly Lozoff of Miami, Fla., is a retired real estate broker. When she was
35, her husband suffered an incapacitating stroke that left him unable to
speak. It was then this mother of four discovered that Social Security was
there to provide disability benefits for her and for her children. Molly is
now 77, and once again, she has been able to turn to Social Security for
support.

Molly's story reminds us that Social Security is not just a retirement
program. Many of us don't realize that Social Security protects us in the
event that a spouse or parent becomes disabled.

Her story also reminds us of another critical issue: just how important

Social Security is for women. Most women earn less than men, and many do not
receive private pensions. Women are more likely than men to work part time,

to spend some time out of the labor force and to live alone in their

retirement years. And, on average, women live longer than men.

For these reasons, women make up more than half of all the elderly

recipients of Social Security -- 72 percent of those over the age of 85. For

many women, Social Security is literally all that stands between them and
poverty.

This week, in his State of the Union address, the President offered a bold
framework to help save Social Security. He proposed committing 60 percent of
the budget surplus to Social Security and investing a small portion in the
private sector in order to earn a higher return for all of us.

Social Security has often been called the "third rail of politics" -- the

issue that every politician is afraid to touch. I am proud that my husband

has stepped up to the plate and demanded an end to this head-in-the-sand
approach. And I am pleased that he made the point Tuesday night of reminding
our lawmakers that they must also work together to reduce poverty among
elderly women.

As all of us who are aging know, health-care security can be just as
important as retirement security, which is why the President also announced
a plan to strengthen Medicare.

This week's State of the Union address was my husband's seventh and the
last of the 20th century. As such, it offered him a unique opportunity not



only to assess where we stand as a nation but also to chart a strong and
sure course for the next generation.

My husband took office at a time when America's economy was troubled, the
deficit was high, and citizens feared for their safety. Today, we can all
feel pride in our country and confidence in our future.

We are in the midst of the longest peacetime economic expansion in our
history. For the first time in three decades, the budget is balanced.

Violent crime is dropping, and our environment is the cleanest it's been in
a quarter century.

Now, though, is not the time to be complacent.

To strengthen our families for the 21st century, saving Social Security

will be our first priority. But there are many other challenges as well.

For six years, this President has kept his eyes on the goal of helping

America's families who every day do their best to balance the demands of

work and home. To further that goal, this week, he called on Congress to
increase the minimum wage and to expand the Family and Medical Leave Act to
benefit 10 million Americans who work for smaller companies.

More than ever, men and women feel pressed to meet their obligations as
workers and their responsibilities as parents. So, the President also laid

out a bold agenda to improve child care, expand after-school programs, and
provide a new tax credit for stay-at-home parents. He announced a plan to
make America's schools the best in the world. He proposed the extension of
health insurance to millions who can't afford it. And he urged passage of
the Patient's Bill of Rights and action to protect our children from handgun
violence and the dangers of tobacco.

When Molly Lozoff visited the White House last October for a roundtable
discussion on women and pensions, she said, "I am so proud we have a
President who feels a tug on his heart for our plight -- the plight of the
elderly." This President is determined that America begin its journey into
the next century with every American family solidly on board.

To find out more about Hillary Rodham Clinton and read her past columns,
visit the Creators Syndicate web page at www.creators.com.
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Women and Social Security

How Social Security Helps Women Today

Social Security recipients. Women represent 60 percent of all aged Social Security recipients
and 72 percent of beneficiaries age 85 and older.

Average Social Security Benefits. In 1996, the women’s average monthly benefit was $633,
compared to $842 for men. _

Reliance on Social Security. Unmarried women - including widows — age 65 and older rely

on Social Security for 51 percent of their total income. In contrast, Social Security benefits

comprise only 39 percent of unmarried elderly men’s retirement income, and only 36 percent of

elderly couples’ income.

e 75 percent of unmarried elderly women depend on Social Security for at least one-half of
their income, and

e 25 percent of unmarried elderly women depend on it for their only source of income.

Several aspects of the current program help women.

e Social Security provides a guaranteed, inflation-protected benefit that lasts as long as you
live, Women tend to live longer than men, potentially exhausting other sources of income.

» The current benefit formula provides a higher proportion of pre-retirement earnings to lower
earmning workers who are more often womern.

o Social Security provides dependent benefits to spouses, divorced spouses, elderly widows,
and widows with small children.

Socio-economic Characteristics of Women

Median Earnings. The median earnings of full-time, year-round women workers in 1997 was
$24,973, compared to $33,674 for men. Women's earnings relative to men have increased from
60 percent of men’s earnings in the 1960s to 74 percent in 1997, but the difference is expected to
continue.

Labor force participation rates. The labor force participation rate for people age 25-64 was 72
percent for women compared to 88 percent for men in 1996, More recent cohorts of women
have entered the workforce at younger ages than in the past and have maintained a consistently

higher participation rate. However, women are not expected to reach the same level of
participation as men.

Years out of the workforce. Of workers first receiving benefits in 1996, the median
woman worked 27 years while the median man had worked 39 years.

Pensions. Elderly women are less likely than elderly men to have significant income from

private pensions. Only 30 percent of women aged 65 or older were receiving their own pensions
in 1994 (either worker or survivor benefit), compared to 48 percent of men.

» Pension coverage is increasing for women in today’s workforce. Currently, pension
coverage among current workers is almost equal for men and women: 51 percent of

SSA/DCP 1 01/19/99
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men are covered compared to 48 percent of women. However, women still receive
lower pension benefits due to their relatively lower eamings.

Poverty rate. The poverty rate among elderly women is13.1 percent, while elderly men have a
poverty rate of 7 percent.

Poverty rates are higher for unmarried women than for married women:

e Marred 4.6%
e Divorced 22.2%
o Widowed 18%

¢ Nevermarried 20%

Life expectancy. Women reaching age 65 in 1998 are expected to live, on average, an
additional 19.8 years compared to 16.2 years for men. Life expectancy rates at age 65 are
anticipated to increase to 21.1 years for women and 17.2 years for men in 2030.

Specific Issues with Individual Accouxztgz

Individual accounts may provide higher returns in general, but many women may not benefit
from them because of a variety of reasons.

e If the accounts were based on a percentage of earnings, women’s lower earnings levels and
fewer years in the workforce mean that women would have lower contributions to their
accounts than men would.

e Women benefit from the survivor’s benefits of the current program. These benefits may not
be available or guaranteed with individual accounts.

e« Women may invest more conservatively than men and therefore may see lower returns on
their investment.

¢ Divorced women may not have access the their ex-spouse’s individual account - the
specifics may leave the accounts vulnerable to allocation in the divorce settlement.

e While the current program provides an inflation-protected benefit for life, individual
accounts may not have this same guarantee. Women’s longer life expectancies mean that
they would need to spread the money from their accounts over a longer period of time —
gender specific annuitization could leave women with smaller monthly payments than men.

Policy Options to Reduce Poverty among Women

(Cost estimates are preliminary)

1. Increase survivor benefit to the higher of current law or 75 percent of the combined
couple’s benefit (with a top limit of the average benefit). Under current law, survivors
receive either their own worker benefit or 100 percent of their spouse’s primary benefit, This
option would provide the widow with a benefit equal to either 100 percent of her spouse’s
benefit or 75 percent of the combined couple’s benefit as long as that 75 percent does not

exceed the average worker benefit. The benefit provided by this option would better reflect
the total income that the couple received before the spouse died.

SSA/DCP 2 01/19/99
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Effect on poverty: Would reduce elderly poverty from 12% currently to 11.8%. (based on
1993 poverty estimate). If fully implemented in 1993, 58 thousand people
would be lifted out of poverty because of this option.

Cost: $936 million (First year cost assuming the option was fully implemented in 1993)
0.12 percent of taxable payroll if implemented gradually beginning in 2000
0.20 percent of payroll if implemented fully in 2000 for all new beneficiaries
0.24 percent of payroll if fully implemented in 2000 for all new and current
beneficiaries.

2. Increase primary insurance amount (PIA) for men and women age 85 and older to the
poverty threshold. This option would provide all beneficiaries an automatic increase in
their PIA at age 85 if it falls below the aged poverty threshold.

Effect on poverty: Would reduce clderly poverty from 12% to 11.8%.
If fully implemented in 1993, 70 thousand people would be lifted out of
poverty because of this option.

Cost: $989 million (First yEéi?oost assuming the option was fully implemented
in 1993)

3. Establish credits or additional drop-out years for caregivers. Men or women who take
time out of the paid labor force to care for their children or elderly relatives would receive
cither wage credits or additional drop-out years toward their Social Security benefit.

4. Establish minimum PIA based on number of years worked. Workers with 40 years in
covered employment would receive a benefit equal to the poverty level. Workers with 20
years in covered employment would receive 60 percent of the poverty threshold (between 20
and 40 years would receive a pro-rated benefit).

Effect on poverty: Would reduce elderly poverty from 12% to 11.9%. _
If this option were fully implemented in 1993, 23 thousand people would
be lifted out of poverty.

Cost: $338 million (First year cost assuming the option was fully implemented
in 1993)

5. Increase the SSI disregard from $20 to $78.50. This option would increase the amount of
Social Security benefits that are disregarded in the calculation of SSI benefits from $20 to
$78.50. Each person currently receiving SSI, and each new applicant, would have their
benefit recalculated disregarding $78.50 of unearned income.

Effect on poverty: Would reduce elderly poverty from 10.5% (1997) to 10.2%.
If this option were implemented for all SSI recipients in 1997, 325
thousand people would be lifted out of poverty.

Cost: The upper bound cost if the disregard were increased for all SSI
beneficiaries would be $4.5 billion in 1997. If this were restricted to only
SS1 beneficiaries aged 65 or older, the upper cost would be $1.4 billion.

SSA/DCP 3 01/19/99
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amassing big reserves. But, by 2032, as the last of the baby
tire, there will be oo few workers to pay for the
hnge numhc-x of retirees. Without fixes now. henefits llun
»mll have 1o be cut bva (]UnllCl‘ or taxes raised by achalf.

boomers re

AWell before then. Social Security also -
will pui pr(-\\'m'c on the federal budget.
Right now! hecause the program takes m
more than 1t spends. the federal Budget
looks more flush than it would otherwise. After 2013, when
the babw boomers start retring. the program will take in less
in axes than it owes i benefits and will begin tapping into
the interest earned on its reserves. By 2021, the program will
sturt redeemning the Treasuiy scunmcs m which the resenves

are invested, fm(mu government to come up with substan-
tial sums cach veat.

And there’s another problem: Social Securiey increasingly
strikes the affluent as a bad financial deal. When the pro-
gram was newer. it could offer generous benefitincreases by
increasing taxes on a fast-growing crop of voung workers—
creating huge windtalls for rich\ as well as poor retirees. But

sible 1o ralse taxes enough to sustain such windfalls.

Social- Security’s fundmm nial design.

as the program ages and (hlnl)}:‘l |ph|cs change. it's not fea-
retirees. particularly the affluent. the benefits of Social
Security are fading in relative importance o other retire-
ment income; this may diminish political suppart for the

program wmony wealthy elites and opinion makers.
These financial realities have, inowarn, prompted «rm\\mq

questions about the underlving structure and mubiiple mis- *7

sions of the program. and cven about Roosevelt's premise
that government is better placed tun individuals to pm\ulc‘

cconomic security for Americans in their old age. In short.

SOCIAL SECURITT ADMINISTRATION

l\ about how to close the

the debate is no longer mer
future funding gap. but whether 1o scrap some or all of

Conservative and centrist ].l\\_lll'.lkt'l'S are gi\'ing: serious
attention to the idea of privatization—diverting some or all
of Social Security pavroll taxes to individual retirement
accounts, to be invested in stocks and bonds,

Or new
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surelvnon Teast

Swindfalls conld make

Even liberals whe oppose privatizaton are
that Wall Street’s money machine
Securin

now hoping

can help close Social
s fiscal zap. Thev want gove rment to be allowed o
invest progriun reserves in the stock market and use the
highdr returns to keep the system solvent.. .
Some members of hoth partics are also counting on
unexpectedly Tirge budget sarpluses too make reforming
Social Sceuriv aclot ess panful.
But while budger
and investment
reform simpler,
there wre suill plamy
of tough Tssucs 1o

resoulve. President

Clinton’s top cco-
r. Gene )
B. Sperling. savs the White House is now wrestling with four

namic advise

basic questions:

conunitted o Social Security, how much should be mvested

for Tngher retarns, what's the best way ol vesting those "—.

mdndual accounts: and Tast, but
s How T weDull this divided

throagh ¢overnmeaent or
Do sl

government tovether in a consensus on these

tons-.
——— . o) .
Fhat would be tough even without a Scnate impeach-

ment rial o poison the atmosphere, Bur there are also
aood reasons that nvimakers might give iva go.

Waiting anakes the solutons far tougher. and it werode,
public contidence in hoth Social \uml(\ and government
itself L
pluses not dirccted o Soctal Sceurity will probably be used
lor something else. And a legacyv-minded Democratic Presi-
deint. anvious o redeen himself, could Otfer political cover

Eeonomic booms don’t last forever, and I_mdgcl sur-

10w gun=shy Republican Congress i the brief window before.

partisan clectioneering restmes for the 2000 presidential
cingrign,

THE VISION

Sacttt Security’s strength. and perhaps s weakness, lit'<
m s attempt o be so many things to so many peaple.
aspires to be bath aomulu- line insurance program and an
mconme redistribution etfort.

The msurance is meant o protect workers and their fami-
lies against a loss of income from a variety of major hfe ris
or the carly death of a

the mhnmn of old .u_{c disabilin.
hn_.u_l\\n_lml.

In theorv, nuny people could save enough on their own
1o guard against such slings and arrows of ounageous for-

tune. Butin practice. the human factors intervene: the
hubis of vouth, the desire for immediate gratificaton. the

“How much of fture surpluses should be

m«sm &.a::h.@i’ G2 ME‘-K

inability to plan ahead. the random devastation of life’s
unfairness. Without some sort of national retirement plan,
socictvy would be left to grapple with a perpetial destitution
alflicting a sizable pereentage of those too old. infirm, or .
battered to support themselves,

In exchange for paving o shuare of their wi wes o the pro-
grain-—6.2 percent cach from e n)pln)cn and emplovee—
workers are entitled 1o several benefits that guard against
this harsh reality: & monthly retirement check
cqual to a share of their pre-retireient earnings,
adjusted annually for inflation, from age 63, or a
lesser benefit from age 62, unil death; a benefit

WM

for-the elderly spouse and children of retirees: a
disubility benefit covering workers and their
dependents: survivors” henefits covering children
and. often, spouses of deceased woikers or
retirees: and a one-time S230 death benefie paid
to suvivars, More than 30 percent of the pro-
gram’'s beneficiaries are people other than
retired workers. )

The income redistribution goal of Socdial Secu-
v is to make sure that lows-income workers can
retive with dignitv. Therefore, Social Security is
tooted 1o replace a greater sharve of preretire-
ment income for low-income workers than for
high-income ones.

In the pust 40 vears, the program has helped
reduce poverty rates among the clderly by more than two-
thirds. and has vansformed the elderly from the poorest of
all age groups 1o the least poor. Without Social Securiy, even
todav, an additonal 41 percent of the elderly would be paor.

Although its architects envisioned Social Securuy as just
one leg of what thev ealled the "threclegged stool™ of retire-
ment—ito be supplemenited with anplovers” pensions dnd
private Social Security is the mainstay for
many clderiv. Te accounts for 40 percent of the income of
and nearly three-quarters of the
The average monthly

savings—1today,

the elderly as a whaole,
income of the poorest 40 percent.
henefit for retirees is $780,

THE PROBLEMS '

But Social Sccurity husn't merely given workers a basic:
safety net. U p until naow. Social Security has etffectively
offered Lhun insurance and & pension benefit as qm;d as or
better than what they could get by saving and investing an
cquivalent amaount on thewr own,

On average. the beneliciaries retiving in 1941,
vear benetits were paud. got the equivalent of a 36.5 purcent
annual interest rate on their contributions—ceven after the
unpact of milation is factored out. For those retiring in
1965, tns inflation-adjusted
under 12 percent,

Tlu stratosphieric returns of the cnl\ days runllc(l from

[}I(' .\_('("U“d

“rate of return” was just ashade

@ decision 1o sturt paving bencfits soon after the program
started. and before workers had paid in enough to tinance
them. This was part of a conscious government subsidy o
workers whose careers had been blighted und savings wiped

.out by the Great Depression. Later benefit increuses—

fininced by expunded participation. g growing work force.

! 4 & §
fast wage growth. and higher 1ax rates on workers—have -
helped keep returns high.
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Crityisel—und longer life expectmeies.

