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THE PRESIDENT’S SOCIAL SECURITY
LEGISLATION

TUESDAY, NOVEMBER 9, 1999

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, D.C.

The Committee met, pursuant to call, at 10:05 a.m., in room
1100, Longworth House Office Building, Hon. Bill Archer (Chair-
man of the Committee) presiding.

[The advisories announcing the hearing follow:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721
October 27, 1999
FC-15

Archer Announces Hearing on
the President’s Social Security Legislation

Congressman Bill Archer (R-TX), Chairman of the Committee on Ways and
Means, today announced that the Committee will hold a hearing on President Clin-
ton’s new Social Security plan. The hearing will take place on Wednesday, Novem-
ber 3, 1999, in the main Committee hearing room, 1100 Longworth House Office
Building, beginning at 10:30 a.m.

Oral testimony at this hearing will be from invited witnesses only. However, any
individual or organization not scheduled for an oral appearance may submit a writ-
ten statement for consideration by the Committee and for inclusion in the printed
record of the hearing.

BACKGROUND:

On Wednesday, October 26, 1999, President Clinton submitted legislation out-
lining a Social Security plan. The proposed legislation reflects the third plan set
forth by the President over the past 10 months. The new plan would create several
budget enforcement rules to ensure that 100 percent of the Social Security surplus
is used to pay down the public debt over the next 15 years. Under the proposed leg-
islation, during fiscal years 2011 —2044, nearly $7 trillion of general revenues
would be transferred to the Social Security Trust Funds in the form of interest-bear-
ing, special-issue Treasury securities. Transfers made during the first six years are
supposed to reflect interest savings generated from the debt reduction. However, the
transfers would not be contingent on debt relief; instead, they would be appro-
priated in the law according to a specified formula. Transfers made after fiscal year
2016 would be set by law at the fiscal year 2016 level. According to Social Security’s
actuaries, the President’s plan would extend the life of the Social Security Trust
Funds to 2050 — 16 years later than current law.

In announcing the hearing, Chairman Archer stated: “I have serious reservations
about the President’s latest plan, so I look forward to hearing from our witnesses
as to how this plan actually works. Does it meet our principles of no tax hikes or
benefit cuts? Does it save Social Security for 75 years? Does it offer new options for
younger workers? I'll be looking for these and other answers from the witnesses.”

FOCUS OF THE HEARING:

The hearing will evaluate the President’s new Social Security plan and discuss
the impacts of the plan on taxpayers, the Federal Budget, the Social Security pro-
gram, and the economy.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Any person or organization wishing to submit a written statement for the printed
record of the hearing should submit six (6) single-spaced copies of their statement,
along with an IBM compatible 3.5-inch diskette in WordPerfect 5.1 format, with
their name, address, and hearing date noted on a label, by the close of business,
Wednesday, November 17, 1999, to A.L. Singleton, Chief of Staff, Committee on
Ways and Means, U.S. House of Representatives, 1102 Longworth House Office
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Building, Washington, D.C. 20515. If those filing written statements wish to have
their statements distributed to the press and interested public at the hearing, they
may deliver 200 additional copies for this purpose to the Committee office, room
1102 Longworth House Office Building, by close of business the day before the hear-
ing.

FORMATTING REQUIREMENTS:

Each statement presented for printing to the Committee by a witness, any written statement
or exhibit submitted for the printed record or any written comments in response to a request
for written comments must conform to the guidelines listed below. Any statement or exhibit not
in compliance with these guidelines will not be printed, but will be maintained in the Committee
files for review and use by the Committee.

1. All statements and any accompanying exhibits for printing must be submitted on an IBM
compatible 3.5-inch diskette in WordPerfect 5.1 format, typed in single space and may not ex-
ceed a total of 10 pages including attachments. Witnesses are advised that the Committee will
rely on electronic submissions for printing the official hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. A witness appearing at a public hearing, or submitting a statement for the record of a pub-
lic hearing, or submitting written comments in response to a published request for comments
by the Committee, must include on his statement or submission a list of all clients, persons,
or organizations on whose behalf the witness appears.

4. A supplemental sheet must accompany each statement listing the name, company, address,
telephone and fax numbers where the witness or the designated representative may be reached.
This supplemental sheet will not be included in the printed record.

The above restrictions and limitations apply only to material being submitted for printing.
Statements and exhibits or supplementary material submitted solely for distribution to the
Members, the press, and the public during the course of a public hearing may be submitted in
other forms.

Note: All Committee advisories and news releases are available on the World
Wide Web at “http://www.house.gov/ways__means/”.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—225-1721 or 202-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.
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**NOTICE—CHANGE IN DATE AND TIME***

ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721

October 28, 1999
FC-15-Revised

Date and Time Change for Full Committee
Hearing on

Wednesday, November 3, 1999,
on the President’s Social Security Legislation

Congressman Bill Archer (R-TX), Chairman of the Committee on Ways and
Means, today announced that the full Committee hearing on President Clinton’s
new Social Security plan, previously scheduled for Wednesday, November 3, 1999,
at 10:30 a.m., in the main Committee hearing room, 1100 Longworth House Office
Building, will now be held on Thursday, November 4, 1999, at 10:00 a.m.

All other details for the hearing remain the same. (See Full Committee press re-
lease “fc—15.htm” No. FC-15 , dated October 27, 1999.)

***NOTICE—CHANGE IN DATE AND TIME#**

ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721

October 28, 1999
FC-15-Revised

Date and Time Change for Full Committee
Hearing on

Thursday, November 4, 1999,
on the President’s Social Security Legislation

Congressman Bill Archer (R-TX), Chairman of the Committee on Ways and
Means, today announced that the full Committee hearing on President Clinton’s
new Social Security plan, previously scheduled for Wednesday, November 4, 1999,
at 10:00 a.m., in the main Committee hearing room, 1100 Longworth House Office
Building, will now be held on Tuesday, November 9, 1999, at 10:00 a.m.

All other details for the hearing remain the same. (See Full Committee press re-
lease “fc—15.htm” No. FC-15 , dated October 27, 1999.)



Chairman ARCHER. The Committee will come to order. Good
morning to everyone on this beautiful Washington fall day.

Mr. RANGEL. Good morning, Mr. Chairman.

Chairman ARCHER. Thank you, Mr. Rangel. Today’s hearing is on
the President’s Social Security plan. We committed at the begin-
ning of this year that when the President sent up the Social Secu-
rity plan, that we would give it very serious consideration. And we
are fulfilling our commitment today, and it is our pleasure to have
with us the new Secretary of the Treasury, Secretary Summers,
who is making his first appearance before our Committee since
being confirmed by the Senate, which confirmation sailed through
without controversy, a great compliment to Mr. Summers. I con-
gratulate you and welcome you before the Committee.

The President’s latest version of his Social Security plan is in
some ways a step forward and a step back. It is a step forward be-
cause it has been long awaited by this Committee and the Chair-
man had hoped that it would have occurred much, much earlier
this year to give us time to try to find a bipartisan answer this
year.

It is also a step forward because the President dropped his origi-
nal recommendation that the Social Security Trust Fund dollars be
invested by the government directly in the stock market rather
than having personal savings accounts where individual workers
would be able to determine the investment of their own funds. And
I applaud the removal of this provision by the President from his
original plan.