But s more workers pav in ar the lm'hc) rates for more of

their careers, the e of retrn fills. B\ 1990, for example.

average returns had fllen o 3.8 percent, with some groups—

chictlv single inen and e affluent—getting less. From 2015
on. the retims are expected 1o hover around 2 pereent.
Hiking taixes could boost retrns once avcain. But the

Salling ritie of workers 1o retirees makes that-less feasible.
Indeed. ihe

Owing imhalince benween workers and

retirees will leave the program short of funds to

]).I_\ Cret curretit I)l(_HHl.\

In 1955, the rato of workers o retirees was K.6-
a

to-Torodav it is 3.3
1o full 1o 2 94001

to-Toand i 2025, 10 is projected
Buricd in that stanstic are sever-
al ditTevent population trends: declining birth

ries, the sheer size of the baby boom generation,
carlicr petirements—thanks in part 1o Sociul Sceeu-

Maereh muking the program solvent out to the
Thvemr time horizon tha Social Security tradi-
tonally uses would l(l]||ll( an immediane
increase o 18 percent in the current Social Sceu-
PV EX on wages—iaisity the rate fiom 1244 per-

cent ol wiges 1o -6 percent. Waitjing unnl 2
toomake the .llnlll\lllu nt would require o much
Laraer hike,

A pavrollrax hike also raises serious assues of 8
nequine The tax is hardest on lower-inéeme peu-
ple hongh e is purdadly oftset by an Earned Income Tax

Credin and on small ¢ mplovers. Addedao the oiher ¢ xpuct-

ed costs of the haby boomers” retire mun—sk\uuknnng
health care expenses top the list—the burden on the next
generation of wirkers could be heaw indeed.

Presicdent ( IIIIII)II—I]H)ll"h he has pointedly declined to
stake ot @ detaile d position on reform thus £ r—1h: 18 all but

cruled ot pavrall-tix hike. Other alternatives, suc h as cut-

tine beoctits or rising axes on more-affluent workers, are
problematic: Some benefie cuts could throw low-income
retirees inte goverty and s hikes on higher-income work-
crs conled further reduce the rates of rern for the middle-
classand aftluent. Raising the retirement age=a rational
tlew given the continuing increases i life cxpccmn(:.\"—is
perhaps the .most tinpopular idea of all. across income
sroups. according to naton survevs, : :

As the finaneial frailties of the correncsvstem hine begun
to ctch themselves on the public’s mind, more questions
have heen miséd about the program’s design .md philoso-
ph\

vou-eo svstem has come i for harsh sarutuny,
awnid scheme thet has worked so far onle

The prv-dss
Corities eall it a Py

hecause populition growth and paveoll-iax increases per-
mitted . handsome p.nn(l v nhu u»nnlhmnxs

Others contend thatgthe pmul i has discouraged indi-
vidduals from saving for their own retirement—fostering a
Hight trom pevsonal responsibiliey and depriving the econo-
mv af o source of investment funids that conld boost eco-
nemic growth,

Social Securinv’s awn attempts o
hml(lmu up reserves within, the svstem afer 1983, critics sav,

creqte "savings” by
his nnl\ made things \\()I\( by enabling o spendthritt gov-
cronment 1o live lu\nnd its means. That will muke the
inevitble. looming Bt Ll'thL'lung thit mue h more uniul

philosophical.

The,program’s financial roubles also raise questions about
national prioritics. Workers” carlier exits from the work foree
and their longer life (\])ulmuu |1 we substntindiv le n\'lh-
ened the time Americans spend inre Hnmuu “Hew do we
witnt 1o allocate our futre socictal we Aths " asked
Steuerle of the Urban Institute. "Dowe wint asociens and a

gn\unmun devored o retivement and health care and linne

Tuuene

“else. orare there other llnngs we wint o foster and encour-

Unfortunarely,
sy crities, the enti-
tlement nature of
Social Sceurity and
s sister piogram,
Medicare, pre-cmpt

a4 serions discussion

of spending priori-

ties. and mstead put

the budget on .mlopllnl Thanks to enttdements, said Sén.
Robert Kerrev, D-Neb.. in i recent speech, in another 30
vears . ..
m:lchinc' .\l\m;, money in and s wisferring it right hack
out.” Kerrey and Sen. Daniel Patrick Mowvniban, D NY. e
COSPONSOLS s of a reform pmp(,u.ll.

PULLING FOR PRIVATIZATION’

Faced-with an unpalatable :|1:'|';|)"<=)|' options. many law-
makers have become il\(‘l'c:l.\'illél'\' cnamaored with the ided
nfpl Ivatizaton.

The idea. as it tarns out. is really three ide: h-——pl('lllld
ing. diversified invesunent. and individual accaunts—rolled

mto one: ) :
Prefunding. or advanced funding. means that workers
would set aside funds toward their own rcliruncn'l rather
than Social Sccuriny’s current pav-as-vou-go svsteniin which
current \\(III\LIs are taxed 1o p AV oue neretirees,
Diversified lIlIr\/Hlt wt means that, those savings could be
invested in commaon stocks and corporate bends, uilike
Social Security, which is curre ntlyv required to invest in
lowervield, governmentguarineed Treasary hun(ls
Individual acemous means that the funds and their procecds
are owned and controlled insome fashion by individiials,
The atraction of privatization is par Pl':\glll:lli(:. and patrt

Advance funding, sav advocates, could case the bhurden
On LOMOTTOW's \\Ull\('l\ becanse more assets and the greater
returns from m\c\unu in stocks over time could parmit
Jlower tuxes or higher benefits buer. If advanee funding also

gets the nation to save more—a matier of some debae—

this will provide more capital tor investment. thereby boost-.

g cconomic growth and leaving the nation wealthier i

future gencerations. Individual accounts, suy proponents,

the entire feder al budget will resemble an ATM
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while thevworked.

Survivors of workers

@ Dependents of retirees

E%" Disabled workers. dependents

IN BRIEF .

M 147 nullion workers, and their
© employers, pay taxes on wages o
finance Social Security. .

8 The payroll tax rate is 6.2 percent
for the worker and 6.2 percent
for the employer. In 1998, wages
up to 368,400 were taxable.

B The average benefit for today’s
retived workers is $780 a month.

SOURCE: Sacial Securiny Adiministanion,
Americans Discuss Social Security
WHY IT’s IN TROUBLE
Birth and death mtes are two main
reasons that Social Security faces
long-term problems. High fertility
rates after World War 1 were fol-
lowed by low rates in the "70s, '80s,
and "90s. Meanwhile, Americans
have been living longer. The result:
When the baby boomers vetire, there
will e relatively few workers 0 pav
for their Social Security benefits.

Number of Children Born per Woman

————

vcial Security was created in 1935 to provide income support for
retived workers. Towas Later expanded to assist their dependents and
sunrvivor, as well as disubled workers and their dependents. The primmay
source of the program’s revenues is a payroll tax paid by workers and their
“employers. Today's workers pay for the Social Sccurity benefits of today’s
retirees. The level of benefus' for retivees is ried 1o how much they carned
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Life Expectancy at Birth

REY

1940

614
1960 66.7 73.2
1980 169.9 775
2000 73,5 79.6
2020 75.7 81.1
2040 77.2 82.3

SOLRCE: Sncial Security Trustees Repoit

Worker:Beneficiary Ratio

S EEA
1960

2040

1980 2020

SOURCE.: Sacial Sccurity Trustees Report

How IMPORTANT Is SociaL SECURITY?
For millions of retirees, Social Security is
essental. 1t accounts for more than 40
percent of the income of the elderly.
Without Social Security, about 50 per-

- cent of the elderly would be considered -
pom:, instead of the 9 percent now in
that category.

Sources of Income for the Elderly

Social
Security

Income
from
assets ;
Pensions,

annuities

'

The Share of Retirees’ Income
That Social Security Represents

Less than 50
_ percent of

100 percent
income .

of income

90-99,‘:&
percent %
of
.income
50-89 puicent
of income

SOURCE: American Institte of
Certificd Public Accountants

-How Gocep A DeaL?

The first Sacial Security recipient,
Ida Fuller, paid $22 in Social
Sccurity 1axes and received about
$20,000 in benefits: But Social’
Security isn’t as good a deal as it
used to be, particularly for average-
and higher-income taxpayers. |

Average Inﬂatioﬁ»Adjusted Rate of Return -

36.5%

Years to Recover Retirement Portion of |
Employee-Employer Social Security Taxes,
Based on Year of Retirement

04

1940

XH
1960 0.7 1.1 14 .
1980 22 2.8 317
1997 96 139 191
2015 189 242 392 - '
2025  16.2 262 524

SOURCE: House Ways and Means Comitee
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WHEN It Goes INTO THE RED -,

Predictions of whén the Social-Security trist fund will be depleted vary -
according to economic and demographic assumptions. Every year, Social -

Security trustees issue three long-range projections: a low-cost projection

with optimistic cconomic and deniographic assumptions; a liigh-cost pro-.

Jection with pessimistic economic and demographic assumptions; and an

intermediate projection with consensus assumptions. The timetable for

insolvency also depends on whether one counts interest.income owed (o

Saciid Sccurity. The government doesn't haye the mle:est income on

hand and will have 10 lmd away to p1\ it.

Trust fund asssts, including interest income {in billions of dollars)

Low-cost.

projection
Intermediate

projection

High-cost
projection
. i

1930

200C 2005

A e,

Intermediate
prOJechon
. Hngh cost
pro;ectlon
2010 2015 2020 2025 ‘7030 2035

WHAT THE PusLiC THINKS .

One big unknown in the debate over reforming Social Security is how the pub-
lic will react. Opmmn polls show that the pubhc wants Congress to 1ake action
to strengthen Sociat Security, but doesn’t consider the maiter a crisis.” Young

" SOURCE: Social Secririty Trusiees Report

pe o})k ave the ones most critical of Soual Security.

How high a priority should cach issne be for Congress?

"Improving the nation's education syster . e

Passing legislation to strengthen Social Security
Health care reform ..............

Tougher crime enforcement legistation ......,...... cereans

A cutin taxes for the middleclass-.................:.

SOURL

E: Vankelovich Partners Tne. for CNN-Time m);lgazinr:(?,"QS)

.Security:

: No!aproblem

. THE AMERICAN FAMELY
RS :

Completely redes ign

Acrisis .
A problem ‘butnota cnsns

Not sure.
SOURCE \mlk(]n\hllrﬂr(u\\ Irmr(l,‘)s) :

§ .

MORE SECURITY FOR

*7 NOILYHESININGY ALIHNO3S 'nrbos 025718000

R Prmas e Y ]

SO(IAL SECURITY BOARD '

wis

To dcal wnh futurc ﬁnan(ml prob-

]ems of Social Secunly.
should

Conlglcss

S_OCIal Secunty
Make changes, but preserve it .
basucally asit Is .
Leave Social Securlty alone
SOURCL Hnndrd/('hlhnn (5/98)

GENERATIONAL DIFFERENCES
The Social SLCHFI[) program is in
crisis: !

Age18-34 ...icoiviiiiiieninnn. .. 30%
Age35-49 ..........l............39
Age50-64 .........ceuuniiiinnnnn. 31
AgeB5+ ...oviiiiiiiinaiinniene . 16

Socnal Security is not fair.to people
your age:,

Age35 -49 .....
* Age 50- 64 Ll
AGEB5+ ..viiniiiisiieeieiniaene 15

h ,S()L-R(,f,- Yankelovich fur CNN-Time (4/98)

T T Ty
: m& e |
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Jim Kalbe, R-Ariz.

than money invested b

could allow workers of all income levels—und potentially
their heirs—to become selforeliant, accumulate personal
wealth. keep retirement savings bevond the reach of spend-

thrift politicians, and have aomore secure retirement.
“Instead of an TOU from a govermment progran in finan-
cial collapse. vou're going 1o hiave o phasical asset that vou
own. whichawill have expanded dranticalle,” said Sens Judd
Gregg, RN i an intaview. Gregg is aclead sponser, with
bcn._[nlm'l}. Breaux. D-La., of the 21st Contiry Retirement
Act, a purtial-privinization plan co-sponsored by Reps.
Charles W, Sten- :
hoho, D-Texas, and

But comparisons
between a privatized
retirement inyvest-
ment plin and Soctal
Sceurity have 1o he
approached  with

caution: There's no.

cain without some

pain. .
If Social Security were prive m/(d starting with todayv’s
vouth. the progrin would be short nearlv 39 wrillion in pay-
ma back already promised henetits over the nest 7a vears.
sworkers would then have

To completely prefund. toda
to pav mwices once to put aside investnent money for their
own retrement. and agaim to pay for the Social Seourin
benelits promised w the carrenty and <oon-te-be retired.

I short this generanon—and especiallv vounger workers—-

would have 1o forgo alot of spending 1o case'the burden on
future generations,

That's o far erv from somie of the claims that have been
made abour privatizaton. Sure, investing a sum of money m
the stock markedin the long run can make vou a ot vicher
i retirement than can sendimg the same qmount p'l\roll
taxes ta Washington 1o shore up Sacial Sceurity. But it isn’t
an cither-or plnpn\nmn

Most of the monev collecred e Social Security taxes. now
and for decades 1o come. is needed to pay oft promises
aready made 1o retrees. widows, and disabled workers—
and those promises will have 1o be met whether or not the
svstem is privatized.”

Factoring in those pavments. on which workers would
carn nothing.
return {rom privatization for vears to cotie.

Workers under privatized Socid Security also woudd have

to pav the cost of fife insurance. disabilitv insurice. and an

inflation-adjusted annuitv—rto repliciate Social Securin’s”

panoply of be mhl\ ) o

The stock market does protse substantiadle higher vields
1 Treasury bonds—7 percent com-
¢

proed with 2.5 pn‘l_'cnl. alter correcting for inflanon. But

instock and bond markets. the higher

s'ul').\'lnnli;lll.\' reduces the overall rate ot

stocks come with hicher ni
{ ues depends on his or her investnent acumen and toler-
ance for riskoand on the state of the ket when he orshe

s. How any particub individual

cashies ot .

I8 casy 1o exaggerate the henelits of priviizanon, The
Hbertarian Cato Institute. which favers full privitization,
daes sain a baoklet designed for the general public, when
it _\';l_\'.\'. for example, dhat o voung SEAGO00--vear waitress
would reap just S1T3406 0 vear from Social Scourity in retire-
ment but as much as $H4.411 a vear if she had invested her
provroll xes ina stock fund—with burely o whis-
per about trunsition costs, lost insuranee beae-
fits. or risks, There are plenty of strong argu-
ments 10 be made for privatization—hu alehe s
s not one of them,

PIOOIA v aevii

TowaRD MiDDLE GROUND?

I realite, however, the choices aren’t really
just benween total privarization and o passel of
tax and benetit cuts to preseive the sttus quo.

Most plans enibrace only parual privatiza-

ton—diverting a portion of pavroll taxes 1o pni-
vate accounts and combining these with a sealed-
back version of Social Scourity.

Fyen those—ainlv' iberal Democrits—who
want 1o presenve Sociil Securin’s basie structure
are now embricing the idea of prefunding and
mvesting in the stock market—but with one cru-
cial difference. Thev want .o permit the federal
government. rather than individuals, o invest Social Scecuri-
s Large and growimg reserves inthd stock market And they

want the procecds 1o help finance the overall program,
rather than o become privacely owned assets of individudls,

Gerting higher vields for the progrian could go along way
toward restoring s finsncial hesdth, Robert AL Ball—a for-
mwer Social Securin Admimistration commissioner and the
program’s most ureless defender—has drafted o proposal in
which he chiims that if the progrnn’s resenves were invested
cturng carned would
cover more than half of Social Scecuriv’s shorfall,
Brookings Institution ceonomists Henry |
Raobert D Retschauer

merease Soci) Securiny's reserves substimnallv bevond what

Auron and
otfer a reform plan that would

crurent law anticipates and would diversifv the nvesunent.
Thev estnate that this change alone would close 68 pereent
of the program’s long-term deficit. '

Investmg the reserves, while controversial in it osen vight.
potentialhy helps blunt some of the other criticisms o the
progran. Until now, building up reserves in Social Security
has effective v meint fueling federal proflizucy—sending
money Congress could e to make the hudget look more
in balunce. in exchange for e 10Us.

It permiting Social Securie to invest i the siock macker
wottld put the reserves bevond Congress” reach. and would
force gl'(';ll(,‘l"i'iw;ll discipline—also a matter of come
debite—such wstep could actually add o national savinges.
hoost ceonomic \'fm\\'lh and hiehten the burden on the next
generaton, much the sarme ws WUS PUIVATE dCcounts could.

Manv puarties to the discussion are hailing the growing
prehuding and stock market investing as
bipartisin solution. But that <nll”

agrecmient over
the first step towird
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leaves a major rldnm about who \]Illlll(l do the Hl\(\llll"
goveriment or individnals?

Who CONTROLS THE MONEY?

Prividization ciithusiasts all have their own grim: seenurios
about whar would come of letimg Unele Samy loose an Wall
Strect with Billions of dollars in Sacial Security reseives, They

civisage public pressure for Congress's to chusten compatites

thatmove a plnt overseas: pressure (o scll stoek in companies

that oo business in unpopular conntries: or Congress’s using -

i extended bull imarket wooraid Social Securin's reseves,

A lot of praminent. and notso-prominent. peaple don
hike the ddea of the 11-(1(-1"|l government’s controlling tha
much invesimen mnm\ o Wall Streers Alah Greenspan,
chayrman of the Fe rll ral Reserve Bourd. has publicly
dimped onthe iden, So has Sen, Phil Gramm. R- ](\u

“Not une Republican will ever ~||[ |)HH such a swsiem.” he
sied, Neither will Tialf the Demoers.,
,mhlu 1o be dubious whout this approach.

But fears of goncinment imerference in the markets are

Polls also \h()\\ the

everblown. cotmter those who wiant Social Sceeurity o invest
i bulk i private seonvities e ll]\( s Many state govermmnents
l]IL.l(I\ o <o, llnnm'll then madubilhon- (lull wpension
fumds (or state werkers: And. thev g ue. s |nm|1»h L s
Lue the prog
Broakings’

Reserve
among other \"l!l'--li'n'('l\'—m keep Congress from influene-

ram’s investments from politcal interference,
Asron and Reischauer propose a Social \unll\
Jouard. modeled on the Federal Reserve Board—

Cing investment decisions or g ml)uw THVestent mains,

Rep. Benjiomin Cardin, D-Nd.. W s and Me .m~( OTmit-
1ce meimber who is dis l]llll“ his own Social Secarity proposal,
<avs thie public will wirm 1o the idea of gOVernment invest-
ment. once it understands the downsides of nlh(l..lp[)lnu h-

“The othersare fir meore politically controversinl.” he said.
l'n e mple. nltl]\l(hl.ll_,ln\( stient accounts also could
be sulject to public pressure, sav foes of privatizaton. Indi-
Svidhuals éoulel pressure Congress to let them tap into thar
sivings formore-immedizne necds than retirement. much as
lias happened with TRAS i recent vears,

Se ting up millions of individnal ac counts cnuld also
prove oo be very costly and inwicldv—for both criplovers
andd \\ulkLn
Securities and FExchange Commission € hairnan Arthuy
Levits worried wlond about individuals” inveshment sy
investor franed. aned adnminisos Hive expenses. Ananagement
fee ol even b percent Levitt noned. conld earnp 17 percent

of i account balunee over 20 vears,

B proponents s, privittizanion plins lll i mu(lg] them-

selves on the Federal Theift Savings Plin—a savings plan
run DU the government for s Cmplu\u s—could substantd-
v IGwer the adminisurative costs, investor risks, and the pos-
sibilities tor fradd,

Social Securing beosters contend that letting the program
invest mininizes the problems the mest,

WHo BEARS THE Risk?

Anv private investnient scheme entails more risk than the
current Social Sceurin program. Wall Street is no place for
the innlnl heart .

Leting Social Secuite invest methe markets throngh o
bourd and keep the proceeds 1o finanee traditional henelits,

increase the amount of earnings subject to a payroll tax.

I an ()unhu ~|)u<l| ar Hanvard Lm\c.l.\ll_\.'

.Increase the payroll tax rate for workers and employers and/or’

L lidas
A worker and an employer each pay a payroll tax of 6.2 percen' of
the warker's earnings. The self-employed pay a 12.4 percentfax.

1960, 3.0 _ 4.5% $4.800
1970° 4.2 " 83 - '$7.800
1980 5.08 . 7.05 $25.900
1990 " 6.2 . 12.4 $51.300
1998 62 ° 12.4 . $68.400

Source: Social Security Trustees Report

" Would you favor mcreasmg the payroll tax
that workers and employers each pay into
the system from 6. 2% to 6 7%?

. FAVOR

Would you favor collecting payroll taxes on .{
earnings up to $100,000 per year, instead of’
the current cutof‘f of abom $68 0007 .

.Before 1984 Somal Secun!y benef ts were not subject 16 income
tax. Now, no. more than 85 percent of the "benefit i is sub;ect to-- '
income tax.

© $25.000-$34.000

Up.to 50% individual
) $32.000-$44,000 © Joint
‘Up to 85% $34.001+ Individual
$44.001+ _ Joint
12% FAvOR

Would you favor requiring rehred peopie
" to pay income tax on benefits just as if
this were ordinary income instead of let-"
!ing part be tax-free?

OPPOSE

SOURCE Amencans DISCUSS Social Secuniy
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retirement ag

a phase in pe
s

Before 1938
1938
1939
1940
1941
1942

1943-54
11955
1956
1957
1958
1959
After 1959

Full bonefL, are available at age 65. At 62, a person can start col-
lecting 8O percent of the full benefit. Under current law, the full

ge will gradually be increased to 67, Early retirement

at 62 will still be available, but at 70 percent of !he fuﬂ benefit after
riod.

65
65 and 2 months
65 and 4 months
65 and 6 months

65 and 10 months

| . 66 and 4 months
66 and 6 months .
66 and 8 months
66 and 10 months

17.7%
245 39.8
211 o217 ’

The life expectancy of [Jg94q

¥ \;1\( S,

'.d){ oFI

L EMA

men and women at age | 19g0 12.9 15-9
65 has also increased, | y9g0 14.0 18.4
_and is expectled o con- | 5500 15.8 19.3
tinue rising. 2020 16.7 199

2040 17.5 208

Vmuany every poll on the sub;ecl shows strong opposmon to rais-

ing the retifement age.
FAVOR

which a person can collect full bene-
fits to 707 :
SouRrcCE: Associated Press, 12/98

65 and 8 monlhs ;

766 and 3 months

sav proponents of the idea, cushions individuals from these
risks far more than individual-account phins would. That's
because the progen would spread the eisk across more indi-
viduals st amy one time and. as an angoing program, could
better weather wemporay ups and downs in the market

As o result, Sociad Security would sull pramise o “defined
benefit™—a set. predicrable fevel of benefits paid over a
period of vears, In most privitte-account plans, by contrast,
individuals would hinve 1o relv more heavily on the individ-
wal performance of their investiment choices. I otheir
accounts do well, they could be berter off than with Sociul
Sccuriv, but ii':l]n-y do poorly. they could be worse off

“The people we represent wre much better oftin a collee-
tive-risk svstem.” siid Geradd M. Shea, AFL-CIO President

John J. Sweeney's assistant for government affabrs, “They're

managed ina highly sophisticated wavoand theyv wer hicher
returns. It dnu not uqnnt [workers] 1o hecome experts i
nvestment.,

But individual accounts wonld allow \\ml\( rs 1o choose

the level of risk they wint o take, sav privatzation advo-

cates. Investing within Social Secury “wonld require all por-
ncipants to abisorb some visks that the government is decid-
ing to take,” suid Carolvn L Weaver, resident scholar at the
American Enterprise Institute for Public Poliey Research.
who hefped advance-the idea of privatizaton as a member
of the mfluental. government-appointed TOU-L96 Advisory
Council b Social Securine. Nor does government investing
spare individuals all risks, since bendéfit cuts or tax hikes are
still a P(\\\l')llll\ “You can shift risks.” she said. "hut vou
can'teliminate them.”
FOR RICHER OR FOR POORER?

Another nisk of individually owned nvestment aceonnts,
sav opponents, is that they could diminish the income re dix-

tribution function of Se Sal Ser curity. I a program that

diverts pavroll taxes to private accounts, evervone has to
make do with the proceeds, no matter how well or poorly
thev do in investing or how long they hve, That could hurt
pooréer retired workers: it could particularly harm women,
who because of their comparatively lower carnings and
longer life expecrancies getan exora boost from the current
Social Seeurin, program. .

Supporters of both partial and towd privatization. howes-
er. countér that their approach benefits people with low
mcomes and others whomight atherwise never he able 1o
accumulate wealth, and brings them into the cconomic
nmainstrean, )

Stll some hvbrid plans, including Breaus-Gregg, ov 1o
compensate for the loss of progressivity inherent in the pri-
vate accounts. by sharply cntting Social Securiny benetits for
the atfluent.

Sucil Securiny's defenders. however. worny that this will
make the government program even less atractive w high-
ticome carners—and bmhl Pressure o privatze lh( enre
progriun.

IN SEARCH OF THE HoLY GRAIL?

Of course. given their druthers, Americans \mnl(l Just as
soon not have to make these choices. Their desire 10 ke
some of their pavroll-tax money 1o Wall Swreet s certaindy
matched by thenr dislike for the extra taxes. more vears off
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work, ar benefit cuts that the option would cost them. Peo-
ple wanC o strike it rich in the stock marker—but thev ulso
want the seeurity of a defined behetie,

But suppose it were possible for individoads o have thc

Dest of both worlds: the chance to mcrease their returns,
without losing the securiny Social Securiny offers.

Sound too guod 1o be true? Same experts think so, but
that hasi't \(()l)])u] some Republicans and Demoerais fram
rving to devise hvbrid pling that purport to do just that.

The pioneer in this offort is Hurvard cconomist Martin
Feldstein, Foldstein essentiably propuses using the budget
surplus 16 give workers ian amount cquivalent to 2 percent

cof thar a.nnmw\ cach vear 1o pnl Lo private mvesunent
account. AU renreiment, workers get the plnut(l\ of thetr
cprivite acconmts as el s some Social % curity benetits? Bin
the Social Security henefits are reduced by 75 conts for
Cevery dotlar withdizen fram the privitte accounts. So

monthlv withdrawal of S400 fuom the accommnts, for; e

“ples wounld reduce Social Se curin benefits by S300. The
result is tha (\u\(,m gets at least as much as they were
promisced under Social See urity, and m; v couled get more,

The plan has aovacted the attention of the White House
and is inspiring knock-offs en both sides of the wisle. Gramm
and Senate Bu-(lw-l Committee Chadrman Pete Vo Domentei,
R-N.M. e gening ready o unvadl a plin based on the con-
cept. and House Wavs and Means Commitice Democrat
Cardin savs he will oo, A lier from " Gramm promises o "in-
crease benefits for every worker. build up real wealthl” and

“prevent s incereases of any kind.” ’

Some aritics sav the numbers don’tadd up. They sav Fe I(l
stein s spending budget sarpluses thar may not materialize.
Thev alsa suv he I(lIL\ too much on phantom s windfalls
from i winedd hwh( I corporate profits. Moreover, Feldsiein
doesn’t specifv where the money the government adds o the
privite accounts would come from. once projected federal
strpluses disappear. Feldstein™s plan looks better if vou
asstne, as he doe< that without it the budges surpluses
would be fritered avavsand not used o pine down the deficit
a8 Mmost gl-.)\'\‘l'lllllclll budget esthmates currently assuime.

But bevond questions about the numbers are quesnons
of philosophy.

The Feldstein pla means (unm ling mussive: new federal

resotrces 1o the elderlv—and (h\pmpmlmn ue bhenetits 1o

the we althv. Should \lllplll\(\ be used not merelyv 1o close
Sociul Securine’s fimancing gap but 1o fake retivement ben-
efits even more generoust On the national priorin list, does
Sacial Seenriny wmp Medicire: educion, defe N spe nd-

my. Or LN I)I( kst

It's adsovnclenr whether sie ha hvbrid is huilt 1o Tast politi-

cullv. Though the afthuent zet the hlgg( st overall income hike

from this plin, thev willl over time. get agrowing share of

thetr retirement icome from private accounts and a declin-
ing share trong Social Sceeurite, Why should they acquiesce to
-p:l:\'ill:__" hetry Social Securite taxes. for hude or na benefie:
Combining the upsides of individual investment with
Social §<'('1|1'i|\"< pulilit"ll .pnpul'n'il\' il\’ progressivity and its
guaranteed I)tllglll\ IS T very attr: active approach.” savs
BmuLm"\ Reischauer. a former director of the Congres-
stonal Hmlum'(')l'i'u'(- “hat I fear it will nom ot w be the
cquivalent of the unicorn. Many can draw uhu( || pictures
of it. but no one ¢ flnd icin real life.” ‘W

. f

Allow md;v:duals to'invest some of the money they would have paid -
in payroll taxes in individual accounts. Permit the goveémment to
invest a portion of the Social Security surplus in the stock market.

\Workem pay payrol! taxes to the government. The rroney is ueed to

pay banefits to current refirees. Any surplus funds are invested.in

Treasury securities. Proponents note that nioré and more Amencans'”ﬁ
have become familiar with the stock marlu.t as an imebtmenl onhon '

500%,

. The percent-
40 age of Amer-

_icans who own

30 stock :
20
10
0

Source: Peter D. Hart Rescarch

1965 1990

Associates

1997

-50%

40

80de Federal Reserve Board

wealth.

12%

0 5|

Stocks now ac'c'ounl
for more than one-
fourth of hm_sehold

28%

l 990

1997

Brookings Institution economist Gary Burtless estimated -

what would happen if male workers invested 6 percent of
their earnings in stocks every year and then convertad the -~

money into an annuity upon ret(remenl The chart esti-
mates the percentage of a work-
average earnlngs

ers

120%j- i (betwéen ages 54 "and 58):
that the annual rehre-_ .
100 ment benems.wou!d
. represent.. .

.80 Jepresent.....

60

40

20

o .

1950 1960

1970

1980 1990

Poll results show that support for pnvahzmg part of Social Secunty

varies widely depending on how the question is framed.

the:r own?

Should workers be aflowed to shift some of their Social Security tax
payments into personal ret»remen( accounts that they wolld invest
on

Source -"Associated Press, 12/98

Should individuals be allowed to invest a pomon of thelr Social
Secunty savmgs in the stock market? '

SouRot-:: Gallup Orga'n'izalion Inc. for CNN-USA Today. 7/98
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Full retirement age nses from 65
to 66 betwsen 2003 and 2009
and from 66 to 67 between the
years 2020 and 2027.

Recent technical fixes to the
consumer price index will reduce
annual COLAs somewhat. These
changes aren't yet factored into
Scocial Secunty’'s estimates or
many reform plans.

Benclits calculated on average
earnings duting the 35 years of
highest-paying work.

AR

Those who choose private accounts
get no SS benefits.

Workers under 30 who opt oul of SS
forfeit past contributions. Those over.
30 get bonds reflecting past
contributions and below- market
interest rates.

Raises full-retirement age to 70 by
2029 for those who stay in §S.

- Reduces SS benefits by indexing

benefit formula to prlces rather than

wages.

Raises full-retirement age to 70 and

early-retirement age to 65 by, 2029,
and to 72 and 67, respectively, by
2065. -’

‘Reduces COLAs by 0.5 per-

centage pomt

Reduces higher-i mcome workers
benefits.

‘ Lengthens the earnings-averaging
‘period from 35 years to 40 years.

Reduces spouse’s benefits from
one-halfl to one-third of worker's.

Keeps payroll tax at 12.4 per-
cent: 6.2 percent each for
employer anc employee.

Automatically increases maxi-
mum amount of wages subject to
payroll tax each year {$68.400 in
1998). pegging change to in-
crease In average national
earnings =

Taxes up to 85 percent of Social
Security benefits of those with
_incomes of more than $34.000
(single) or $44.000 {married)

About one-fourth of state and
local government workers remain
outside SS. though most be-
come eligible for SS benefits
from later jobs or though spouse.

Retams 124 percent pa_/roll tax for
those ramaining in SS.

Retains a 2.4 percent payioll tax for
. those opting out of " SS to help pay

transition costs for 10 years, then
eliminatesit. .-

Borrows $370 billion through new
government bonds’ (pald back from

later surpluse). . - .

Cuts government spendmg by $502
billion over nine years. -

Uses 'SS'and operahng budget
surpluses.

Assumes $4.2 triflion in ‘revenues

from higher private investment and -

another $794 billion in revenues from
increased economic growth by 2027.

Redirects some existing income
taxes on benefits from Medicare
program to Secial Security.

Brings all new state and local
government employees into SS.

None

Allows individuals to divert 10
percentage points of 12.4 percent

payroll tax'into personal retirement

investment accounts.

Steel:s 2 percentage points of

_payroll tax into private accounts.
. Allows extra contnbuhons of up-to
" $2,000a year with tax-free buildup.

Earnings hmit reduces SS

higher-than-average earnings.

benefits for some recipients with

Guarantees minimum benefit.

Creates increased minim\um benefit.

Ends earnings limit for those at or
above the full retirement age.

invested in spec:al Treasury
-securties.

- Program reserves must be

NA

NA

Without reform, by 2032 benefits

would have to be cut by a quarter

or payroll taxes raised by half. SS
. reserves earn low interest and

allow Congress to mask budget
I|mba|ances

" Promised high returns have inspired
Sen. Rodney D. Grams, R-Minn., and -

Rep. John Porter, R-Ill. But plan faces
charges of unrealistic financing,
overstated benefits, less help for
tow-income workers and a re-
tirement dependent on the tender
merctes of the stock market.

Wins praise for facing costs of
program’s shortfall and of private
accounts. But the big hike in the

" retirement age is a flak magnet.

Tries to keep SS's tilt toward low-
income retirees by trimming rich

folks' SS benefits. But liberals say

this could doom SS.
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Raises fult- refirement agé'in
crementally to 68 by 2023 and to
70in 2073.

Reduces annual COLAs (including

those for veterans' and civil
" servants’ entitiement benefits) by 1
perceniage point.

" Lengthens the earnings-averaging,

period from 35 years to 38 years.

) Spends up scheduled rise in full-

retirement age to 67 from 2022 to
2011, then adjusts age to keep
sharé of life in retirement constant.

Earl}-re(iremem age nses from 62
to 64 by 2011, then rises in tandem

-with fulf retirement age.

Lengthens the earnings-averaging '

period from 35 years to 38 years.

Reduces spouse's benefits from

« one-half to one-third of worker's.

Assumes smalf drop in annual COLAs.

Lengthens the eamnings-averaging -
period {rom 35 years to 38 years.

'

Lowers payroll tax 1o 10.4 percent
(6.2 percent each for empleyer and
employee) for the yeras 2001-
2024.

Increases payroll tax from 10.4 -

percent to 13.4 percent between
2024 and 2060.

Increases share of wages subject to
the payroll tax to $97,500 by 2003,
then indexes hikes according to the
rise in dverage wages.

Increases the share of SS benehts :
subject to'income tax, regardless of -

income.

Increases income taxes by slowing

the rise in personal exemptions, .

standard deductions, and tax-
bracket cut-offs. ‘

Brings.all new staté and local®

government employees into SS.

Uses budget surpluses-including
those afready credited to Social
Security. After surpluses are gone,
relies for a period on unspecified
funds—~from either borrowing, "tax
hikes, or budget cuts.

Anticipates greater corporate
income tax receipts from increased
investment.