In doing so, however, the President has also abandoned entirely
the concept that we should use the strength of the financial mar-
kets to help shore up Social Security’s finances. Most experts, in-
cluding the President’s own Social Security Advisory Council, be-
lieve that we should do this in some fashion, and I think it is best
accomplished by providing Americans with their own personal sav-
ings accounts. But I hope the President will keep an open mind
about this as we move in that direction.

I think it is very important that we find a way to resolve this
problem and resolve it cooperatively between the White House and
the Congress, but I must say that I am disappointed in the Presi-
dent’s program in what I believe is a step backwards. After saying
in 1998 that we should put first things first and save Social Secu-
rity first, and after a year-long national debate and dialogue on So-
cial Security and after a White House summit now almost a year
ago on Social Security, after countless hearings and forums dis-
cussing the need to save Social Security, I really had hoped that
the President would submit a better long-term plan.

First, this plan will not save Social Security for the required 75
years. Second, it leaves Social Security hurtling toward a cliff of in-
solvency at the end of the year 2050. And third, because it does not
satisfy the long-term goals, I do not believe it has any chance of
becoming law. Despite this, I am still hopeful that we can work to-
gether to save Social Security. And Social Security Subcommittee
Chairman Shaw and some Members of this Committee may be the
few other people who agree with me.
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We have offered a plan that saves Social Security for 75 years
without tax increases or benefit cuts, gives every working American
a personal savings account that can be invested at their decision,
and provide retirement security for them and their families. Oth-
ers, including many senior Democrats in the House and Senate
have introduced plans based on the concept of personal savings ac-
Cﬁunts. But the President apparently still is unwilling to accept
this.

In closing, let me say I am still optimistic. Conventional wisdom
says we cannot fix Social Security in a Presidential year, next year,
but there are always exceptions to prove the rule. This so-called
conventional wisdom said we couldn’t balance the budget, we
couldn’t strengthen Medicare, we couldn’t reform welfare, and that
we couldn’t cut taxes.

I know from the discussions that I have had personally with
President Clinton that he wants to save Social Security and I think
he would be a lot bolder than this plan if he were totally free of
all political constraints, because I believe that deep down he knows
this plan just doesn’t do the job. But as is often the case in Wash-
ington, politics have gotten in the way, and that goes for both par-
ties, but if we put principles before politics and ideas before ambi-
tion, we can fix Social Security, working together.

I now recognize Mr. Rangel for any opening statement that he
might like to make and, without objection, all Members may enter
their written statements at this point in the record.

Mr. Rangel.

Mr. RANGEL. Thank you so much. Good morning again, Mr.
Chairman.

Chairman ARCHER. Good morning, Mr. Rangel.

Mr. RANGEL. We want to thank you and the Republican Party,
really, under the leadership of President Reagan, for moving us for-
ward in balancing the budget and looking forward to this surplus.
It was your idea, and we Democrats thought that we could support
President Clinton’s budget and move forward and do this even
without the help of existing Republicans and we reached that goal.
We have accomplished it and some of us believe that the President
is right in asking that while we are moving forward with this sur-
plus, that we take care of Social Security and Medicare first.

Now, I know you have been waiting a long time for the Presi-
dent’s legislation on Social Security. Why, I don’t know, because we
have always prided ourselves in the House of Representatives, and
especially on the Ways and Means Committee, in not just doing
what Presidents tell us to do. We like their recommendations. We
like working with them, certainly when it comes to tax cuts. We
didn’t go to the admlnlstratlon and ask about the $792 billion tax
cut. We are a pretty independent Committee and House. However,
since we did not draft the bill and still don’t have a Social Securlty
bill, and we are the legislative Committee, let me join you in
thankmg the President’s people for coming forward and giving us
at least an outline that we can follow.

Now, this bill should not be everything that we want as Demo-
crats or as Republicans. It should be a guideline. And, whether it
is short term or long term, it is better than not having any fix at
all. That is where I think with your leadership, Mr. Chairman,
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working with the President, Republicans and Democrats working
together, we can just put aside this notion of a trillion dollar tax
cut and stop cooking the books on the other side of how much this
thing costs, and start moving forward and taking care of Social Se-
curity, Medicare, and, God willing, give the American people some
substantial tax relief.

I certainly would hope that it would be part of your legacy that,
in the last year that you are here, that you work with our Presi-
dent, you work with your Republican and Democratic friends, and
that we do have a Social Security bill that can pass. In order to
do that, I think we have to move away from $792 billion in tax cuts
and kind of think in terms of what to do with Social Security.

I would like to yield to the Ranking Member of the Subcommittee
on Social Security and hope he would support my position.

Mr. MATsulL I thank you, Mr. Rangel, for yielding to me, and I
appreciate your remarks and your comments. I am going to be very
brief because I know we want to hear from Mr. Summers and I do
believe that Mr. Shaw will have an opening statement as well. But
I would like to just make one observation. I think the President’s
plan is an excellent starting point. It tried to accommodate some
of the objections that Mr. Greenspan and you, Mr. Archer, as
Chairman of the Committee, have raised regarding investments by
fund managers into the equity markets. But it tried to deal with
some of the issues that you raised over the last 6 or 7 months. This
proposal will buy down the debt for the next 15 years, and for the
first time since 1834, believe it or not, we would end up having a
situation in our economy where there would be no national debt.
At the same time, by using the savings from the reduction in the
debt—that is, interest savings—we will be able to put that money
into the Social Security fund to preserve the solvency of the Social
Security account until the year 2050.

That means a child today would undoubtedly be in a better posi-
tion to collect his or her benefits. Somebody who is 20 today will
be guaranteed his or her benefits. And so this is a situation where
it makes sense, as Mr. Rangel said, at least to get the ball rolling.
We still have a number of years, over the next 50 years, to solve
the additional 25 years of the problem, if in fact, as Mr. Archer
suggested, that we should. But this will give us 50 years’ savings
on the fund.

Now, I don’t want to get into charges back and forth between dif-
ferent plans, but I don’t think you can look at the President’s plan
in a vacuum. And I hope there will be opportunities to talk about
other plans as well, particularly the plan advanced by Chairman
Archer and Mr. Shaw. The problem with that plan, I think, as ev-
eryone knows, is that if you give a $792 billion tax cut over the
next decade, and beyond that as well, and then you also institute
the Archer-Shaw plan with a 2 percent of payroll credit for every
American in the work force, you will not have enough money avail-
able for both of these initiatives. And certainly what would happen
then is we would be in major deficit spending.

In fact, under Archer-Shaw—and they admit this themselves—35
years from now when the President’s plan would create a balanced
situation and there would be no debt, Archer-Shaw would increase
the debt held by the public by $11.7 trillion. So I would have to
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say the President’s plan is the only realistic practical plan avail-
able. Archer-Shaw is just not an option available to us given the
fact of the uncertainty of the Federal debt, and certainly our
budget.

I look forward to these hearings and certainly hearing from the
witnesses, but it is my hope that we begin to look at the Presi-
dent’s plan with a little more practicality instead of ideology. I
yield back the balance of my time.

Chairman ARCHER. I yield to the Subcommittee Chairman of the
Social Security Subcommittee, Mr. Shaw, for a statement.

Mr. SHAW. I thank you for yielding me this time. I have been
looking forward to this hearing for some time and I think we are
making progress. There are two issues that are before us this
morning. The first is the President’s Social Security bill. As our
witnesses will attest, while it takes positive steps such as paying
down the debt, the President’s plan will not save Social Security for
75 years. That is his own yardstick for reform. That is just not
good enough for us.