Recoups 75 cents of Social

"Security benefits for each $1

withdrawn from personal retirement

‘account.

Increzses the taxation of bencefits:

and extends it to all recipients.
Brings all new state and local
government employees into pro-
gram. '

Raises the maximum amount of

_weorkers” earnings subject to Social,

Security payroll tax to 80 per cent v
over time. - .

Brings all new sta!e and Iocal
government employens mlo pro-
gram R

Lets employees keep their payrofl
tax cut or put it in a voluntary
investment account with mandatory
employer match.

Gives kids $1,000 at burth and *
$500 ayearto age 5 for retirement

accounts

Creates refundable fax credit of 2 :

percent of payroll for invesiment in
personal retiremént accounts.

None

Workers could put 2 percent of

thelr wages into a voluntary tax- free

Repealls the earnings limit.

.

Lets people keep account earnings

after deducting 75 cents for each

$1 of SS benefits. All could get .
more, and no one gets less, than SS. .

Raises benefits for survivor
spouses to 3/4 of_ couples
combined benefits. -

Workers could put 2 percent of
their wages into a voluntary tax- 1ree
mvestment account.

" NA

NA

"Increases SS reserves and invests

all but a safety cushion in corporate
stocks and bonds.

Invests 50 percent of program'’s

reserves in stock market by 2015. .

Attémpts to split the difference
- between ‘privatizers and S8
defenders. But its later, hefty tax

hikes—on top of any voluntary

savings~—are a tough sell. Also, big
COLA cuts hit ‘'oldest and long-

{ | term disabled hardest

-A politician's ‘dream:

all gain, no
pain. Sens. Phil Gramm, R-Texas,
and Pete Domenici, R-N.M., have a
version, and Clinton is-intrigued.
But plan relies on creative
accounting, steers lots of new
funds to retirement and dis-
proportionately favors the'rich.

'

" Wants to use the power of the

stock market to help shore up the

existing program, while minimizing .

tax hikes and benefit cuts. But
letting Uncle Sam loose on Wall

Street-despite proposed safe-

guards—is bound to stir up fierce

. oppasition.

Attempts the fewest changestathe .
program’ and relies on Wall Sireet

“10'do the heavy lifling. But besides
-the political hackles the plan raises,

its modest changes won't end the
program’s long-term fiscal woes.

I
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change in the Social Security program would

~insolvency. With Ronald Reagan’s 1980

By Riciarp E. COHEN

pumclnng 2000 presidential campaign. Legislating a

be a herculean 'chall(-:nge

aress even without those impediments. -

Consider the rigors that Congress faced

in the early 1980s, when it

recent major Social Security reforms. The

retirement trust fund was within months of

electon sweep, Republicans controlled the

White House and the Senate, and—
with “holl weevil” Democrars—had a
working ngerinin the House, In=a bid
Ao Cdepoliticize” the Social Securiny
stie, advisers 1o President Reagun and
House Speaker Thomas PooTip”
O'Nell e D-Massagreed to ercine o
bipartisan comunssion ta prepare.
changes: the panel was chaired by Alan
Greenspan. then acréspected Wall
Street banker. In retrospect. the most
striking feature of the reform etfort
may have been thar ke |_)1:l_\'ci'5 ACrOss
the political spectrum agreed on' the
needed solution: Inearly 1981, betore
the issue beeame a political football.
the House Wavsand Meuns Social Secu-

ritv Subcommittee—under Chairman -

‘.

for the 106th Con-

enactecd the most

No Done Deal on the Hill

AND Davip BaunvMany

orget about impe;lchm@u and a lame-
duck President. Forget about the House
Répul)lican leadership meltdown, and the
GOP’s narrow majorities in. both cham--

bers. And f(:)rgel about the quickly ap-

J.). PicKle, D-Texas—
nanimousiv approved
gradual. increase in the
retirement age from 6 1o
0N, ' .
- Despite all the congru-
cnce. however, it took
two vears before a deal
was cit, The Greenspan commission
failed 1o reach agrecment. wlthough it
plaved a constructive role. Tt ll‘)ok
months of painstaking. behind-the-
scenes discussions for a handful of kev
c<_mgrcssi(fmgnl and Administratgon ofh-

cials to reach a compromise satisfactory

to both Reagan and O'Neill. Sl the

opposition of organized Libor. senior”
citizens groups and their chicl ally,

SOCIAL SECURITY
'REFORM SEEMS A
LONG SHOT IN THE
106TH CONGRESS,
BUT.SOME
LAWMAKERS ARE.
HOLDING OUT HOPE.

Rep."Clande Pep-
per. D-Fla foreed
a4 fractious debate
before the House agreed, on o 228202
vote in March 1983, 1o raise the retive-
ment age to 67 by the vear 2022, On
that vote, saad then-Wavs and Mcans
Committee Staft’ Dil'(_‘(.‘l(')l'J()hll' Salmon,
“we won because it was the right thing
and because [Chairman] Dan Ros-
tenkowski [D-HLY and the commitiee
liberals were loval 1o Pickle,”
And now? No immediate deadline

24
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looms to force action. because the
Social Security fund s not expected to
run short until 2032, Bipartsan solu-
And there
Js neither a commission nor early evi-

tions wre entbrvonic. it best,

dence wf a strong leader, or leaders,

who might weich in during backroom

negori Hmm and unite d"l"

uons to forge o deal.

In the face of wll that. though. some
congressional plavers sl sound
upbeat about the prospects for Sucial
“T'man opti-
- Clav Shaw Jr.. R-Fla
who has when over as clairman of the
Wavs and Means Social Securiny Subs
commiee. '

Security reform lhi< veir.

mist.” siid 'Rep. F

“Temay be meremental and
we can’Udo it all ar'once. But my goul
is to assure the liguidin of the Social
Sceurity svstem throngh the Hext cen-

tury.” Sen. John B Breaus. D-Lae, o kev
Senate Finance Committee member.
added: "We [on the committee] are as

near (o consensus an Social Securite as

has got to show

wvone. . Saomecone
some le; l(l(‘l\lllp around’ hcrc We
should all be going lu"LthI

Sen. Rem \\\(lu\ D-Ore..

[.ikewise.

these dins s preaching the need o lay

down the partisan swords, starting with
Soctal Security. “Most Americans know
what needs 1o be done.” said Wyden,
who. before his election 1o the House.in
1980, corfounded the Oregon Gray Pan-
thers and’ whio has sec cured his electoral
base by agaressively advocating the inter-
O o

ests of sefior citizens, "You've g

wrate hc--

(nnmc\\ suhscribe o that”

keep the safery net so
that an clderly woman
with Alzheimer’s won't
be \\Il)( dout. ... And .
vou e ‘f()l to come up with @ Wav 1o gt'l
higher yvields on the program’s invest-
ment. I believe
*As for the
Senate impeachment trial,
" he responded. "It can be
done fairlv and quickly, with
a full recognition that [early
1999] is the most fertle
landscape for policv-makers,
but that the K is ticking.”

SS AU ALVIDOSS Y

_Il_)(

congressional optmism,
common sense—plus the
1a83 c.\pcfi('IICL-——\\".ll'll"s
that it will take more than
noble and
happy talk 10 pass a Social
Security'bill this vear. At
the very least, a proposal

intentions

President Clinton and a
majority of the Republi-
Con-

reasoln,

ccans who control
For that
Wavs and Means Coninit-

YRR
QrUss,

tee Chatrman Bill Archer.

R-Texas. has argued strenuously,
though unsuccessfully, for creating a
new Greenspan-tvpe hipartisan com-
mission.” Recently. Archer
Clinton to provide leadership by mak-
ing hisown recommendations, “To
save and strengthen Social Security,
Mr. President. vou need o lead our
nation.” Archer lectred Chinton at the

. White House's Social Security confer-
“You need 10 -

ence in early December.

submit 10 the Congress a specific plan

1o save Social Security soon, or the job

thai maost nwmhcrs of

-Despite such pockets of

must win the approval of

has urged

mnay not get done.”
Regardless of wheth-
er-Chinton submirs a
plan. Republicans will
proceed Tundl and unless if's proven
that it's not do-able” ss Social Seeu-
rity reform legislation in this Congress,
sand Archer spokestnan Lo Ari Fleischer.,
But the opposition of House Demaocrats
could present a problem. Many progres-
sive Democrats warn that personal re-

to Pl

Stirement investment accounts (which

Republicans strongly advocate and Clin-
ton seems to be inching l«_‘»\\':n_'(l) would
undermine the progrinm, “One reason
why the President in;_u' be reluctnt 1o
lead is because of rebellion in his own
party,” said Fleischer. !

Recent interviews with key [)( MOCTLs.

illustrated the challenge. 71 don’t even
sce the debare getting started. said Rep.
Charles B. Rangel of New York. thie
senior Wavs and Means Democrat.,
African-Americans.
life expectancy, are especiallv rroubled
by the idea of raising the Social Security
“As soon as ['m

whe have a shorter

xununull age, he said.
ppnmdnnﬂ the goal hine! vou're push-
immg the gn(l(l.lmn goal line turther
away.” Given Tast month’s impeachment
Rangel added.

VOLC, “a head of steam s

building up now that mav make i

umpossible for the House of Re |)IL.\t.|ll.l—
lives to ;l('compli.ﬂl anvthing.™

Rep. Robert T. Matsui of California,
the new ranking Democrat on the Social
Security Subcommittee. also said that

the impeachinent vote poisoned the,
~well in the House and increaséd ten-

sions benween the two partics at a time
when-eooperation will be vital for reach-
ing a Suudl Sceurity deal.
“and only Clin-
can do that, said \‘.ll\lll who |)l wed

st h I to h(' overcome.
ton. ¢

“The lack of

LI AT e ]
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a leading role in the unsuccessful 19497
attempt to build bipartisan support for
Chiton’s fust-track trade proposal.
House Minorine Leader Richard AL
Gephardt D-Moo has waken a some-
what more open-minded approach on
the Sociud Seeuriny issue. although e
has contended thn GOP demands for
a Choton plan hiave not been helpful
1o the overall reform effort. "We are
sometimes too inpatient.” Gephards
told Clinton’s White House confer-
ence. "We want o quick fix for o prob-
lem that has been bailding for decades

and will contimue far
into the next centu--
o Individual retire-
ment accounts, hie
added. sheunld be valumtany and " sup-
plement. not o replucement. for the
fonncation of Social Seeurn,”

I the Setes o bipartisian group—
including scimor Finunece Commitee
Democrat Danicl Patrick Movnihan of
New York, Breans. and ather panet

~members—hast fall released principles
to guide action on Social Securiy,
inchudimg a paveoll 1ux cut. personal
savings accounts. and an increase in
the retirement age. .\lu_'\'nilr.m carly Tast
vear had proposded his awn centrist
Saecial Sk‘l'lll'il‘}' reform plan. which

would allow tur <ome privatization. But”

stimilin ettorts ar bhipartisanship have

much raction i the
House Instead. the top priory of
Houseé Democrans is taking the Social

Sceuruy program oft-budget 1o assure

not oned

that revenues are adegquate to pav for
benefus and thar the current federal
budget surplusis not used for other
purposes. such as o tax cut,
“There can be no shell game or pers
Cpetuaton of a Bsead Tie with a [Socil

Scenrity] vrust fund full of TOUS” suid -

a House Democratic Teadership aide.

COnce decisions are made to take

Social Securine of-budget. the opportue
NI Lo set up private retirement
accounts. for example, becomes small-
er.o LA veto exists in each of the five

corners of this debite—Democrats and

Republicans i the House and in the
Senate. plus the White House”
Republicans, meimwhile, also are
finding it ditficult 1o speak with one
voice when it comes 1o Social Security
reform. Their efforts muy be compli-

“eated by the disioray in theircHouse

leadership. plus the Senate’s preoceu-

pation with 1he
impeachment trial.
New House Speaker
J. Dennis Hastert, R-
HE. has not revealed what specific steps
he advocates on Social Security,
although he 1old the House on Jan. 6
that i Clinton submits @ plan., it will
be taken serioushv.™ Shaw, for his part,
s, T asked him only one thing™ on
Dec. 100 when Hastert and his allies
orgaized his blizkricg campaign 'I'()r
the top House post. "L said T want to be
in the room when deals are made on
Saocial Securitv. He said ves.” .
Senate Majorite Leader Trent Lo,
R-Miss., has saied ditile on the issue.

aother than that he would mroduce -

Clinton's proposal as a0 Scnae bille

wint to go the extra mile and use the

stainding of myv leadership oftice 1o
facilitie the President’s reform effarts
with o genuine act-of bipartisanship.”
Lott said last month, He added that
without “an explicit presidential pro-
posal.” reform is unlikelv. On the
other hand. $
tee Chairinan William V. Roth .. R-
Dellis going his own way, He siad las
month that it Clinton doces not offer a
Social Sceurity bill. the connmiter will

scek 1o use the budger surplus to

snate Finance Commie -

finance additional-retirement heS
in the s code. Personal retiren
accounts would be an iterim s
while we cansider the choices we
in saving and reforming Social Secy
w.” Rath said.

The Republicans” drive for tax cuts

and ther disparate ideas about how to
fuse the budget surplus are also sure to

tngle Soctal Security reform. The
three issnes will be inernwined in this
vear's congressional budget debate and
may not be resolved by this suumer,
when Social Security reform propo-
nents had hoped to bhe well on their
wiy 1o passing legishation,

Lawimakers whao e poised to plav
pivatal roles in the Social Sm_‘m‘il'_\'
reform debate sav it is crucal that net-
ther party dig in i heels. " lot of this
uely . to pull
together the center.” said Rep. Charles
W. Stenholm. D-Texas. who has
worked on Social Security reform with
a bipartisan coulition of tiwmakers and

has 1o accnr priv;

business leaders. “There is no simple
proposal.” Likewise: Shaw suid: "We
have to keep all the options an the
table. Twon't draw Hines methe sand. 1
hape that the President won'e.”

Shaw and others said thar the aunos-
pherics at last month’s White Housc
conference were positive and p]'l‘)\'i(l(' an
opportinity fon further informal discus-
sions. But seane reform advocates con-
tend that serting up a formal Social
Sectwiny commission, as Archer has sug-
gested, would not necessarily be produc-
tive. “We have a commission.” Stenholm
siid. “Iestcalled the Wavs and Means
Comniitfee. .. IUsvery critical that we
Alow the committee pn_u:%ss 1O maove
furwird.” The House Democratic leader-
ship wide said that a commission would
make i easier o “punt” on the issue.

The apnimists sav that once the
impeachment debate is concluded,
Sociul Seourin reform mav be one win
tor both parties to show thae they are’
serions gahout the nanon’s business.
Last November, noted Weden, the vot-
erssent o message that “we should stop
throwing rotten frant and sttt address-

Cing real needs. Both sides have 10 bhe

willing 1o drap the old model. in which
find common

we argne first and
uround second.” Thar could happen.
but tor now, at least. many Tawmuakers

of both parties scem determined 10

“stick with the old and familiar. |

Staff Correspuondent-Marilyn Werber Sera-

frvid contribuated to this yefuort. .
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Cdechved himself n favor of. or

~otherwise dismal second term.

toexplore the pleasure of wealthier re-
nuns hefore 1]1( puin of benefit adjust-
“ments or ax hikes savsa ot about his
reading of where the votes wie likelv 1o
by fonnd fior Jegistation in 1909,

“The President is the indispensable
-mun in the polities of Social Seenrity,
despite his impeachment ordeal.” said .
Will Murshall, president of the Progres-
sive Policy Institute, the think tanke of
New Democrats,

“Becanse he stracdles these two cnps,
he's i a Il)('.\'ili(:ll to phay the honest bro-
ker.” Marshall siid.
hammer ong a deal becnse he hasn't
unaher-

“He's dnaposition 1o

ablv opposed o, civichaal private sivings
acconnts, T think it would be foolish for
the President 1o advance the “Clinton
pl m." which woald inst: ntly heconie a -
get for both the Left and the Right.”

At the White House, the idea of
putting out a "Clinton plan’ at this stage
of the debate has no takers,
deninds from some Republicans that
Clinton go fipst. But the question of how
Jetaled the President wants to be in his
State of the Union address. short of a
lull blaown reform plan, hd\ not been

despite the

answered, his advisers insisted this week. .

Instead, making his cautious wav for-
ward, Clinton will _rm"n\;'lin as
needs 1o be to retain’ his negotiating {lex-
ibilitv. to nudge divided Democrats
Ctogetherand o keep Republicans at the
table. Last vear’s manti ol “sive Social
Security firse”

aue as he

mav become this vewr’s

more urgent Tsave Social Security now.”
In his Febraary I'I)ll(ll“'L'I submission 10
Congress. ( Tinton is not expected to be
“much more plcuw about how o awre
Sacial Sceuriny’s future insolveney prob-
lems except 1o continue to
furure budger surpluses until a deal is
inked. Many obsenvers expect Clinton
eventwllv o pelv om projecied fiscal s

Tpresenve”

])lll\c. A8 A Wy v o .|\('|(l more 1)|)]( clion-
able Soctul Sceurite remedies that would
adversely affect benefits or contribu-
llnn\

Why would a cantious Democratic
President burdéned by the historic scar
of imipceachment risk a whopping legisla-

tve farlure in his scwinh var in office?
- Because he needs ashowy success in his
and
becanse he \"inccrcl\' thinks that now is
the least expensive time 1o adjust \ou al -
Secvirity for future generations,

When hie commuitied Inan tenSocial

Sccurity reform
Jate 1997
hetore the world
knew of Monien
S, Lewinsky,
Clinon was pre-

mn

parcd w attempt
some llnng bold .
and difficult and
o aceept whittev-

cr glary there
might be i fail-
ure. Now, his
mind-sct s more

sharply Jocked

on SUCCUSS—
as nearly
Uiat
he escapes Senate

assiming.
cvervone docs,

¢ Ull\lklll)n on llllp( .thnlUII ch ll"(‘
Some wrgne thar Clinton’s need for an
achievement—any achievemadnt—in a
hostile political chimate snggests that
Clhinton will-be more \\|l|mU 10 sin legis-
lation that takes an increme ntal
.lppmnh or doesn’t guite remedy for-
cver the problems created by inere
lemgevity and a dwindling work force.
OnL House Democratic aide who
deals with the White House
curity said that the President’
are “hypersenditive to the politcal pain”
s what

'l\lll"

s advisers

of what thev think will win vote
public opinion polls indicate, and how
certain tough GOP campuigns last fall
(\]ﬂnuulnnumn nt fears, '

“This-White House has pmhlhl\ .

reaped more puhlu.ll benefit from
micro-initiatives than anv in recent
memory.” Marshall noted. "But | hopé
and believe that's not what the Presi-
dent's angling for in Social Sceurity. He
undersiands the need for structural
reform. which is. by definition,
But Marshall readily concedes that
Lation in TO99 that “lavs out o couns
two or three bites, that gews vou o strie-

7.
d

m

noad reform.”
and would
Arguing against Marshall’s hopes,

would have a precedent
“deserve eredin”

some chuiiﬁlic;ms suspect Chinton will
succumb to the prcs\'nréi from the left
wing of his party o maintiin the sutus
quo, although his aides insist that the
President s xv.sl.\ung those who would
much prefer to save the issue for the
2000 political races. "He needs o decide

what his next two vears are going to be

wirned House Wavs and Means

about.”
Committee spokesman L. Ari H(:ischcr.

on Social

large.™

“Is it going to be

about pavhitcks.
or pﬁnk‘ipl(-?"

. The. GOP
appetite for a
Clinton reform
bill and  the
warnings about
Oval Office
cave-ins to ‘orga-
nized Libor and’
the Left may
have a lot 1o do
with avoiding

. the blime game

down the road.

Bruised by past batles

over ¢ ntitlements that

put

q.ne Dcmnu(u\ an
ulug \\uh voters in public ulmmm polls,
‘Re |)nhhc.lns are trving fo.inocularte
themselves :Ig:li.lilSl future paolivical
assaults. ' '

And some. like Re pul)llrm Wavs and, .
Means Committee Chairman Rep. Bill
Archer of Texas, appeai cager to sweep
Sacial Security reform o the sidelines to
work on U"l\] wion to reduce taxes,
which manyin the party think should be
19995 G Ul‘( psténe. ' '

“A lot of Re publicans want 1o deny
Clinton an achicvement.” sad an aide o
Rep. Charles W, Stenholim, D-Tex:
of the centrist lawmakers offering a
hipartisan bnu.ll Security pmpnnl

SOl

“There s i lLL(l\YI]Hl()H that lll(‘\ need to
show that thevive mude :\LL(_HH-])llbh-
ments. I we don't get Social Securiy

reform done. they want 1o mike sure it's

positioned so it's s Clintori’s fault for not
pmmlms leadership. and not their fault
for not being serious abont jr” :
Santorum. who hopes to umveil his
wwn bipartisin reform plan by the end of

Januay, concedes that some members of

his partv e hanging back. "We hine a
lot of members who are Just afraid of
des llnw with this issue.” he said. - “Thev
don’twant 1o get too far outin front.” '

The Senator said tha Clinton,
credit. has thus far kept Social Security

to his

S A nonpartisan zone. But the debate

is voung. “It's not going to come as anve
shock (]l(l[ there aren’t very nmn\ peo-
ple on the Hill who take his word for
very much anvmore, so what he savs
really doesn’t mean anything.” Santo-
rum said. TICs all a maner of \\h i he

docs. and -vou have 1o be very careful
about that, too.” | |
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Can Chnton Lead?

B By ALENIS SIMENDINGER

ne month ago, Republican Sen. Rick
Sdntorum of Pennsvlvania was at the
White House feeling a little

frusyated. The occasion was a two-

day White House conference on
Social Security, and the
irritant was a Democratic
collcague whose opin-
ions sounded woefully
predictable.

I the commfort of a discassion closed
1o the meding Santorum spoke up i
front of Prestdent Clinton, other Law-
makers and White House ades, "We're
mamud picand we all keep sliding
hack downe into the pit together.” he
saic. 7L don't think the solution here s

than hard.” '
Recalling the moment this week,

Sitorian sadcds U haed this sense, see-
ing some members—parncularly on
the Tar lefi—oving 1o Scramble asav

Chrom all of nsssaving, You know o we'rg

of passing this vear adviser svmpathetic

with a bipartism. cen- i to  the DPresident.

readly net with vo And then the lore
they k. the more they fined they?re just

Creform and why

slipping neh baek down intgAhe mess
with us. The fuct is. we're fiot that far
apart, and the more we v o claw our

wiv away from each othdr, at the end. we

Just keep sliding righybuck together”

Santorum. whoAs one ol the Senate
majorin s leadgfs on Social Security
< apenly m.{gn:;u' fan of
the President. Was expressing a view that
was music to Clinton’s ears. The Presi-
dent fervently wants 1o tear down paru-
sin watlls, soothe inbred fears: and build
Socil Security lezistanon that has a hope

st foundation. He will need to he cqiyil
parts tctictan and alchemiscto pull o

It does not help that the same Repulbs-
lican Lawmakers who sav he's unfit o
hold his office simultancously plead for
his leadership on Social Securin. Nor is
it helpful that liberal Democrats who've
defended Clinton through the long sea-
son of-scandal and could reasonably
expect ideological lovalv in return! are
resistant to the Social Seeuriv reform
path the President may pursue,

“Clinton has two dilemmas.” said an

“How does he hold Democrats iogether
enough and. at the sume time, reach his
‘hand across 1o, Republicans: And how
oes he navigate a minehield when, nia
mygrth. hie knows all the mines are going
to cMgnge their locatons:”
TheNresident has already shaped the
debate biNoining in the enthusiusim for
al Sccurity assets to reap

mvesting SO
ncher retirns.,
of the two most
investiment managed

Je hias not blessed aither
‘ominent cholces—
dther by individu-

als or by the governmendhur his desire

28
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The P awnakers

E By StawN ZELLER

' retrem

polmcal here

he libertarian Cato Institute was

pushing for priv;’rtization of Social

\

Security when the mere thought was
sv. Now that personal:
ent accounts have gone main-

stream, Cato aims to o its idea into law. The think\

tank has formulated a proposal modeled on a privat-

mmon pr oumm m ( hile. The hamcx of Chlle s priva-

tization plan. José Pidera. and Co's
divector of health and welfare studies.
Michael Tanner. have already S:n'nm"url
the support of some congressional
mcluding Sens. Rick
and Rodney D.

whao are

Conservatives,
Santorum. R-Pa..
Grams. R-Miun..
intraduce the j.‘nupn_\';ll as a hill,

planning 1o

C Eugene Steuerle and: Rudolph G.

Penner. Urban Institute senior [(“n\\\

\

AARP s divector of legislation and pub-

lic poliev. insists:his group hasn't ruled
out anv policy options. That doesn’™
imean it would back radical change.
The Social Security problem,

however.
N . e
Rother argues.
the program’s current framework. and

s manageable within

EREINRN RN

private retrement acconnts. Guephardr.
however, has indicated a willingness 10
consider \'(whn'n:m":;.ccnnms. while cpiti-
cizing any plan that would end @ gov-
crnment guarantee of Ferrement sup-
port for the clderly, :
T President Clinton’s point man on,

the Social Security tssue, Nationdl Eco-

nomic Council Chaiviman Gene B, Sper-
ling. is credited with bringing together
the AARP and the Concord Coalition,

which are known 1o be longtime rivals.
’ . .
as co-sponsors of policy forums last

30

[ P

-arve behind o bipartisan plan in-- vear. Also having input is the head of
vroduced Tast vear by Sens. John B. the Social Securtty Administiration,
Breaux. D-[.i.. and Judd Gregg. R-N.H-. Kenneth Apfel. But the White House
g and by Reps. Jim Kolbe. R-Ariz.. and will continue to undergo criticism 1f it
Charles W. Stenholm. D)-Texax, Dubbed stands on the sidelines.and does ot
the 21se Contory Retirement Act. i proposc its ownlsolution.
woudd reduce pmyroll taxes by 2 per- . : )
cent fon workers under the age of 35, " As chairman of the tax-writing
and require them o invess the money House Wavs and Means Committee,
in personad savings accounts, Jo woulld Rep. Bill Archer. R-Texuys will plav an
also accdélerare the increase in the  privatizaton is viskier than proponents -in(cgr;ll role in anv etfort o change the
redirentent age trom 65t 67 and 2l('kllﬂ\§'l(‘(lg(‘.. Social Sccurity svstent, Archer hasn't '
eventualv o 7 said mach about his own views on
The mlri card in the Social Security: reform. claming the Clinnon Adminis-
- The AARP. the 30-million-member debate mav be House Minority Leader  tration would simply attack them to
advacacy group for older Americans.  Richard A. Gephardt. D-Mo. Manv of  gain political advantage. The White
camsponsored last vear’s Clinton Admin- Gephard's most lovad supporters—lib-  House. Archer insists. needs to lead,
istration Social Securin forums with o crals, blacks. and union workers—see  Nonetheless. Archer has placed Social
competitor, the (f«:{m'(_»r(l Coalition. linle gain for themscelves in going  Security reform at the top of his 1999
Both groups managed to keep their ahead with reform now, and oppose agenda, and he led o delegation of
powder dinsand John €. Rother. the  anv plin that wobld creare munditory Republican Lnwvmakers 1o the Clinton
. e
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Administration forum on the opic last
month. One thing's
Archer won't hack anv plan that (.l”\

for certain—

fOr tax Increises.

able

The
bridgc

o
Daniel

One man who mav be

all factiond is Sen.

Patrick Moynihan. D-N.Y. Respect for
the former professor and ranking mi-
nority member on the Senate Finance
Committee is so uniform among politi-
cos that it's virtually a cliché. Last vear

WOOIR Y UM

“Movnihan and another respected
Robert Kerrey of
muoduced his own rescue

Demaocratic Senator,
Nebraska.
puckage. It wonld reduce pavroll taxes
by I percent for both emplovees and
emplovers. And. if the emplovee
agreed to create a veluntary retive- -
ment account with, the extra money,
the unplmu would have to m.uch i
\lu\mh e plaved a kev
1083 Sacinl Sccuriny rescue puckage.

role in the

and with his own retirement scheduled
2000, he
~mind.

for mav have legacy on his

The grand old man of the safew net,

Social Sceurity Adminiseration

former
Robert M. Ball. favors
incremental change. Ball,

focused on Social Sceurity issues for

Commissioner
who has

half a centuny and served as SSA chief
under three Presidents.,
complere preservation of the existing
svstem. while adding the option for
investment in voluntary retirement
accounts, He also backs investinerit of
at least 50 percent of the Social Securi-
o trust fund in stocks vather than in
Treasury Department sc:cm'iiics.

Scnate Finance Committee Chair-
man William V. Roth r.. R-Del.,
hoping to bridge gaps between Repub-
ficans and Democrats using the gov-
crnment surplus. Under o plm intro-
duced by Roth last vear. the budget
surplus would be used to set up per-
sonal retirement accounts managed by
House Budger Com-

is also

the government.

argues for

mittee Chinrman John R. Kasich, R-.

Ohio, introduced a similar proposal.
This strategy, however. has already run
up against othér budgdt })Il()llll(\
such as the militany. cducion, and tax
cuts. Even Kasich has backed away
from his original proposal. arguing

now for splitting the surplus between
tax cuts and retirement accounts. And
neither propaosal addresses how'to
keep funding the accounts once the
surplus runs div.,

) /

For Democrats. the oppositon of
Jabor unions 10 serious changes in the
Social Sceurity svstem could prove a
stumbling block to reform this vear.
The AFL-CIO has joined forces with
other liberal groups. inchlding'lhc
NAACP and the National Organization
{for Women.
pri\';lii'/.(- the system. As a social policy
analvst at the AFL-CIO and a top aide
to union President John ). Sweeney.
Gerald M. Shea will have the ear of ib-
eral Demacrats and possibly that of
Mivority Leader Gephardt. As of now.

>

1o beat back anv effort to.

the union backs the efforts of form,
SSA Commissioner Ball.

As chairman of the Senate Budget
Commitice. Pete V. Domenici. R-N M.,
was integrilly involved in negaotiating

with rival factons i the battle 1o set

“up retircment accounts with \'urplus
Jmoney during last vear's hudget pro-

cess. All along, Domenici has hacked
efforts to nse the surplus to reform
Social Secnvitv. Now he and Sen. Phil
Gramm. R-Texas. plan o jain forces to
introduce as legistation the ideas Taid

out by Huvard Universite econamist
Martin Feldstein. The Feldstiein plan
would require workers 1o invest an
additional 2 pereentot their pavehecks
i reurement accounts. The cost to
workers. however, would be offset by
tax credits paid for with the hudget

- swrplus,

Henry J. Aaron and Robert D. Reis-
chauer have for
their own maoderate proposal by agures
sivelyv blasting vival plans, A recent
hook by the two Brookings Institution
senjor fellows panned the bill pro-
pused by Sen. Movnihan, giving.ita D
grade and dubbing iv “the My Lui of
Social Sccurity reform.” The two econ-
omists weren' 't much more charitable

cleared our a space

rading the plan of Sens. Breaux
; the
strategvoutlined by Harvard econamist
Feldstein, Both earned C grades. Their
own rcform strategy, however—which
would presene the essential framework
of the Social Security svstem.
greater partion-of benefits. and accel-
crate the increase in the retirement age

when g

and Grevg, or much-discussed

to 67—ecarned an A-

Last. but not least, are the counpy’s
TP WO CCONOMIC CZITS.
on Social Securiy reform and how it
nnght atfect the economy and federal
budget will make evervone listen. Trea-
surv Sceretary Robert E. Rubin husn't
taken @ public position on what shape
other than o sav

fixed

whose views

reform should take,
Social Security ought
before budget surpluses are devoted 10
Federal Reserve Board

be

anvthing else.

Chairman Alan Greenspan has ex-

pressed firm reservations about the
government, as opposcd to incividuals,
investing Social Security reserves in the
stock and bond markets. ]

tax a.
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Fot further information: - FOR IMMEDIATE RELEASE

Deborah Briceland-Betts or . Wednesday, January 20
Roberta Weiner : ' '

202/783-6686

OWL CALLS STATE OF THE UNION SPEECH VICTORY FOR AMERICA'S WOMEN
AND FAMILIES

OWL, the only national grassroots miembership organization to work soleiy on. issues
unique to women as they age, today said President Bill Clinton’s January 19 State of the Union
message is "a victory for American women and their families.”

"Women are the mainstay of American families," said OWL Executive Director Deborah
Briceland-Betts. "We are America’s caregivers--of children, aging parents, and sick spouses--
and when we get old, we're the majority of the people who depend on Social Security and
Medicare. The initiatives outlined in President Clinton’s speech promise the women we depend

on today that thcy won’t have to live out their retirement years in poverty or forego medical care
because they can't afford to pay tomorrow."

Notmg that one in four women today have no other income than their Social Security
check, Briceland-Betts praised the President’s plan to strengthen Social Security for at least the
next fifty years and his recognition of the high poverty in which too many elderly women now
spend their fmal years.

"One of the best-kept secrets in the debate over reforming the Social Security debate is
that 74 percent of the elderly poor are our mothers and grandmothers," she said. "The
President’s proposal would not only address the solvency of Social Security, but also extend the

life of Medicare, the nation’s health insurance program for the elderly by an additional two
decades."

Briceland-Betts said that OWL was particularly pleased with the attention to Medicare,
She said that women depend on Medicare more than men. "Very simply, women live longer
than men. As we get older--and frailer--we have more chronic conditions. The President 5ays
he is comrmitted to ensuring that we will be able to afford the health care that we need.” She

also praised the speech for proposing a new prescription drug benefit, a significant hole in
current Medicare coverage.
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Briceland-Betts called attention to the President’s long-term care initiative as a first-step
in building a program that can truly serve future generations of aging Americans. “"This is 2’
real--and frightening--issue for American families," she said. "More than 70 percent of long-
term care patients are women, and many of them are cared for by their daughters and daughters-
in-law. With the President's proposal, we now begin to explore ways to support the selfless
sacrifice of families with ill and disabled loved ones, and support the enormous expense of long-

term care 5o today's children will not be saddled with impossible costs when the baby boom
generation retires."

"When you touch one member of a family, you touch all of us," said Briceland Betts.
"OWL has worked for two decades to bring attention to these fundamental issues for women,

and we applaud the President for making them an important part of his agenda for the new
millennium. "
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While Alan Greenspan did not endorse one aspect of President Clinton’s Social Security Plan, he
expressed support for most of the President’s overall framework for reforming Social Security.
The following are excerpts from major papers on Greenspan and his support for the President’s
overall plan:

Wall Street Journal 1/21/99

° “Federal Reserve Chairman Alan Greenspan disappointed Republicans and pleased
Democrats by praising Mr. Clinton’s proposal ‘to effectively keep a very large part of
the unified budget surplus in place by putting most of the money in Social Security and
Medicare Trust Fund. . . . My first preference is to allow the surpluses to run for awhile
and unwind a good deal of the debt that we have accumulated over the years.’”