The second issue is are we ready to save Social Security for all
time, for 75 years and beyond? I think that we are. Most of our
Democrat colleagues, including Ranking Member Rangel and Mat-
sui, showed support for the action by cosponsoring the President’s
plan. We expect, Chairman Archer and I, expect to and will be in-
troducing the Archer-Shaw plan shortly. It is in legislative form
and it is ready to go.

Our plan doesn’t cut benefits. It doesn’t raise taxes, but it does
save Social Security for 75 years and beyond. And I would say to
my Democrat friends that we listened to your concerns. Several of
you asked why your concerns were not addressed and why you
were not part of drawing the bill. Mr. Archer and I have been
working on this bill for almost—for just about 2 years. We have
had more hearings on this than we had when we reformed welfare.
We have been listening to you. We have addressed your concerns
and I think that we have taken them into account on this legisla-
tion.

First of all, we don’t touch Social Security. We don’t touch it at
all. The FICA tax is still out there. It is still invested in Treasury
bills. The system stays exactly the way it is under the Archer-Shaw
bill. We protect all the benefits so there is no need to cut COLAs
or raise the retirement age. We don’t do that. We maintain all ex-
isting benefits. We avoid a tax hike, a concern that Mr. Rangel and
I have discussed, and we allow for tax cuts in the long run. Actu-
ally we can see and the Social Security Administration tells us that
under our plan, the FICA tax can be cut in the outyears.

And we fully protect against individual risks. There is no risk.
We even provide new benefits like inheritance of the individual re-
tirement accounts and we eliminate that terrible Social Security
earnings penalty, which is grossly unfair to so many of our low-in-
come retirees, and we save Social Security for all time. That is not
our estimate, this is the estimate that is given us by the Social Se-
curity Administration.

So we say to the President, work with us. No plan is perfect.
Yours certainly isn’t. Ours isn’t either, but as I see it, we now have
two clear options: One option is for you to tell us how you would



9

further change our plan to save Social Security for 75 years and
beyond, and I would say to the President, I would say to our distin-
guished witness today, work with us. We can do this and we can
do it together.

The President has asked to us do it together and wait for his
lead at the White House conference of a year ago. We waited and
waited and we still have not received a plan that saves Social Secu-
rity for all time. But we do still look to the White House for leader-
ship and I think it is very important.

I would comment on Mr. Rangel’s statement. Sure, we are the
legislative body, but in every major Social Security reform that we
have had in this country, we have had leadership from the White
House. I think it is very important and I think, most important,
it is important that this be done in a bipartisan way.

The other option is for you to tell us whether you would sign the
Archer-Shaw plan or, if you wouldn’t, what changes are needed for
your signature. Again, we are ready to sit down and go to work,
meet with the President anytime, anywhere, in order to reach
these goals.

I want to say to you, Secretary Summers, to convey to the Presi-
dent personally the message that we have. And I want to welcome
you. You have been a friend of this Committee, I think a very
forthright witness. Some tough questions are going to be asked of
you today. That is our job as the Republican side, is to look to prob-
lems that are within the Social Security plan put forth by the
President, but that does not in any way diminish our desire to
work in partnership with the President, and I thank you for being
here, Larry.

Opening Statement of Hon. Fortney Pete Stark, a Representative in
Congress from the State of California

Mr. Chairman, along with the Minority Leader, the Minority Whip and many of
my Democratic colleagues on the Ways & Means Committee, I have taken the initia-
tive to end the partisan politics over Social Security by cosponsoring H.R. 3165, the
Strengthen Social Security and Medicare Act of 1999. This bill extends the life of
Social Security from 2034 to 2050. In addition, this bill reduces the amount of debt
held by the public from roughly 44 percent of GDP today to 7 percent by 2014. It
is time for the House Leadership to meet us half way and give the issue of Social
Security solvency the serious consideration it deserves.

The GOP makes false accusations that the Democrats are raiding the Social Secu-
rity Trust Funds but has done nothing to ensure long-term solvency. The only rea-
son the majority leadership has not taken action on Social Security this session is
because they would rather politicize the issue than extend its solvency. All of this
finger pointing and bickering over the surplus serves to hide the fact that no action
has been taken to extend the life of the Social Security trust fund.

Beginning in the year 2014, the Social Security trust fund will take in fewer taxes
than it pays out in benefits. This means that Social Security will need to redeem
the treasury notes it holds starting in the year 2014. By the year 2034, all of those
treasury notes will have been cashed in. Once those notes are gone, the Social Secu-
rity trust fund will not have any additional revenue coming in other than the pay-
roll taxes paid in week by week to pay the promised benefits. Without additional
revenue, this would result in a significant decrease in the benefit of about 25 per-
cent. But the majority party will have the American people believe that the Demo-
crats are raiding the Social Security Trust Fund to bolster other programs.

This is simply not true!

This long-term shortfall is what Congress should be addressing now, not arguing
about who’s stealing the surplus dollars of tomorrow. However, the GOP would rath-
er cloud the issue with false accusations than confront the American people with
their plan to offer billions of dollars in tax breaks to the wealthiest Americans.

I have already offered my own plan to shore-up the Social Security system-H.R.
2039; however, the leadership will not consider it. So I have once again signed my
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name to another plan that lengthens the life of Social Security. The plan before us
today extends the life of Social Security from 2034 to 2050 by paying down the pub-
lic debt and using the interest savings from the debt reduction to reinvest in the
Social Security Trust Fund.

The American worker wins in two respects from this plan. First and foremost, the
plan helps to strengthen Social Security. The life of Social Security is extended an
additional sixteen years. This is enough time for Congress to come up with a com-
prehensive plan to extend the system beyond 2050, so that Generation Xers can
have the same confidence that their parents have in the Social Security system. Sec-
ond, a lower national debt means lower interest rates. Lower interest rates is the
equivalent of a tax cut that benefits middle-income families.

The bill goes one step further by protecting Medicare as well. The bill creates a
lockbox for Medicare to ensure that it is protected from those who would rather give
big tax breaks to CEOs and big business. The bill prohibits reducing any non-Social
Security surpluses by more than two-thirds of the projected surplus unless those
funds are used for a Medicare solvency package. This reserves at least one-third of
future surpluses to protecting seniors’ healthcare. This includes setting aside funds
for a prescription drug benefit.

Finally, to prove that there is no gimmickry in this plan, the bill further protects
Social Security and Medicare by extending the budget enforcement rules that have
helped generate the current surpluses.

I encourage the Ways & Means Committee and the House Leadership to stop
pointing fingers and take action on H.R. 3165. It is a responsible first step in shor-
ing up the Social Security and Medicare systems.

Chairman ARCHER. Mr. Secretary, again, welcome. And we are
pleased to be able to receive your testimony. And if you are ready,
you may proceed.

STATEMENT OF HON. LAWRENCE H. SUMMERS, PH.D.,
SECRETARY, U.S. DEPARTMENT OF THE TREASURY

Secretary SUMMERS. Thank you very much, Mr. Chairman, Mr.
Ranking Member, Chairman of the Subcommittee, Ranking Mem-
ber on the Subcommittee. I am grateful for the opportunity to ap-
pear to testify before you with respect to the President’s plan for
preserving Social Security, and in a broader fiscal context, which
I know to be of great interest to this Committee and others in the
Congress.

I have a longer statement for the record if that is all right, Mr.
Chairman, which I will summarize here today.

Chairman ARCHER. Mr. Secretary, without objection, your entire
written statement will be inserted in the record.

Secretary SUMMERS. In my remarks today, I would like to ad-
dress three issues: First, dramatic fiscal progress that has been
achieved in the nineties and the benefits for the American people
that have resulted. Second, the President’s plan for maintaining
this progress and assuring that the savings it brings will not be
dissipated and will be channeled into strengthening the Social Se-
curity system. And third, the broader significance of the President’s
plan and our further economic and fiscal priorities going forward.

Mr. Chairman, I think we can all take satisfaction from the
progress that our country has achieved over the last decade in
bringing about, first, an end to budget deficits and budget balance,
and now a period of surplus where our national debt is being re-
duced.

Some years ago we faced a vicious cycle of substantial deficits,
high interest rates, slower growth, less tax revenue, larger deficits,



11

and the cycle went round and round again. With the progress that
we have made in recent years with the 1993 and the 1997 budget
agreements, we have seen that vicious cycle converted into a vir-
tuous circle of greater economic growth, lower interest rates, larger
surpluses, still lower interest rates, greater economic growth, more
revenue collections, larger surpluses and so forth.

It is that change in our Nation’s fiscal position and the under-
lying doubling in our level of national savings that has contributed
greatly to the strength of our economy over the last 6 years. It is
that change which has brought the prospect not just of a balanced
budget but of the elimination of the national debt over a 15-year
period into view, that leaves us in a position to tackle the challenge
of an aging society that is far stronger than almost any observer
expected a few years ago. And it is that fiscal strength that forms
the basis for the President’s approach to Social Security.

Common sense is that you use a moment of opportunity to pre-
pare for a future possible problem. Economic logic is that you use
the space created by the removal of one liability, the national debt,
to make room to meet another liability: the obligation we have to
a generation of retiring seniors. And political logic points towards
establishing a set of mechanisms that ensure that in the face of
what will be very real temptations, we as a country do not dis-
sipate the surpluses that are in prospect on either unwise spending
programs or unwise tax cuts.

The President’s approach has four main elements. First, the
President’s approach is based on the idea that we should respect
the integrity of the Social Security Trust Fund by ensuring that all
of Social Security surpluses are used to pay down debt rather than
finance other government activities. The President’s approach en-
hances the trust fund’s ability to contribute to the government and
Nation’s capacity to meet its promises by ensuring that its accumu-
lations translate directly into increases in national savings and re-
duced indebtedness.

The second principle behind the President’s plan is that the in-
terest savings from the debt reduction coming from Social Security
should be channeled into the Social Security Trust Fund. Essen-
tially we devote the savings that we have earned from reducing one
liability, the Federal debt held by the public, to meeting another
government liability; namely, promised Social Security benefits. Ac-
cording to the Social Security actuaries, the transfers we propose
would extend the solvency of the Social Security system to 2050
compared to 2034 under current law.

The third principle is that as we look at our budget framework,
we should make provision for devoting increased resources to Medi-
care that are likely to be necessary in the context of any enduring
approach to its long-term future. Whichever route this country ulti-
mately takes with respect to the fundamental reform of Medicare,
most independent observers agree that Medicare will require in-
creased funding to substantially extend its solvency without dam-
aging benefit cuts or tax increases.

The fourth principle embodied in the President’s proposal is that
the Nation’s budget plans should be based on realistic discretionary
plans. We have seen that discretionary caps can be very helpful in
achieving fiscal discipline over the past decade. The President’s
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plan extends them. It would also use some of the surplus as part
of a plan that extends Social Security solvency to assure we are
providing and budgeting based on realistic levels of appropriations
for the fulfillment of government’s core functions.

To be sure, even with the President’s proposal, discretionary
spending will grow less rapidly than inflation, as it has in recent
years. We believe that such cuts are feasible if the spending is tar-
geted at our critical needs. Deeper cuts, such as the cuts on the
order of 50 percent contemplated in some budget proposals over 10
years, are in our view not feasible if core government functions, the
servi«(:ies that every American taxpayer expects, are to be main-
tained.

Respecting the integrity of a Social Security Trust Fund, chan-
neling the interest savings from debt reduction to the Social Secu-
rity Trust Fund, making proper allowance for Medicare in the con-
text of fundamental reform and budgetary realism: If we can agree
to these principles going forward, we can make a major contribu-
tion to America’s economic and fiscal future.

It would be an important step for our economic future because
it would continue the paydown of our publicly held debt with the
projected elimination of that debt by 2015, and it would be an im-
portant step for our fiscal future because we would realistically
provide funding to help us meet the existing obligations of the Fed-
eral Government that are not yet funded.

To be sure, this plan, the approach that I have described is a
foundation; it is not a finished edifice. Notably other priorities
would remain: the need to increase personal retirement savings, es-
pecially for the 73 million Americans who do not participate today
in any of our major tax-favored savings vehicles. We will also need
to make further reforms to assure the long-term viability of Social
Security and Medicare. The President hopes that his comprehen-
sive Medicare reform proposal could help provide a basis for bipar-
tisan discussion of this critical issue in the future.

Let me conclude, Mr. Chairman, by just saying that I share the
statements that you made and that members of the Minority made,
that it is important that we work together in a bipartisan way on
these issues; that it is important that we build on the fiscal
progress that we have achieved; and that it is important that any
approach we pursue be an approach that preserves the strength of
the American economy and the enduring values of the Social Secu-
rity program, which in many ways represents one of the most im-
portant successes of public policy over the last half century.

I am ready to answer your questions.

[The prepared statement follows:]

Statement of Hon. Lawrence H. Summers, Ph.D., Secretary, U.S.
Department of the Treasury

Mr. Chairman, Mr. Ranking Member, Members of the Committee, I appreciate the
opportunity to appear before you today to discuss the President’s plan for preserving
Social Security, which I know to be of great interest to this Committee and others
in Congress.

During the last six years, the United States has made enormous progress toward
putting this country’s budget on a sustainable long-term path. The core principle
underlying the Social Security legislation recently put forward by the President is
that we should work to preserve and extend that progress—and ensure that its ben-
efits are devoted as much as possible to meeting this country’s long-term priorities.

In this context, I would like to address three topics:
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* First, the dramatic fiscal progress that has been achieved in the 1990s and the
benefits for the American people that have resulted;

¢ Second, the President’s plan for maintaining this progress and ensuring that
the savings it brings will not be dissipated; and

¢ Third, the broader significance of the President’s plan and our further eco-
nomic and fiscal priorities going forward.

1. RECENT FISCAL ACCOMPLISHMENTS

It is fair to say that fiscal responsibility has been the centerpiece of this Adminis-
tration’s economic policy from its very beginning. In conjunction with strong eco-
nomic growth, difficult and sometimes unpopular choices that we made in 1993 and
1997 have helped to turn years of unified budget deficits into a surplus.

In 1992, the unified deficit was $290 billion and projected to rise; in 1998, we
achieved a surplus of $69 billion, and in the fiscal year just completed, the surplus
increased to $123 billion. During the past two years, we paid down $140 billion of
debt held by the public, the largest decrease on record. As a result, the debt that
was held by the public at the end of fiscal year 1999 was $1.7 trillion less than was
projected when President Clinton took office.