° “For once, the Fed Chairman was explicit. He endorsed President Clinton’s
proposal to let federal budget surpluses accumulate by locking up most of the money in
the Social Security and Medicare trust funds.”

° “To his fellow Republicans’ disappointment, Mr. Greenspan described tax cuts as a
second choice to the Clinton plan. He said Congress should use the surplus -- which
President Clinton projects to total $4.5 trillion in the next 15 years -- for tax cuts only if
Congress doesn’t have the discipline to allow the surpluses to continue.”

New York Times 1/21/99

o “In testimony before the House Ways and Means Committee today, Mr. Greenspan,
whose views on the economic matters carry considerable weight in Congress and on Wall
Street, said he supported the President’s notion of putting almost two-thirds of the
Federal Budget surpluses over the next 15 years into Social Security.”

USA Today 1/21/99

o “Federal Reserve Chairman Alan Greenspan supported President Clinton’s broad
strategy Wednesday of using budget surpluses to save Social Security . ... Greenspan
said he backed the overall strategy because it would effectively mean that the
government was using its surpluses to pay down some of its $5.6 trillion on outstanding
debt. That would be good for the economy because it would help lower interest rates
and free up money for companies.”

Washington Post 1/21/99

® “Greenspan offered enthusiastic praise for Clinton’s idea of devoting much of the
projected federal budget surpluses to Social Security . ...”




Greenspan on Social Security
January 21, 1999

What’s your response to Chairman Greenspan’s criticism of your plan to invest
part of the Social Security Trust Fund in the market?

On the Big Issue --What to do with the Surplus -- the Chairman Endorsed the
President’s Approach. Chairman Greenspan made clear yesterday that the best way to
prepare for America’s future is to dedicate surpluses to paying down the debt rather than
new tax cuts or new spending. We are pleased that he supports the centerpiece of the
President’s proposal to do that by setting aside most of the surplus for Social Security.
As the Wall Street Journal reported today, Republicans were disappointed that their
priority was clearly a “second choice” for the Fed chairman.

We Want Private Sector to Make Investments -- not the Government. We respect
Chairman Greenspan’s long-standing views on the challenges of insulating equity
investments from political considerations. As we seek higher returns, we are committed
to working with Congress to ensure that any Social Security investments are made by
independent private-sector managers without political interference.
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ACTION PLAN FOR WHITE HOUSE

SOCIAL S_ECURITY/MEDICARE

Lo PROCESS
T e January 26, 1999

HIGHLIGHTS OF ACTION PLAN FROM LAST WEEK (JANUARY 18)

o Briefings with key constituencies:
v Mathews/Luray conference call with women’s groups on January 19
v Apfel conference call with key seniors groups on January 19
4 Individual calls by Sperling to Rother, other senior group leaders on January 19
v Podesta, Sperling, others spoke with labor leaders on January 19
4 OPL sent NEC five-pager on Social Security plan to hundreds of groups on
January 19-20
v FLOTUS/Sperling meeting with women’s groups on January 21
° Briefings for key experts/economists:
4 Sperling briefed Greenstein, Ball, Greenspan, Aaron, and numerous other experts
and economists on January 19-21
v Treasury, SSA, and other officials conducted outreach to experts and economists
L Briefings for the Hill:
v Conference call on Tuesday morning, January 19 with Ways & Means Democrats
(Stein, Summers, Sperling, Lew)
v Conference call on Tuesday morning, January 19 with Finance Democrats (Stein,
Summers, Sperling, Lew)
v Briefing for Ways & Means Democratic Caucus on January 19
v Briefing for Democratic House Leadership and Steering Committee members on
January 19
v Individual calls to members from economic principals over the week

[ Briefings for Press:

v

Innumerable briefings of pundits, columnists, correspondents, and others in
Roosevelt Room and via telephone by Sperling, Lew, others

ACTION PLAN FOR WEEKS OF JANUARY 25 AND FEBRUARY 1

1. OVERALL SOCIAL SECURITY/MEDICARE GROUP

° Meeting of Social Security/Medicare organization group (four sub-working groups) on
Tuesday, January 26



2. SUBSTANTIVE/POLICY GROUP

Paper/materials. Paper to be cleared on Monday-Tuesday, January 25-26 for the Hill:
. one-page overall

. three-pager on why plan is fiscally disciplined, not double-counting

. Clinton tax cuts vs. Republican tax cuts

. defense of Clinton’s equity investments

. Q&A

Policy development to be worked on early this week:

. Preparing for potential legislation

. Conference call on Sunday, January 24 with Minarik, Wilcox, Elmendorf, and
Goss

. Development of principles for equity investments

-- draft circulating
-- to be completed on Monday, January 25
. Development of USA accounts
-- internal Treasury meeting on Monday, January 25
-- NEC principals meeting by Wednesday

3. LEGISLATIVE GROUP

Internal meeting. Hold meeting of legislative sub-group on Monday. January 25

Paper/materials to the Hill. Distribute paper to the Democratic leadership and the
Democratic staffs of the two Budget committees, Ways & Means, and Finance via the
policy committees by early the week of January 25

. one-page overall

. three-pager on why plan is fiscally disciplined, not double-counting
. Clinton tax cuts vs. Republican tax cuts

. defense of Clinton’s equity investments

Week of January 25: Key Hill briefings and meetings

. Wednesday: Briefing for Senate Finance Democratic staff with Sperling,
Summers, Apfel, Mathews (will include some House and Senate Democratic
leadership staff)

. Wednesday/Thursday: Briefing for Ways & Means Democratic staft with
Sperling, Summers, Apfel, Mathews (will include some House and Senate
Democratic leadership staff)

. Wednesday/Thursday: Briefing for House and Senate Democratic Budget staff
with Sperling, Apfel, Mathews, Wilcox




Thursday: Briefing for Blue Dog staff with NEC, SSA, Treasury. OMB

Friday: Briefing with Social Security Task Force Democratic members with
Sperling, Apfel, and Stein

Friday: Briefing for Ways & Means Republican staff with Sperling, Stein, Apfel,
and Wilcox

Friday: Briefing for Finance Republican staff with Sperling, Stein, Apfel

° Week of February 1: Key Hill briefings and meetings (members return this week)

Check on desirability of briefing Democratic caucus on Wednesday, February 3

Explore possibility of briefing staff of New Democrats and freshmen this week

Meeting with Grassley

Set up briefings for members of committees before Administration witnesses

come up to testity

-- Lew testifies before Budget committees early the weck of February |

- Rubin testifies before Ways & Means on February 4

-- Others?

Need to attend House Democratic annual issues conference at Wintergrecn

beginning the weekend of February 6

-~ possibly Rubin (their request) at plenary session on Monday, February 8

-~ possibly brief discussion breakout groups on Monday. I'ebruary 8
(Sperling, Lew, Apfel, Summers)

Determine desirability of briefing Republican members for week of February |

-- several individual members may be interested, including Rob Portman,
Clay Shaw, Mark Sanford, Jim Kolbe

Need to offer one-on-one briefing for Bob Matsui

4. OUTREACH GROUP

® Internal meetings:

Sub-group met on Friday, January 22 to work on briefings schedule, validators.

and possible event with the President

Sub-group meeting on Monday. January 25 to set up brietings for key groups and

to work on validators

= Briefings already scheduled listed below

-- Complete new list of validators by this week and continue compiling list
of quotes from supportive constituent leaders

o Briefings over next two weeks with key constituencies:

Sperling to brief business groups on Tuesday, January 26

Sperling to brief disability groups on Wednesday, January 27

Sperling, others briefing women’s groups during the week of February 1
Sperling meeting with BRT CEOs on February 10 at their quarterly policy forum



at the Willard Hotel to discuss Social Security
. Follow up briefing with seniors groups early the week of February 1

Paper/materials to groups. Provide paper on Social Security and Medicare from
substantive/policy group to key supportive constituencies by Wednesday, January 27

Social Security and Medicare Event. Prepare for POTUS/VPOTUS event on Wednesday,
January 27
. Compile invite list from OPL groups

. COMMUNICATIONS/PRESS GROUP

Internal meeting. The sub-group will meet on Monday/Tuesday, January 25-26

Op-eds/paper
. Working on op-eds starting January 25 to provide to Cabinet officers, validators

for publication in major papers and regional papers over next two weeks
-- Need to draft op-eds with assistance of policy sub-group

. Draft paper with complete compilation of editorial praise of the Social
Security/Medicare plan by Wednesday/Thursday. January 27-28

Outreach to Henry Aaron, Bob Reischauer, Bob Greenstein on Sunday-Monday (January

24-25) for validation of both equity investments and debt reduction

. For validation on Medicare, need to reach out to Marilyn Moon, Judy Feder.
Karen Davis (as well as those above)

Outreach to Wall Street on equity investments
. Summers making calls on January 25-26

Additional validators being contacted, including Alice Rivlin, Frank Raines, Rudy Penner
. Lew making calls '

Develop event ideas for principals and Cabinet for February 1-21
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MEETING ON SOCIAL SECURITY AND STATE OF THE UNION

Map Room
January 12, 1999
2:30pm

AGENDA

STRATEGIC OVERVIEW AND CRITERIA FOR DECISIONS

ON-BUDGET VS. OFF-BUDGET DECISION

PROPOSED STATE OF THE UNION PACKAGE

POSSIBLE WIDOW POVERTY INITIATIVES

UNIVERSAL PENSION OPTION

POST- STATE OF THE UNION STRATEGY




CRITERIA FOR DECISIONS

Will it help maintain support of Democrats?

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

Will the public see the President as showing bipartisan leadership?

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

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

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




Ways in Which the New Projections Make Taking Social Security Off Budget More
Appealing

Under the New Numbers, it is Possible to Take Social Security Off-budget and Still
Have a Balanced Budget in FY 2000 or 2001 (However, our current budget proposals
assume $25 to $30 billion annually in additional NDD and defense spending that is not
included in the numbers shown above).

New Numbers May Create a Stampede in Favor of Taking Social Security Off-
budget. Jf CBO projections are similar to OMB projections, the numbers could lead to
overwhelming support for taking Social Security off budget.

- If there is going to be a stampede in that direction, we might want to get in front
of it, and take credit for it.

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

Republicans May Themselves Focus on the On-budget Surplus to Strengthen Their

Case for a Tax Cut. Republicans are likely to call for using all $168 billion in five-year

on-budget surpluses for a tax cut, or to use a portion for military readiness and the rest for
a tax cut.

-- We could seek to block a tax cut by arguing that Medicare deserves any additional
funds that are available. However, this case is weakened by the fact that we will
be spending two-thirds to three-fourths of the surpluses on NDD and defense.

Downsides of Taking Social Security off Budget
A Phase-in is Still Needed to Meet NDD and Defense Objectives, but May Be More

Difficult Politically Since the Spending Will Take Us from an On-budget Surplus to
an On-budget Deficit in FY 2000 and FY 2001.

New NDD Spending Will Be a Large Share of the On-budget Surpluses. If we retain
the unified budget concept, only 7 percent of the five-year unified budget surpluses are
dedicated to NDD spending (and less that six percent over 15 years), and this is exceeded
by the 10 percent allocated to tax cuts in the form of universal pension contributions.
With Social Security taken off-budget, nearly half of the five-year surpluses will be used
for NDD spending, and there will be no tax cuts to provide Republicans with a win.




It Will Be Difficult to Extend Medicare Solvency Through 2020. Because the smaller
on-budget surpluses would need to be split among discretionary spending, Social
Security, universal pensions, and Medicare, it will be difficult to do something major for
Medicare in the near term. However, if we were willing to do less on universal pensions,
it might be possible to extend the life of the Medicare trust fund by a few years.

Difficult to Fund Universal Pensions. Reduces chance of an add-on pension -- a
component of the package that could be critical for achieving bipartisan reform. Without
sufficient funds for an add-on in the short-term, we would either need to invest all 12.4
collectively (unacceptable to Republicans), do a carve out plan (unacceptable to
Democrats), or wait until 2005 or so to start the universal pensions (may be politically
unattractive).




DRAFT SOTU PACKAGE:

"MAINTAIN UNIFIED BUDGET CONCEPT

STRENGTHEN SOCIAL SECURITY BY TRANSFERRING 50 PERCENT

OF THE SURPLUS TO THE TRUST FUND

PART #1: STRENGTHEN SOCIAL SECURITY.

o Transfer 50 percent of the UB surplus for the next 15 vears to the Social Security

trust fund.

0o

o]

Total transfer would be roughly 1.7 trillion dollars over 15 years.

Announce that the entire 12.4 percent payroll tax should continue to be
used to fund the traditional Social Security benefit, and that the 50 percent
of the surplus should also be used to strengthen the traditional benefit -- a
benefit that you can count on no matter what happens to the economy or to
financial markets.

° Announce that we believe in achieving higher returns for Social Security.

0]

Even without any equity investments, this option achieves solvency
through 2044.

If a satisfactory mechanism can be found to invest the trust fund’s assets
with private managers, this option could extend the trust fund’s life even
further.

-~ With 15 percent of TF in stocks, the exhaustion date would be
2050 (and the trust fund would own 3-5 percent of the market).

-- With 25 percent of the TF in stocks, the exhaustion date would be
2053 (and the trust fund would own 6-8 percent of the market).

-- With 33 percent of the TF in stocks, the exhaustion date would be
2056 (and the trust fund would own 8-11 percent of the market).
S0 206 %
Social Security should invest its funds with the best private managers just
as private, state, and local pension plans do. Need to work in a bipartisan
way to protect the funds from political interference.

-- Independent Fed-like board hires private investment managers:
none of them would manage assets worth more than 1 or 2 percent
of the stock market.

- All investments should be in passive index funds commingled with
investments of private individuals.

-- Ask for bipartisan process to ensure independence and non
politicization.




° Will lead a bipartisan process to make tough choices to extend Social Security
further
o Surplus transfers and higher returns are not enough. We also need to make
tough choices to bring Social Security’s obligations and revenues more
closely in line in the long run, so as to achieve 75 year actuarial balance.

o To the extent that these reforms produce additional budget surpluses, the
extra funds should be allocated to strengthening Medicare.

° Proposals to reduce elderly poverty
o The poverty rate among Americans age 65 and over has fallen from 35.2
percent in 1959 to 10.5 percent today. However, poverty rates among
unmarried (widowed, divorced, never married) women remain high.

Poverty Rates of the Population 65 and Over
By Sex and Marital Status, 1997

Never
Married Divorced Widowed Married All

Men 4.6% 15.0% 11.4% 22.8% 7.0%
Women 4,6% 22.2% 18.0% 20.0% 13.1%
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o Declines in Social Security benefits at widowhood are an important factor
in explaining why the poverty rate is higher for widows than for married
women. '

o Proposal: enhanced widow benefit. Currently, a widow receives Social
Security benefits that are between 50 percent and 67 percent of the benefit
she and her husband received when they were both alive. Under this
proposal, widows (and widowers) will have the option of receiving 75
percent of the benefit the married couple received. The new benefit is
capped at the average retiree benefit, so as to target the additional
resources at low-income widows.

o We are working on additional proposals to target elderly poverty, and will
announce them at a later date.



PART #2: INVEST 10 PERCENT OF SURPLUS TO ESTABLISH UNIVERSAL PENSIONS

J Announce that in addition to fixing Social Security, we should also strengthen the
second and third legs of the retirement security system by ensuring that every
working household can have a new or enhanced savings account to meet the
additional costs of retirement and long-term care.

PART #3: USE 18 PERCENT OF SURPLUS TO EXTEND MEDICARE TO 2020

° Dedicate 18 percent of the surplus to Medicare which would allow for a more viable long
term Medicare solution or, even without reform, could extend the life of the trust fund to
2020.

PART #4: RESERVE 12 PERCENT OF SURPLUS FOR MILITARY READINESS AND PRESSING
NATIONAL DOMESTIC PRIORITIES

° Detailed blue print for military readiness over the next 6 years.

] Set aside block for education and research.

PART #5: RESERVE 10 PERCENT OF SURPLUS FOR RAINY DAY FUND AND DEBT
REDUCTION



Presentation of Plan and Release of Further Details

L Release of plan would be presented as putting forth a plan to generate
discussion and obtain feedback from all quarters of America including from
both Democratic and Republican members of Congress, rather than as locking
in and defending every element of the plan. We would take the posture of
wanting to hear different ideas and suggestions.

] Universal pension proposal cannot possibly be fully refined within the next
10 days. So either we should present an outline of the plan and ask people to
work with us on the details, or we should announce that we will give further
details over the next few weeks.

Key Question: Does it make sense to announce a specific data or time period in
which the President would put out a more specific Social Security reform plan?

Advantage: Makes clear the seriousness of continuing Presidential leadership in
getting Social Security reform done, and forces Democrats to work hard with us.

Disadvantage: Locks us into a future date without knowing what the political
situation will be at that point, and may be unnecessary because the amount of detail
we release in the State of the Union may be above people’s expectations.