The result for the American economy is that we have moved from a vicious circle
of rising debt and lagging economic performance to a virtuous cycle of fiscal dis-
cipline and continued strong economic growth. An additional $1.7 trillion that would
have been absorbed by government borrowing has instead been invested in Amer-
ica’s future—in its businesses, workers, and communities.

With the resources that this progress has made available, business investment
has surged, with purchases of equipment and software growing at double-digit rates
for six years in a row. A rising capital stock, in turn, has contributed to a rise in
workers’ productivity: productivity in the nonfarm business sector has accelerated
to a 2.1 percent annual average rate since the end of 1995 from the 1.4 percent that
prevailed from the 1970s through the early 1990s.

And higher productivity, in turn, has helped produce higher real wages and high-
er standards of living. For the first time in a generation, we are seeing real wages
rise. Most encouraging, real wage increases seem now to be reaching a broader spec-
trum of Americans, with low-and moderate-income workers benefiting in addition to
workers further up the economic ladder.

When the Federal government reduces its draw on the pool of savings, interest
rates fall. This decline not only lowers the cost of capital to businesses; it makes
it easier and cheaper for people to borrow money to purchase houses, to buy cars
and to send children to college. For example, a family with a home mortgage of
$100,000 might expect to save about $2000 in mortgage costs each year. As housing
has become more affordable during the past six years, an additional 8.7 million fam-
ilies have become homeowners, and the homeownership rate has risen to a record
high.

A smaller debt also means lower interest costs for the Federal government. Net
interest payments since 1993 have been a cumulative $191 billion lower than pro-
jected in 1993, which amounts to roughly $2700 per American family.

In all of these ways, our strategy of fiscal responsibility is producing tangible ben-
efits for American workers, homeowners, and taxpayers.

A similar improvement has taken place in the stance of the government budget
excluding Social Security. From a record high of $340 billion in 1992, the non-Social
Security deficit, just like the unified budget, has improved in every year of the Ad-
ministration. Building on the achievement of a balanced unified budget, the Presi-
dent, in his June budget review, highlighted the importance of setting a higher fis-
cal objective—balancing the government’s books without using the surpluses gen-
erated by the Social Security system.

Balancing the on-budget account would mean that the bonds accumulating in the
trust fund would be matched very nearly dollar-for-dollar by a reduction in debt
held by the public. Put differently, accumulations in the Trust Fund will truly rep-
resent accumulations of a national asset—an increased capacity to meet our obliga-
tions to tomorrow’s retirees.

This is the responsible way to prepare for the retirement of the baby boom gen-
eration: increasing the productive capacity of the economy and thus making tomor-
row’s workers more productive and better able to meet the benefits obligations that
are promised under current law. The increment to national saving from following
this approach would be dramatic: under current projections the debt held by the
public would be completely paid off by 2015.
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II. THE RIGHT PRINCIPLES FOR PRESERVING SOCIAL SECURITY

This discussion brings us to the crucial question: If we achieve this degree of fiscal
success, how should we use the interest savings that result? Should we use them
for a tax cut, for additional spending, or for Social Security? The responsible answer
to this question needs to take into account two important facts about the future.

First, the retirement of the baby boomers in coming decades stands to put great
stress on Social Security, which is the cornerstone of our retirement system. Social
Security benefits are the largest source of income for two-thirds of Americans over
age 65 and the only source of income for 18 percent of them.

The system has enjoyed dramatic success in reducing poverty among retirees,
helping to lower the elderly poverty rate from 35.2 percent in 1959 to around 10.5
percent in 1998—although poverty among certain groups, such as elderly widows,
remains high. Without Social Security, nearly half of today’s elderly would be in
poverty. We should not forget that it i1s also a major family protection plan: nearly
one third of Social Security beneficiaries is under the age of 62 and receiving either
disability benefits or survivors’ benefits.

The aging of our population will challenge all of these accomplishments. In fact,
the Social Security trust fund is predicted to be exhausted by 2034.

Second, in making our budget plans we need to remember that the savings that
would result from continuing on the current path of fiscal discipline would be very
large indeed. If we follow the President’s budget framework, the amount that the
Federal government spends on interest payments, relative to the interest payments
that would prevail if the government balanced the unified budget, would be $107
billion lower in 2011 and more than $200 billion lower per year by 2016. We believe
that we should earmark those savings to meet the commitments to future retirees
that are implicit in our existing Social Security system.

Let me now describe the four main principles underlying the President’s ap-
proach:

The first principle is that we should respect the integrity of the Social Security
Trust Fund. By ensuring that all of the Social Security surpluses are used to pay
down debt, rather than finance other government activities, the President’s ap-
proach enhances the Trust Fund’s ability to contribute to the government’s and the
nation’s capacity to meet its promises.

The legislation that we transmitted to Congress embodies this principle in specific
rules. The legislation extends the discretionary spending caps and pay-as-you-go
rules that have been very helpful in achieving fiscal discipline over the past decade.
It also goes one step further, by creating a new point-of-order to protect the Social
Security surplus.

The second principle is that the interest savings from the debt reduction coming
from Social Security surpluses should be channeled into the Social Security Trust
Fund. These transfers are the central link between our overall budget framework
and Social Security reform. Essentially, we devote the savings we have earned from
reducing one liability—the federal debt held by the public—to meeting another gov-
ernment liability, namely promised Social Security benefits.

According to the Social Security actuaries, the transfers we propose would extend
the solvency of the Social Security system to 2050, compared with 2034 under cur-
rent law. This approach of earmarking the interest savings from debt reduction can
be distinguished from the lockbox proposals that have been discussed in Congress
this year. These do not extend the solvency of Social Security by even one day—
since they do not direct those savings to Social Security and thereby help to prevent
them from being used for other purposes.

In considering these issues it is worth thinking about the steps that a private
company would take to address a financial shortfall in its defined-benefit pension
plan. Clearly, the firm would look at ways to modernize and update the pension
plan. But if it were enjoying extraordinary profits, and expected to continue to do
so, then its first step would be to devote some of those profits to meeting the short-
fall in its pension plan.

In much the same way, we believe there needs to be broad-based and bipartisan
reform of Social Security. But we also believe that our first step should be to use
thg opportunity presented by budget surpluses to strengthen the program’s finances
today.

The third principle is that we should make provision for devoting the increased
resources to Medicare that are likely to be necessary in the context of any respon-
sible approach to assuring its future. Medicare has been a great American social
policy success—but there is now widespread agreement that the program requires
basic changes if it is to continue that success in a new century. In fact, the Medicare
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trust fund is now projected to be exhausted by 2015, nearly two decades before the
projected insolvency of the Social Security Trust Fund.

The reform of Medicare poses a wide range of difficult issues. The President has
put forward a plan containing his proposals for modernizing Medicare and realizing
the quality and cost advantages that increased competition within the system would
offer. A number of other constructive reform proposals have emanated from Con-
gress. But whichever route this country ultimately takes, most independent observ-
ers agree that even with reform, Medicare will require increased funding to extend
substantially its solvency without damaging benefit cuts or tax increases. That is
why we believe that we should combine reform with steps to assure the availability
of increased resources for the Medicare system in the future.