UNIVERSAL PENSIONS/ RETIREMENT SECURITY ACCOUNTS

PLAN DESIGN FEATURES

Summary Description ° Automatic contributions for low- and moderate-income
workers designated on income tax returns.
° Highly progressive incentive to save.
o Individuals can direct a portion of tax refund to their RSA.
Eligibility Workers between age 21 and 64 with compensation over $5,000
are eligible if not covered by employer pensions or with income
below limits for deductible IRAs ($80,000 for couples in 2007).
Automatic Low- and moderate- income workers receive automatic flat-dollar
Contributions contribution (e.g., $100) from government deposited directly in
their accounts.
Matching Workers would receive matching contributions.
Contributions — The match rate would be very high (e.g., $1 for every

dollar contributed) for low-income workers, and decline to
$0.40 per dollar contributed for higher income workers.

— More than 75 percent of families would receive a higher
subsidy than under deductible IRA.

— Higher match rates could be made available to younger
workers (under age 407) to encourage them to start
retirement planning early.

— The match would be in lieu of tax deductibility.

Contribution Limits

. Annual individual plus government contribution to RSA
would be limited to $1,000.
. Total contributions to RSA and IRA accounts would be

limited to $2,000.

Investment Choices

Could be modeled after IRA, or government TSP plan, or both. A
default option, similar to TSP G-fund, would exist for those who
do not set up their own account.

Withdrawal Rules

Withdrawals would be barred until retirement age (e.g., 65).
Withdrawals would be fully taxable.
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THE VOICE OF MIDLIFE AND OLDER WOMEN

OWL is the only national grassroots membership organization to focus solely on issues
unique to women as they age. OWL believes in keeping Social Security solvent. We welcome
this discussion of a full range of options to strengthen Social Security because it is the foundation
of women’s retirement security.

Any effort to strengthen Social Security must be analyzed for its impact on women.
If Social Security works well for women, providing them with adequate and guaranteed
benefits, it will work for everybody. Because of their work and life patterns, women rely on
Social Security for a greater share of their retirement income than men. Until the structural
barriers that prohibit women from achieving retirement income parity with men are removed,
we must maintain and strengthen the core of most women's retirement income, Social Security.

Women have a unique stake in this debate:

o At age 65, women comprise 60 percent of all Social Security beneficiaries, but by
age 85, they are 72 percent of all recipients. The fastest growing cohort of populauon
is women over the age of 85S. ,

o Women earn, on average, only 74 percent of what men do. That means, for an
average-waged job, they have $250,000 less in lifetime earnings at retirement than their
male counterparts. They are almost twice as likely to be living in poverty as older men.
Social Security represents 90 percent of income for 27 percent of older women; for 20
percent Social Security is their sole source of income.

L The average woman spends a median 11.5 years out of the workforce, usually
caregiving for children, elderly family members, or ailing spouses. Those are years
she is not paying in to Social Security, vesting in a pension, or saving in any other way
for her retirement. Women are being punished in retirement for taking responsibility for
their families during their prime earning years. The flexible work that allows women
to be caregivers is usually low-waged, with few benefits, and because they stay in jobs
an average of 3.5 years, it is difficult for them to vest in pensions, as most plans vest
only after five years. Only 14 percent of women over 65 receive any income from

pensions.

o Women live an average of six years longer than men. Life expectancy at age 65 is
currently 19.2 years for women compared to 15.6 years for men. Women have smaller
retirement incomes which must last for a longer period of time.. Women are three times
more likely to be widowed than men. Four out of five women in the 85 plus age group
are widowed. As widows women are five times more likely to be poor than women who

are in couple.

666 11TH STREET. NW, SUITE 700 * WASHINGTON, DC 20001 ¢ 202-783-6686 ¢ FAX 202-638-2356 159
-~




OWL'’s principles for assessing any proposed Social Security reform to insure that it will work
for women are:

1.

160

Social Security must remain an earned right. Social Security is an integral component
of the social insurance compact that America has made with its citizens, and must always

provide equitable coverage for those who have paid for it.

Social Security should be an equitable program. Women, people with disabilities,
racial and ethnic minorities, low and moderate income working people, and families must
all be treated in way that will provide fair and equal outcomes today and in the future.

Social Security should be genuinely gender-peutral in its outcomes. The specific
inequities faced by women, caused by their traditional employment histories and life
patterns, must be specifically addressed so that women of future generations will, when
they retire, receive all the benefits to which they are entitled.

Social Security should provide adequacy-maintaining benefit levels for all recipients.
Any proposed benefit cuts implemented in efforts to maintain the program’s solvency
would disproportionately harm women and minorities; temporary, seasonal and part time
workers; and the chronically under- and unemployed.

All existing and new revenue sources must be explored before any changes in Social
Security’s structure are undertaken to assure its future solvency. Modification of
existing program fundamentals, such as the calculations of cost-of-living increases
through the Consumer Price Index, changes in the retirement age, and raising the floor
for the taxation of benefits; as well as ideas such as income caps, eamnings sharing,
taxation of unearned income, shifts in the allocation of spousal and survivor benefits, and
the use of general revenues, must be carefully analyzed for their consequences for
women, and their distributional impact generally, before any radical changes that could
destroy the foundation of the program are proposed.

Social Security must keep Americans secure. No changes should affect current
recipients. There should be no ex post facto effects of legislation on current recipients.

Major changes in Social Security must not be made in isolation. Any changes in
benefits and/or revenues must be considered in the context of projected changes in
Medicare, Medicaid, private retirement benefits and other aspects of the government’s
social insurance programs that have a profound impact on women's lives.

Information on the impact of Social Security reform must be provided to the public
by the Social Security Administration. Adequate funding should be provided for
comprehensive public education about Social Security and any changes being
proposed. The distributional and other effects of structural reform and other proposed
policy options for Social Security and other programs administered by the Social Security
Administration must be analyzed and made publicly available.



” INSTITUTE FOR WOMEN'S PoLICY RESEARCH

1400 20th Street, NW, Suite 104
Washington, DC 20036

CELEBRATING OUR TENTH ANNIVERSARY

MAKING SOCIAL SECURITY WORK FOR WOMEN

Heidi Hartmann, Economist, Ph.D.

President and Director, Institute for Women's Policy Research, and
Chair, Working Group on Social Security

National Council of Women's Organizations

Social Security is a women's issue. Sixty percent of Social Security recipients are women.
Women are not a side issue in the debate over how best to finance the current system and whether
to replace it partially or totally with a system of indivualized private accounts. Women are central
to the debate. Women's views on financing and benefits are critical to the President's and

Congress's ability to pass legislation changing Social Security in 1999 or any other year.
Why Individual Private Accounts Won't Work for Women

Women are extremely skeptical that individual private accounts will work for them to provide
security in retirement. Women have lower earnings and live longer than men on average;
therefore they have to stretch a smaller income over more years. They save less and have much
less access to employment pensions. The security of Social Security as it's presently configured—
the life-time guaranteed benefits, the higher returns for lower earning workers, the cost of living
adjustments, and the spousal benefits (including benefits for widows and divorced women)—is
critical to women. None of the privatization plans put forward provide all these assurances to
women.

Moreover any transition to a system of pre-paid retirement benefits (saving while working to pay
for retirement later) while the current pay-as-you-go system is still in place (today's workers pay
for today's retirees' benefits), requires the transition generations to pay for two systems at once.
This either requires more taxes or other sources of revenue to support both plans or requires that
benefits be reduced for the existing plan. This double payment will be particularly
disadvantageous to women, since they earn less and have less with which to make the payments.
The benefit cuts will affect women disproportionately as well, since they are more dependent on
Social Security benefits than are men and since more women than men are in or near poverty even
with the current benefit levels.

"Carving out" a portion of the payroll tax to create a parallel structure of private individual
savings accounts alongside the current insurance-based system is completely unnecessary since
there are already many vehicles available for saving and since it can't be done without great
sacrifice on the part of many. If what is desired is to achieve a higher return on part of the payroll
taxes being collected, that can be done through investing part of the Social Security trust fund in
equities; collective investment by the government is also much more cost effective
administratively than administering millions of private accounts, many of them very small.
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Both insurance-based systems and savings-based systems are valid forms of facing risk and
financing retirement. Most families use both insurance and savings to protect against risks and
provide for "rainy days." Most do so now in planning for retirement, and there is no reason to
think that our present societal balance between insurance and savings is wrong.

How to Reform Social Security to Better Meet Women's Needs

Despite the many protections in Social Security that meet women's needs, there are still ways in
which the system's rules, which are gender-neutral on their face, disadvantage wormen:

0 using 35 years of earmngs to calculate benefits, when far fewer women than men have that
many years of paid work—proposals to increase the mumber of years of eamings used will
disadvantage women further;

o  not providing earnings credits for years taken away from paid work to provide family care;

o inequities between one- and two-eamer couples such that, for couples with the same total
pre-retirement income, those who shared the responsibility for earming more equitably
have lower retirememt benefits from Social Security than more traditional families in which
the husband worked for pay substantially more than the wife;

o  adrop of between 33 percent and 50 percent in the surviving spouse's Social Security
benefits relative to the couple's benefits when both were alive, even though research shows
the surviving spouse needs all but 20 percent of the couple's previous income to maintain
the same standard of living; the surviving spouse is most typically a woman and the drop
in benefits is largest when she worked enough to contribute substantially to the family
income.

o the application of the "eamnings test" (wlnchreqmr&sbeneﬁt reductions when retirees earn
more than the allowed amount) indiscriminately, regardless of how much prior work
history the retiree has; some women who began work late may wish to keep working as
long as they can to increase their fiture Social Security benefits;

o the application of the "pension offset" rule indiscnminately, regardless of the size of the
government pension and Social Security payments received; many female retired civil
servants have small government pensions and small Social Security payments, yet Social
Security payments are reduced accordingly. This gender-neutral rule affects women more
adversely than men because women's benefits are likely to be much smaller because of life-
time low eamings; the loss of even these small benefits hurts them disproportionately.

Also private pensions are not required to be offset against Social Security; mea are more
likely to hold private pensions than are women.

Few reform proposals on the table address any of these issues that affect the size of the benefits
women receive. Improving women's benefits is critical to reducing poverty among elderly
women. Women over 65 are nearly twice as likely to be poor as men over 65 (13 percent vs. 7
percent), even though without Social Security women's poverty rate would be exceptionally high,
52 percent. Social Security has worked well for women, but it could work even better.
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Women’s retirement security depends on Social Security. More
than 20 million women were over age 65 in 1998, as compared to -
14 million men. By the year 2030, it is estimated that more than
38 million women will be over age 65. However, it is not only
these statistics that prove Social Security is a necessity for older
women; it is women’s work-life experiences that translate into a
need for more, not less, retirement security. This is based on four
key facts about their lives: women live longer than men, they
spend less time in the paid workforce, they are paid less when they
work and they are more likely to be widowed than men.

The effect these facts have on women’s economic status
translate into a greatef need by women for secure retirement
benefits . Because women earn less than men in 99% of all
occupations and are also more likely to work at temporary or
contingent jobs, women’s average monthly Social Security benefits
are lower than men’s. In 1995, the average monthly benefit for
female retired workers was $621.30 compared to $810 for male
retired workers. Even if pay equity went into effect in 1998, these
benefits would not reflect such equalization for more than 30 years

By the year 2010, it is estimated that 8 million women age 65
and over will live alone. These unmarried women age 65 and older
rely on Social Security for three quarters of their income. Older
women with low incomes also have a greater chance of becoming
ill; the increasing costs of health care mean that these women will
spend greater amounts of their fixed incomes on health care costs.

Concern about Social Security’s ability to meet all of its
promised benefits after 2032 drives the current debate. To date,
much of the discussion about Social Security’s future has focused
on whether part or all of the present system should be eliminated in
favor of privatized individual investment accounts. A central
feature of individual account proposals, though often left out of the
discussion, is the necessity of cutting Social Security’s guaranteed
benefit levels in order to pay for the individual accounts while at
the same time covering the anticipated financing shortfall.
Necessary cutbacks would likely include some combination of
hikes in retirement ages to age 70, cuts in the automatic cost-of-
living adjustment, sharp reductions in guaranteed benefit levels and
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Increases in the number of work years need to earn full retirement
benefits. Most privatization proposals contemplate some mix of
guaranteed, though greatly reduced, monthly benefit, supplemented
by accrued contributions and investment earnings in an individual
account. Lo

Changes must be made to soon to ensure that the system can
pay full benefits far into the future. :However, the key issue for
women is whether those changes will weaken or strengthen the
social insurance protections that provide them with a foundation of
retirement security. The wrong changes, such as those surrounding
privatization, will have a devastating impact on women’s economic
security and their ability to lead mdependent, comfortable lives in
retirement.

Although Social Security’s projected financing shortfall must

" be addressed, at the same time it is essential to preserve the

elements that have made the existing system so important for
women, and so successful at raising millions of Americans out of
poverty. This is especially true for older women, who are much
more likely than older men to be living below or near the poverty

_ line. These considerations include:

> Social Security must provide guaranteed benefits that
. . women can count on to provide them a secure foundation
of retirement income. :
> Social Security must protect against low lifetime earnings
that result from work in low-wage jobs or intermittent
attachment to the workforce (by replacing a higher
percentage of benefits for low lifetime earners).
> Social Security must protect against the risk of outliving
_retirement income, which increases with greater life
expectancy, and against the erosion of the purchasing
power of income that results from inflation over time.
»  Social Security must provide family-based benefits that
protect spouses and widows.

Social Security must provide adequate income to allow women
to cope with the increased health care and related costs of a.gmg
that presently widen the economic gap for older women.
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ON SOCTAL SECURITY REFORM
presented to the White House Conference on Social Security
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The question before the president and Congress is simple: As we cross the bridge into the 21
century, are we willing to leave seniors - especially older women -- behind?

The Republican Congress has already turned its back on the working poor by refusing to increase
the minimum wage and pulied public assistance out from under the unemployed poor. Now
conservatives in Congress are turning their attention not only to the elderly, but also to people
with disabilities, widows and orphans. And we have no reason to believe that Social Security
will survive a revamp by Livingston and Lott . . . unless our campaign to educate and mobilize
the public is successful. -

A chicken-little atmosphere has been created by the millions of Wall Street’s dollars pushing for
privatization of Social Security. (With the Social Security system taking in some $1.5 billion a
day, the possible fees for managing even a fraction of that amount are quite an incentive.) But
what we are facing is not a crisis; it’s a scam. The threat our families face is not the imminent
collapse in Social Security funding, but a possible shortfall after 2032.

Congress created the current Social Security Trust Fund (financed by the excess of current
payroll taxes over current payments to beneficiaries and currently growing by more than $100
billion a year) to help the system meet the challenge of supporting baby boomers who will begin
to retire in 2010. By 2032, when the Trust Funds may be drawn down to zero, the system will be
purely pay-as-you-go — as it was from the 1940s through the 1960s.

And those projections are based on a cautious economic forecast. The Social Security Trustees
project an annual increase in GDP, adjusted for inflation, of only 1.6% from 1997 to 2029.
Growth from 1960 to 1974 averaged 4.1%; from 1975 to 1996, it averaged 2.7%. Maintaining
current levels of growth would sustain Social Security through the next century without any
changes in the program.

Women must be particularly wary of the remedies proposed to “fix” Social Security. Aftera
lifetime of work, women often find ourselves in dire economic straits during what was supposed
to be our golden years. Women are a majority of all Social Security recipients, and roughly three
out of four of the recipients over 85 are women. Older women are twice as likely as men to live
in poverty. And senior women are twice as likely to depend on Social Security as their sole

support.

Privatizers want Generation X to join their attacks against Social Security, but young people
should beware. Seniors aren’t the only ones who benefit from Social Security. Three million
children and their sole caretaker parents depend on Social Security’s death and disability benefits
to survive. Indeed, Social Security’s safety net is wide; without it, vulnerable people of all ages
will suffer.
. 89
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Under the cover of a fantasy funding crisis and in the name of reducing government,
conservatives want to revise or even eliminate Social Security in ways that will essentially
eliminate the safety net. We must use this opportunity to strengthen and make Social Security
more equitable, especially for women.

There are many important benefits under the current program that would not be available under
privatization. For instance, 63% of women on Social Security receive benefits based on their
husband's earnings (wives or widows' benefits), while only 1.2% of men receive benefits based
on their wife's earnings; 37% of these women had no earnings history and 26% had a higher
benefit as a wife or widow than as an earner. Under a private plan, the progressive aspects of
Social Security that provide a buffer for the poor would be lost, i.e. Social Security replaces a
higher proportion of low-wage workers' income when they retire.

In addition, lifelong benefits are especially important to women, who after reaching 65 have a
life expectancy of 19.2 years compared to 15.6 for men. What are older women supposed to-do if
they exhaust their assets before death? Adjustment for increases in cost of living under Social
Security is also crucial to saving older women from poverty. Without such protection even a
modest 3% inflation rate cuts the purchasing power of a $100 benefit to $74 over 10 years and to
$55 after 20 years. Inflation adjusted private annuities are non-existent in this country, and
lifetime annuities, if available, would be prohibitively expensive.

As the econoniy fluctuates, so will the yields of privatized plans. Between 1965 and 1978 the
market lost 45% of its value. Seniors need a steady income they can count on, not the booms and
falls of the market. The impact on women would be disastrous.

While Social Security is an important program to seniors, the disabled and children who survive
the death of a parent, there is a lot of room for improvement. Gender neutral language does not
mean equality; women currently receive an average of only $621 in monthly benefits, while men
receive $810.

We challenge Congress and the president to change the distribution of spousal and primary
earner benefits to make them equitable so that homemakers are no longer penalized for choosing
to work in the home instead of the paid workforce. We want the cap on social security taxes
raised to remove the extra tax burden on secondary wage earners. And we want to establish
earnings sharing that will allocate 50% of both spouses’ combined eamings to each individual
spouse, at long last allowing both spouses to have benefits in her or his own right. In other
words, we want women’s work — in and out of the home — to be counted and compensated.