The legislation that the President just submitted to Congress would reserve one-
third of the projected surpluses from any use except for reform that extends the sol-
vency of the Medicare program. To repeat, the President wants to work with Con-
gress to achieve comprehensive Medicare reform, but we know that reaching an
agreement on this complicated issue will not be a simple process. In the meantime,
we should preserve the resources that will be needed to strengthen and modernize
Medicare as outlined in the legislation that the President just submitted to Con-

ess.

The fourth principle is that this nation’s budget plans should be based on realistic
discretionary spending plans. The discretionary caps have been very helpful in
achieving fiscal discipline over the past decade. The President’s plan extends them.
But it would use some of the surplus, as part of a plan that extends Social Security
solvency, to provide realistic levels of appropriations for the fulfillment of govern-
ment’s core functions.

This is a necessary and prudent response to the unrealistic spending levels envi-
sioned, for example, in the current Congressional Budget resolution, which by 2009
would reduce nondefense discretionary spending by approaching 50 percent, assum-
ing that defense were funded at the level requested by the President.

It is important, in considering the President’s spending proposals, to remember
that this is not a debate about making government bigger. It is about ensuring that
government has the resources to fulfill its core functions. The executive branch non-
postal federal civilian workforce has declined by about 16 percent since 1993—rep-
resenting more than 357,000 positions. Non-defense discretionary spending today is
at its lowest level in 35 years. And for a family of four with median income, the
burden of Federal income and payroll taxes is the lowest it has been in 20 years.

The President’s plan would increase defense spending slightly in real terms, in
order to ensure military readiness and an effective national defense. However, the
plan would reduce inflation-adjusted nondefense spending, leaving it more than 10
percent below its current real level by 2009.

Overall, the growth of discretionary spending proposed in the President’s plan
would remain slightly below inflation as currently forecast. We believe that such
cuts are feasible, if the spending is targeted at our critical needs. Deeper cuts, in
our view, are not feasible if core government functions—the services that every
American taxpayer expects—are to be maintained.

Some have said that any modest increase in discretionary spending is fiscally irre-
sponsible. I would suggest that the opposite is true. The irresponsible course would
be to build the nation’s budget plans on the foundation of spending plans that we
can safely predict will not be achieved.

As we have seen in this year’s budget debate, unrealistic discretionary caps will
be exceeded—through emergencies that expand the term “emergency” well beyond
its accepted meaning, or through other budgetary gimmicks. If we base large tax
cuts today on the promise of unspecified deep cuts in future spending, we may cre-
ate a situation in which the spending that ultimately occurs will lead to additional
and unneeded government borrowing. The result would be to erode the enormous
fiscal progress that this country has made—and the enormous economic benefits
that have come with that progress.

III. BROADER SIGNIFICANCE OF THE PRESIDENT’S PLAN AND CHALLENGES FOR THE
FUTURE

Respecting the integrity of the Social Security trust fund; channeling the interest
savings from debt reduction to the Social Security trust fund; making proper allow-
ance for Medicare; and budgetary realism—if we could agree to respect these four
principles going forward it would make a major contribution to America’s economic
and fiscal future.

It would be an important step for our economic future because it would continue
the paydown of our publicly-held national debt, with a projected elimination of that
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debt by 2015. We would establish the principle of using the Social Security surplus
to pay down debt rather than financing other government activities. And we would
free up substantial new resources for business investment and housing, further re-
ducing interest rates and the cost of capital, and boosting productivity and Amer-
ican living standards.

Respecting those four principles would be an important step for our fiscal future
because we would realistically provide funding to help us meet the existing obliga-
tions of the Federal government that are not yet funded. We would extend the sol-
vency of Social Security by earmarking for the Social Security Trust Funds the sav-
ings gained from using Social Security surpluses to pay down the debt held by the
public.

Thus, the principles embodied in the President’s budget and Social Security plan
can provide a crucial foundation for our long-term economic and fiscal future. But
they are just that -a foundation, not a completed edifice. Going forward we would
need to build on this foundation, because even after passing this plan, important
national challenges would remain.

Notably:

¢ We would still need to increase personal retirement savings, especially for the
73 million American workers who do not participate in employer-sponsored pension
plans. In 1994, less than half of all individuals aged 65 and over received any pri-
vate pension benefits.

¢ We would also still need to make further reforms of both Social Security and
Medicare. As I have mentioned, the President hopes that his comprehensive Medi-
care reform proposal could help to provide a basis for bipartisan discussions of this
critical issue in the near future.

IV. CONCLUDING REMARKS

Mr. Chairman, as I have discussed, I believe that our strong economy and dra-
matically improving fiscal condition offer us an historic opportunity to address some
of the core long-term challenges confronting our nation. Certainly, we may have
very different views about how to respond to these challenges, but I hope we can
all agree that this opportunity should not be wasted.

I look forward to working with you, Mr. Chairman, Mr. Ranking Member, and
others in this committee and with others in Congress as we work to progress further
on these critical issues in the months to come. Thank you. I would now welcome
any questions.

Chairman ARCHER. Thank you, Mr. Secretary, and thank you for
making your verbal presentation more succinct. I am sure we will
learn even more as we read your written statement.

You made a couple of comments that I wanted to ask you about.
One is I believe you said that over 15 years you would eliminate
the national debt, and you are nodding in assent that you did say
that. I am curious then, should we not also incorporate a provision,
if this were to become law, reducing the debt ceiling in each of
those 15 years so that we would be sure that this would occur? In
other words, tracking what you said in the way that you plan to
pay off the national debt and simply changing the debt ceiling re-
quirements.

Secretary SUMMERS. Mr. Chairman, I appreciate the logic of the
question. While the President’s proposal, based on current eco-
nomic projections and the economic projections of the past, proved
to be too conservative, it does provide for the elimination of the na-
tional debt by 2015. I think there would be two problems with try-
ing to legislate adjustments of the debt ceiling to reflect those pro-
jections. First, the debt ceiling has traditionally been defined in
terms of gross debt rather than in terms of debt held by the public.
Most economists would agree it is debt held by the public that is
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relevant, but the metric that has traditionally been used with re-
spect to the debt ceiling, which is not really what is a meaningful
economic statistic, has rather different properties.

Second, while these are projections, the best available projec-
tions—I believe in some ways you can argue conservative projec-
tions—they are just that, projections. And I think it would be very
unfortunate to legislate commitments that could call the country’s
credit rating into doubt at some point in the future or could lead
to repeats of what I think both sides can agree were the rather un-
fortunate confrontations that took place around the debt limit in-
crease in the winter of 1996. And so the administration believes
that while the objective of public debt reduction needs to be para-
mount, the use of debt ceilings is probably not the right vehicle for
bringing that about.

Chairman ARCHER. Mr. Secretary, I think you put your finger on
my concern. It is not just traditional. It has been, as far as I know,
forever that the debt ceiling applies to all of the debt. The Treasury
bonds that are held in the Social Security Trust Fund represent
real debt to the American people to pay off. If that debt were not
there, it would be held by the public because it is there to cover
the expenses of the Treasury, and I think to look at it in any dif-
ferent way would undermine the confidence of the people in the So-
cial Security Trust Fund.

So the total debt of the country is the, quote, "national debt,” and
I think it would be appropriate because I also saw an article where
the chairman of the Council of Economic Advisors, Gene Sperling
said the same thing: We will pay off the national debt.

You won’t pay off the national debt. Your projections are if you—
if everything works right, as you said, you will be able to pay off
the debt held by the public, which I would call the private debt,
and you would still be having an interest in the national debt and
that is why you can’t reduce the debt ceiling. And I do believe that
it would be appropriate, in order to convey the correct portrayal of
the debt, to talk about paying down either the publicly held debt
or the privately held debt, whichever you want to refer to, but not
the national debt. I have town meetings where my senior citizens
come and they want to know that that debt that is in the Social
Security Trust Fund is just as important as the debt that is held
by the public, and I tell them, yes, it is. And I don’t think you
would want to undermine that.

Secretary SUMMERS. Mr. Chairman, there can be no question not
just about the government’s obligation to the debt in the Social Se-
curity Trust Fund, but the yet more profound obligation rep-
resented by the government’s commitment to senior citizens to pay
the benefits that have been earned by those senior citizens. And
whatever we all argue about here, I think we can all agree on a
bipartisan basis that we should reassure people that the money is
there in the trust fund and that promised benefits will be paid.
And if we all could agree that in no way were we going to rob citi-
zens of their benefits, I think that would be a helpful step and
would perhaps cause our discussions to be less divisive.

With respect to the question of a publicly held debt versus the
national debt, some of this is semantic; and I will move beyond the
semantics to the underlying economics. And perhaps an analogy is
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helpful in conveying what I think is the view of almost all the eco-
nomic experts who have looked at these questions.

From the point of view of our family, if my wife or I borrow
money from a bank, that is one thing. If my wife or I borrow money
from each other, that is a very different thing with respect to the
economic position of our family. My wife and I lending money to
each other does not represent a change in the economic position of
our family. Buick borrowing money from Chevrolet does not rep-
resent a change in the economic position of the General Motors
Corporation. The Social Security Trust Fund accumulating an IOU
from the remainder of the Federal Government does not represent
a change in the underlying economic position of the Federal Gov-
ernment. There is no impact on interest rates from such a trans-
action. There is no impact on national savings. And so the crucial
question for economic performance is the movement in the publicly
held debt.

Of course and this is something I think we can all agree on, the
IOUs in the Social Security Trust Fund represent an embodiment
of what is a crucial national commitment that we all share: the ob-
ligation to pay promised benefits to our seniors. And for that rea-
son they have great significance. But for those concerned with
tracking the performance of our economy, the relevant statistic—
and this is something that I think conservative and liberal econo-
mists would all agree on—is the behavior of the publicly held debt.

Chairman ARCHER. Mr. Secretary, the important thing, I think,
is that you not convey to the American people that your plan pays
off all the debt of the country. It does not, as you just said; because
the debt, the viable debt that has the full faith and credit of the
United States Government on the bonds that are held by the Social
Security Trust Fund is just as much debt and is under the debt
ceiling as a publicly held debt. And so I just want to be sure that
you don’t convey to the people you are paying off all the debt
through your plan.

Secretary SUMMERS. Let me leave it at this. No American sav-
ings would be absorbed by debt under the President’s plan. The
Federal Government would have no net interest liability to the
public under the President’s plan. The consolidated Federal Gov-
ernment, inclusive of the Social Security system, would have no net
liability under the President’s plan. There would indeed be special
government bonds contained in the Social Security Trust Fund
under the President’s plan. That indeed would be one of the
strengths of the President’s plan that would expand the size of that
trust fund and its capacity to pay benefits.

Chairman ARCHER. And that debt is still there in the trust fund
and the reason the trust fund has that debt is because the funds
came into the trust fund, and rather than borrowing from the pub-
lic, the government borrowed from the trust fund to pay its current
operating bills.

Now, there is also the economic argument that I have heard for
many, many years, that the debt that is owed to the public doesn’t
matter because we owe it to ourselves. That is the same sort of ar-
gument you are making now; that if we owe it to the trust fund,
it doesn’t matter. Economists have said for years, many econo-
mists—and I don’t agree with it—that if we owe it to the public,
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we owe it to ourselves, so it is part of the total national budget of
our society. Therefore, it doesn’t matter.

But I just want to be sure that the people understand that your
plan does not pay off the debt. That debt that is in the trust fund
is still there, and that obligation. And I can assure the people of
this country that I personally will do everything to protect the
sanctity of the debt and the trust fund as much as debt to, doubly,
bondholders or people who own Treasury bonds on the outside. It
has the same full faith and credit of the government.

Secretary SUMMERS. Let me put it to you this way if I could, Mr.
Chairman. If my family was successful in replacing the debt that
I now owe a bank with debt that I owed my wife instead, I think
our family’s financial position would be much stronger. I think my
kids would feel better off; and that is even though my obligation
to my wife would be very, very real.

Chairman ARCHER. Mr. Secretary, I would submit to you that
there would be a great likelihood of greater controversy between
you and your wife.

Mr. Rangel.

Mr. RANGEL. Mr. Secretary, welcome to the first bipartisan step
forward to resolving this Social Security problem. I am glad to see
the thrust of the Chairman’s questions because in addition to being
legislators, we are politicians, and before we can sit down to legis-
late, we ought to set aside some serious political questions. My Re-
publican friends truly believe that they can have a $792 billion tax
cut and at the same time fix the Social Security system. I would
like your opinion of that, because until we can set that out of the
way and commit ourselves to dealing with Social Security and not
the tax cut, we will be just looking for a train wreck.

Do you believe it is possible to have close to $1 trillion in tax cuts
and at the same time fix the Social Security system, either the Ar-
cher-Shaw or the President’s plan?

Secretary SUMMERS. I believe tax cuts of that magnitude, Mr.
Rangel, would interfere with the basic fiscal progress that we have
made and would put at risk the prospect of sustained economic ex-
pansion through the virtuous circle that I described, and would
therefore make it far more difficult to repair and establish long-
term solvency for Social Security.

I would also make the judgment that we came to a consensus in
the first half of this year, and I believe it reflected the views of
many Members on both sides of the aisle, that it was important to
segregate the progress we were making through accumulating the
Social Security Trust Fund, through what happened in the on-
budget, and that a tax cut of the magnitude you described would
absorb essentially all of the available on-budget resources and
would therefore make it impossible to dedicate those on-budget re-
sources to Social Security, either through contributions to the trust
fund or contributions through individual accounts. And so it would
make impossible, in an arithmetic sense, a solution to Social Secu-
rity, except to resort to multiple uses of the fund that were being
accumulated by Social Security, the kind that were quite widely
criticized as double counting.

Mr. RANGEL. The second stumbling block, it would seem to me,
toward the bipartisan effort to resolve the Social Security problem,



20

is that we would agree to work from one set of books. Now, tradi-
tionally the Republicans have rejected the President’s Office of
Management and Budget. To my great surprise, the Republicans
rejected the Congressional Budget Office, even though they had the
privilege or right to appoint its Director, after the Director says
that they are $17 billion into the Social Security funds. The Repub-
licans say no, not according to their reading. And then, of course,
in evaluating the Social Security program, I think the General Ac-
counting Office might show that the Archer-Shaw plan isn’t all that
they say it is, and they Republicans reject that too, I assume.

Don’t you believe that one of the steps that we have to take is
to agree that we are going to read from one set of books if we are
going to work together?