NOW endorses the principles of the New Century Alliance for Social Security and the National

Council of Women’s Organization’s committee on Social Security. NOW is a member
organization of both coalitions.
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NATIONALWOMEN'S LAW CENTER

INDIVIDUAL ACCOUNT PROPOSALS THREATEN
SOCIAL SECURITY’S ESSENTIAL PROTECTIONS FOR -
WOMEN AND THEIR FAMILIES

For over 60 years, Social Security has increased the economic security of all Americans - but its
guaranteed benefits and family protections are especially important to women. Women represent
60% of elderly Social Security recipients, and women depend more on Social Security benefits
than do men. Social Security provides more than half of the income of elderly women living
alone, and is the only source of income for 25% of such women. Elderly women still have a
poverty rate that is nearly twice as high as that of elderly men (13.1% versus 7%). But without
Social Security, more than half of all elderly women would be poor.

The Social Security system is not in crisis now. It can pay benefits at current levels for more
than 30 years. However, by 2032 the surplus in the Trust Fund is expected to be gone, and
payroll taxes will be insufficient to maintain benefits. To ensure adequate benefits for future
generations of women, Social Security needs to be strengthened by reforms that close the
financing gap and improve the economic security of women and their families. Unfortunately,
the debate over ways to reform Social Security seems to be focusing on proposals to replace
Social Security, in whole or part, with individual accounts which pose serious risks for women.
For that reason, this brief statement focuses on the problems inherent in individual accounts.

> Individual accounts, which lack Social Security’s progressive benefit structure and
spousal benefits, would disadvantage women who work for lower pay and take time
out of the iabor force to care for children and family.

Social Security is a social insurance program designed to provide meaningful retirement benefits
to all workers and their families. Social Security’s benefit formula is progressive: those who
have worked for low wages throughout their lifetime receive retirement benefits that are a larger
percentage of their lifetime earnings. And Social Security guarantees benefits to spouses,
divorced spouses, and surviving spouses: a vital protection for women who spend time out of the
labor force to care for children and other family members.

Although women are working more and earning more than in the past, their lower earnings
relative to men’s will persist. The wage gap has narrowed, but not disappeared. And women are
still more likely than men to spend time out of the labor force or working part-time. Today, 63%
of women receive benefits based on their husbands’ earning history, because the spousal benefit
(50% of the husbands’ benefit) exceeds the worker benefit based on their own earnings history.
The percentage of women relying on spousal benefits is expected to decline, but will remain high
well into the 21st century; in 2060, 40% of women are projected to receive benefits as spouses
rather than workers.

In contrast to Social Security, benefits from individual accounts are directly related to the size of
the individual’s contribution and the return on investment. Protections for low earners could be

With the law on your side, great things are possible
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devised; however, they would be more politically vulnerable than Social Security’s integrated,
progressive, social insurance approach. And it is unclear in several of the proposals for
individual accounts whether protections for spouses, divorced spouses, and surviving spouses
would be required — and if so, how substantial they would be. About 20% of elderly widowed
and divorced women are currently poor; they cannot afford a loss of benefits.

> Protection equal to Social Security’s guaranteed, inflation-protected, lifetime
retirement benefits would be difficult, if not impossible, for women to secure
through individual accounts.

Social Security provides workers and their surviving spouses with benefits that are guaranteed
for life and adjusted for inflation. These protections are especially important to women. Women
live longer than men; over 70% of Americans age 85 and older are women. Women are thus at
greater risk of outliving their savings, and of seeing other sources of income decline in value due
to inflation. And women generally have lower savings than men, and are less likely to have
pension income.

Individual savings and investments are an important supplement to Social Security. But to the
extent individual accounts substitute for guaranteed Social Security benefits, they put women’s
economic security at risk. To minimize the risk of losing their investments, women may choose
to invest their smaller individual accounts conservatively; studies indicate that women currently
invest more conservatively than men. But women then run the risk that their assets will not
grow sufficiently to last through their lifetime, or even keep up with inflation.

Women will be especially hard pressed to obtain through the market the lifetime protection that
Social Security provides. Lifetime annuities can be purchased. But converting to to an annuity-—
which is done all at once -- makes a woman'’s lifetime retirement benefits extremely sensitive to
the state of the stock market at the time of the conversion. In addition, the costs of converting
savings to an annuity are high. Economist Henry Aaron estimates that overall, 30 to 50% of the
savings in an IRA or 401(k) individual account converted to an annuity are lost to administrative
and management fees and the cost of conversion. Few private annuities are indexed for inflation.
And most private annuities — unlike Social Security -~ base monthly payments on gender,
providing women with lower lifetime benefits for the same investment.

> Replacing Social Security with private accounts jeopardizes dishbility and
sarvivors’ benefits for workers and their families.

Social Security is not just a retirement program. It provides benefits for disabled workers, 40% of
whom are women. And Social Security provides for the families of workers who become-
disabled or die. Nearly 4 million children receive Social Security survivors or disability benefits
— and 98% of the parents who receive benefits for caring for them are women. Individual
accounts are designed to provide for retirement only. The savings in individual accounts will not
protect families that must cope with a wage earner’s disability or early death.

NATIONAL WOMEN’S LAw CENTER, Washington, D.C. December 3, 1998
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WOMEN’S INSTITUTE FOR A SECURE RETIREMENT

Social Security has been the nation’s single most successful social program, helping millions of
men and women to escape poverty in old age and reducing the financial burdens that their chil-
dren and grandchildren would otherwise have to bear. But now some members of Congress say
that Social Security is living on borrowed time and requires a major overhaul — rather than just
a tune-up with the types of minor adjustments that have been made throughout its history. Are they
right? Is it time to change Social Security by creating a nationwide system of individual accounts?

The Basics

Women are far less likely than men to have retirement income from a private pension or a savings
account, so the Social Security program is crucial for women. In fact, nearly 40 percent of older
women living alone depend on Social Security for almost all of their income.

Today, the present system works like a defined benefit plan — when you retire you receive a cer-
tain benefit for the rest of your life. You also receive an increase in your benefit to protect the
value from declining because of inflation.

The folks who want to totally revamp the system want to change it to a defined contribution plan
— when you retire you'll have a certain amount of money in your personal account — and when
you reach retirement age, you can cash it out or buy an annuity that will pay you a benefit for the
rest of your life — but without inflation protection.

Proceed with Caution

For all the doomsday talk, the fact is that Social Security is not going broke. The most recent
report from the Trustees shows that without any change to the present law, full benefits can be paid
unti] 2032. After that, even if no changes were made, the amount of money being paid in would
still cover three-fourths of expenses. So we are not looking at bunkruptcy of the system we're
looking at an eventual shortfall. Changes should be made but there is no immediate crisis. The
house is not burning down, it just needs repairs.

Women have a particularly important stake in making sure that any changes to Social Security are
carefully considered. Here are some reasons why:

» Women earn less. What happens if you didn't earn much money during your working years?
The current system favors lower earners over higher eamers, because of the formula used to
calculate benefits. Typically women have a record of lower earnings because they leave and
re-enter the workforce to care for their families and because women earn only 74 cents for
every dollar that men earn. This type of protection is lost in an individualized account system.

«  Women live longer. What happens if you outlive your income? The current system pays a ben-
efit for as long as you live. Under an individual account system the size of your benefit
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depends on your investments. Because women live longer and longevity is increasing, we
should be careful of changes that could make matter worse. Today, more than twenty percent
of older single women live in poverty.

« Can you count on the stock market? Having a private account means that you bear all the risk
of investing. But even if the stock market continues to climb, a system of private accounts will
only do well on average. Because women typically eamn less, many will have smaller-than-
average accounts.

And because people with less money are typically conservative investors, women are likely
to earn below-average returns. Moreover, you could lose your shirt if because of the timing of
your retirement you have to cash out your account or convert it to an annuity when the stock-
market is not performing well. Moral: Beware of rosy scenarios based on averages.

e What if you get divorced? Under the present system, a woman who was married for 10 years
or more is entitled to half of her former husband’s benefit while he is alive. When he dies, she
is entitled to the same widow’s benefit she would have received if she had stayed married. At
this stage, none of the proposals include provisions relating to divorce.

*  What about life insurance? The current system provides protection for the spouse and children
of a worker who dies or becomes disabled. An individual account system would give less pro-
tection by only providing what’s in the account at the time of death.

While the present system can clearly be improved — for example, by increasing benefits for wid-
ows, who are four times more likely than wives to end up in poverty — but it’s hard to justify a
major overhaul that would reduce guaranteed benefits unless there’s no other choice. And that’s
not the case. According to the acclaimed financial writer Jane Bryant Quinn, an individual account
system would be a losing deal for most people.

Making the wiser choice

Minor changes

Here are a few of the easy fixes being suggested: investing some of Social Security’s revenues in
the stock market, instead of exclusively in low-yield Treasury bonds as required under present
law. This could increase investment returns, just as with private accounts — but without the risks
to individuals. Also if the Consumer Price Index was calculated so that adjustments for inflation
were on target, much of the shortfall would be eliminated.

As with any proposal that attracts the attention of Congress, we need to look at who’s pushing the
idea of individual accounts and why. Social Security takes in $1.25 billion every day. Clearly the
fees for managing even a fraction of that sum are staggering. But whether it would benefit the
majority of working Americans is less clear.

Unfortunately, the current focus on Social Security is distracting attention from what should be a
more immediate concemn: improving private pension coverage. Less than half of the workforce
have pensions — that’s the real retirement problem that Congress and the media should be look-
ing at.
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'Women Are Central to Social Security Reform Debate

Business and Professional Women/USA (BPW/USA) is the leading-advocate for
worlcmg women. BPW/USA represents 70,000 working women across the country in
more than 2,000 local orgamzauons nauonw1de

BPW/USA’s stake in Soc1al Secunty reform stems from our concern about the
prevalence of poverty among women in their senior years. Women-live:longer than
men, earn less and are more likely to be dependent on Social Security for most or all
of their retirement income. Thus, working women have a significant stake in the
reform options currently being considered. Their voice will be crucial to building the
coalition nec&csary to enact reform legislation.

Several factors contribute to women’s vulnerability to economic msecunty in old age.
A lifetime of lower wages due to the wage gap between the earnings of men and
women translates into significantly less money in retirement. The U.S. Census Bureau
estimates the wage gap between the eamnings of men and women to be 26%. This
means that women are earning on average only 74 cents for every dollar 2 man is paid.
For African-American or Hispanic women, the wage gap is even wider.

Women remain dlspropomonately represented i in lower-paid, female—dommated
occupations. Women are much more likely to leave the workforce arid three times as
likely to work part-time to accommodate care-gwmg responsibilities. Lower earnings
mean lower Social Secunty benefits and lower pension checks—if women are lucky
enough to have pensions at all. The result is a life'of poverty for far too many women
in their senior years. Compounding the problem is the fact that the average woman
lives seven years longer than their male counterparts.

.- Three out of four working women earn less than $23,000 annually. Even a disciplined
- saver will have trouble accumulatmg much in savings at that level. Thus they are
~more likely to be dependent on Social Security for more if not all of their retirement

income.

In addition, most women don’t even have a pension, regardless of its size. Women are
more likely to be working in low-wage, service, part-time jobs and/or to work for
small businesses—where pension coverage is the most sparse. Although about 48
percent of full-time female workers have some form of pension coverage, 2 majority
still do not. And only 39 percent of all female—full and part-ime—workers are

covered.
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Clearly, there has been some progress in expanding pension coverage. However, that progress
has been undermined by ongoing structural barriers and by the overall shift away from defined
benefit, or “basic pension” plans to do-it-yourself, defined contribution plans like 401(k)s.
Again, lower wages mean that women have fewer dollars to invest for their retirement. And
again, Social Security becomes even more important.

The size of a beneficiary’s benefits is based on the amount of contributions made by the worker.
This is fair as long as women are paid what they are worth. Any reforms that address Social
Security solvency must consider the economic reality for today’s working women.

BPW/USA, working in coalition with the National Council of Women’s Organizations, will
participate in the public dialogue on Social Security and will assess each reform proposal based
on its impact on women—the majority of Social Security recipients. BPW/USA has endorsed
the National Council of Women’s Organization’s Social Security Check List to evaluate each
reform proposal.

* Women’s Checklist on Social Security Reform

-

Does each reform proposal:

_____ Continue to help those with lower lifetime earnings, who are disproportionately women?

_____Maintain full cost of living adjustments?

- Protéet and strengthen benefits for wives, widows and divorced women?

___ Preserve disability and survivor benefits?

_____ Protect the most disadvantaged workers from ‘across the board’ benefit cuts?

. Ensure that women’s guaranteed benefits are not reduced by individual account plans

that are subject to the uncertainties of the stock market? |

Address the care giving and labor force experiences of women?

Further reduce the number of elderly women living in poverty?

BPW/USA has had a long-standing interest in retirement security issues and Social Security
reform. BPW/USA is working not only to effect change on Capitol Hill, but also to educate
BPW/USA members about the importance of retirement planning and working with
organizations like the Women'’s Institute for a Secure Retirement (WISER), to ensure a safe
retirement for all Americans. In February 1999, BPW/USA is hosting a conference in
Washington, DC, which will bring together several hundred working women to focus on the
various Social Security reform options, particularly how they will impact women. Our goal is to
empower these women to become active in the Social Security debate by encouraging them to
hold Social Security forums in communities across the nation.

Business and Professional Women/USA (BPW/USA) includes 70,000 members and more than 2,000 local
organizations nationwide. BPW/USA s mission is to achieve equity for all women in the workplace through
advocacy, education and information.
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SOCIAL SECURITY REFORM

For more than a century, the American Association of University Women (AAUW)
has promoted equity in the workplace, education, and in all aspects of women’s
lives. AAUW has long been committed to a Social Security program that improves
the social status and economic security of the elderly. As the 106th Congress
considers proposals to reform the current Social Security system, the economic
well-being and security of women must be safeguarded. It is critical that the
following factors be considered:

Women are more dependent on Social Security than men.

. Women earn less than men. For every dollar men earn, women earn 74
cents, which translates into lower Social Security benefits. In fact, women
earn an average of $250,000 less per lifetime than men—considerably less
to save and/or invest in retirement.

. Women are half as likely as men to receive a pension. Twenty percent of
women versus 47 percent of men over age 65 receive pensions. Further, the
average pension income for older women is $2,682 annually, compared to
$5,731 for men.

. Women do not spend as much time in the work force as men. In 1996, 74
percent of men between the ages of 25 and 44 were employed full-time,
compared to 49 percent of women mthat age group. Women spend more
time out of the paid work force than do men in order to raise families and
take care of aging parents.

. Women live longer than men. A woman who is 65 years old today can
expect to live to 85, while a 65 year old man can expect to live to 81.
Because women live longer, they depend on Social Security for more years
than do men. '

Women need guaranteed benefits they can count on.

. The poverty rate among elderly women would be much higher if they did
not have Social Security benefits. In 1997, the poverty rate among elderly
women was 13.1 percent. Without Social Security benefits it would have
been 52.2 percent. For elderly men, the poverty rate is much lower at seven
percent. If men did not have Social Security benefits, the poverty level
among them would increase to 40.7 percent, a smaller increase than for
women.
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. Social Security benefits are the only source of income _for many elderly women. Twenty-
five percent of unmarried women (widowed, divorced, separated, or neéver married) rely
on Social Security benefits as their only source of income. It is the only source of income
for 20 percent of unmarried men.

. Older women of color are poorest in retirement. Only 25 percent of African American
and 33 percent of Hxspamc women have income from savings or assets. The poverty rate
is parttcularly hxgh among Afncan Amencan women over age 65, at 28 9 percent

Any Social Secunty reform must inicrease the stabthty and secnnty of retu'ement income,
including mamtammg and protecting:

. Full cost of Imng ad]ustments The cun'ent Socxal Security system protects agamst
inflation, a crucial protectton against 1 the erosion of benefits. This provisionis
partlcularly mpormnt to women because they live longer, rely more on Social Security,
and lack: other sources of income. Pensmns and personal savings accounts are rarely
indexed to mﬂauon, and retirees may outlxve those assets. :

. A progressive beneﬁt formula. Social Security should continue to replace a larger share
" of low-income workers’ past earnings as a protection against poverty, and beneficiaries
who eamed h1gher wages during their work life should continue to receive benefits
related to their éarnings history. The current benefit formula compensates women for
lower lifetime earnings.

. Spousal beneﬁts Social Secunty s famlly protection provisions help women the most.
Social Secunty provides guaranteed, mﬂatton-protecfed, lifetime benefits for widows,
divorced women, and the wives of remed workers. Sixty-three percent of female Social
Security beneficiaries age 65 and over receive benefits based on their husbands’ earning
records, while only 1.2 percent of male beneficiaries receive benefits based on their
wives’ earning records. These benefits offset the wage disparity between women and
men. .

. Disability and survivor benefits. Social Security provides benefits to three million
children and the remaining care-taking parent in the event of premature death or disability
of either working parent. Spouses of disabled workers and the widows of workers who
died prematurely also receive guaranteed lifetime retirement benefits. These benefits
have enabled women to hold their families together under tragic circumstances. -

Contacts: Nancy Zirkin, Director of Government Relations, 202/785-7720
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Public Policy & Government Relations Department
December 1998