Secretary SUMMERS. It is always helpful, Mr. Rangel, to have a
common arithmetic frame for a negotiation or a discussion of this
sort, and I think it is best when such a frame reflects the profes-
sional judgment of some group of technical experts. I believe such
an idea was behind the Congress’ judgment in establishing the
Congressional Budget Office some quarter century ago and I think
it has proved out over time.

So, yes, I would agree with you that common dimensioning of the
problem, common dimensioning of the fiscal consequences of the
various alternatives is a very useful step with respect to a negotia-
tion. And as you noted, the Congressional Budget Office has pro-
vided us with some judgments about the consequences of the legis-
lative actions that have taken place in recent months.

Mr. RANGEL. Lastly, you will notice that, while the majority have
demanded from the President his legislation for Social Security,
everytime they talk about working together in a bipartisan way
and their willingness to sit down with the President to review,
comment, and improve their legislation, it never happens. There is
no Archer-Shaw bill but, assuming that they will have one soon as
Mr. Shaw suggested, don’t you believe that the discussion should
also be around the President’s bill as well as their bill?

Secretary SUMMERS. I think at this stage, the beginning of any
profitable discussion would have to be an attempt to synthesize the
various elements that are contained in the various plans. I don’t
think at this point there is any particular plan that has been put
forward that—although I hope the President’s plan will achieve
this status—that has achieved a situation where it could be said
to represent base text for a negotiation.

I do think that we have established what I think is perhaps the
key to a solution at this point, the idea that we need to marry the
issue of maintaining the fiscal progress we have made with the
idea of extending solvency. And what I find unfortunate in much
of the discussion of Social Security lockboxes that has taken place
this year and much of the discussion of the questions of raiding the
Social Security Trust Funds this year, that with the exception of
the President’s proposal, none of that discussion has been oriented
to what I think is the profoundly important long-run question of
the extension of solvency.

Mr. RANGEL. Thank you.

Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Shaw.
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Mr. SHAW. Thank you, Mr. Chairman.

Looking back and reading over the President’s State of the Union
address—and I quote him directly—“We should put Social Security
on a sound footing for the next 75 years.” With that statement, we
all jumped up and we applauded. That was a good thing and it was
a thing that we came together on.

Clearly, according to your own testimony, we are falling way
short of that, so the President’s plan does not fit into his own re-
quirements. I would like to also—and anyone listening to this de-
bate must be totally confused right now about the difference of of-
fices of OMB and CBO. They are two groups that score the budg-
ets, and the President’s own budget is with OMB, and the OMB
figures are what the Congress is using. So we are going off of one
set of books.

Now, it can be argued since CBO disagrees with that, they say
that the President’s budget goes into the Social Security Trust
Fund and they say the Republican budget goes into the Social Se-
curity Trust Fund—so I would say that we have got consistency,
but it is interesting how people pick up on what suits them the
best when they are trying to make a point. But I think that point
needed to be cleared up for anyone who is watching these pro-
ceedings.

Dr. Summers, I want to read a statement to you, “These trust
fund balances are available to finance future benefits.” This is up
on the placard to your right. But only in a bookkeeping sense.
“These funds do not consist of real economic assets that can be
drawn down in the future to fund benefits. Instead, they are claims
on the Treasury that, when redeemed, will have to be financed by
raising taxes, borrowing from the public, or reducing benefits or
other expenditures. The existence of large trust fund balances
therefore does not by itself have any impact on the government’s
ability to pay benefits.” And that was in the President’s budget,
that statement. I assume you agree with it.

Secretary SUMMERS. I agree with the statement, though I may or
may not agree with any implication you choose to draw.

Mr. SHAW. Let me get to the implication, because that is what
I want to talk to you about because I think this is very important.
You made two statements in reply to questions a moment ago, both
by Mr. Rangel and Mr. Archer. You made reference to money in the
trust fund. Well, clearly you know and I know there is no money
in the trust fund. There are only IOUs or Treasury bills.

And you made the statement just a moment ago,“by raiding the
trust fund.” and I would like to dig into that for a moment, because
I think that is a misstatement that Members on both sides of the
aisle make, and I don’t think we should be making it. We can talk
about raiding the surplus, but you can’t raid the trust fund because
there is nothing but Treasury bills in there.

What you do, and what we are trying to protect, and what I
think both the President and the Republican Members keep talking
about both during the tax debate, during the spending debate that
we are involved in now, and certainly during the Social Security
debate, is that we have set aside the surplus into what we call a
“lockbox,” which is a good thing; and I think the President has
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bought on to that and I think he thinks that is a good thing and
that does pay down the debt.

But I do want to talk about that trust fund and how it is made
up. You keep talking about IOUs from Chevrolet to General Mo-
tors.

Let’s put it in an even simpler case. If you write yourself an
IOU—not your wife—if you write your IOU, that is not a real eco-
nomic asset, is it? If you put it on your bank statement and apply
for a loan and say that you are a millionaire because of that note,
you would be in big, big trouble for bank fraud. So it is not a real
economic asset.

Just as the President said in his own budget, the Treasury bills,
where they are an obligation to pay future retirees, you cannot call
that a real economic asset because it is an IOU from the govern-
ment to the government. So when you start talking about real as-
sets, you have really got to get something out there other than just
the IOUs, and this is what we keep trying to get involved with.

Now, I think we have an opportunity to take on much of what
the President is talking about. I think taking what we don’t put
into real economic assets should go to pay down the debt, and I
think that is a good thing, but I don’t think we should confuse the
debate by saying that we are increasing solvencies by 16 years
when you and I both know that in the year 2014 we are going to
have to tax the devil out of the American people in order to keep
benefits where they are today. That is what we have to avoid and
that is what Archer-Shaw avoids because we protect those benefits,
and this is not what the President does.

Secretary SUMMERS. Mr. Shaw, you have—you have suggested
the need to clarify two things that I said for the public, and I would
like to just respond briefly on each of them. First, with respect to
CBO and OMB, it is my understanding that on a consistent appli-
cation of CBO scoring, the congressional Majority’s budget pro-
posals would result in an approximately $17 billion on-budget def-
icit; that there have been constructions put forward that involve
the use of OMB for some issues and CBO for other issues based
on which would produce the most favorable scoring, that have been
argued to produce a balance; but that I am not aware of a con-
sistent accounting by anybody on which the proposals that have
been put toward by the congressional Majority would result in on-
budget balance.

With respect to the question of the meaningfulness of the 10U,
Chairman Archer and I discussed that a little earlier. Chairman
Archer made the point, with which I completely agreed, that there
could be no possibility that the promise represented by those secu-
rities in the trust fund would ever fail to be honored, and in that
sense, from the point of view of those who are looking at retirement
and those who are looking at assessing the Nation’s political com-
mitment to meeting the benefits, could certainly take consolation
from the fact that the fund that had been established for that pur-
pose had been augmented by the actions of their government. So
in that sense, I believe that the extension of solvency, extension of
solvency such as that contemplated, would lead me to be more con-
fident of the security of my children.
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Mr. SHAW. Dr. Summers, you and I both know that those notes
are going to be paid off out of the hide of future taxpayers and that
is what I am concerned about. We can plan ahead now and that
is what we need to do.

Secretary SUMMERS. We agree completely on that, Mr. Shaw, but
the way to assure that it doesn’t come at the hide of future tax-
payers is to assure that we make the fiscal space to pay those ben-
efits. And the way we can make the fiscal space is to pay off the
national debt and to remove the 2 to 3 percent of GNP that we
have been spending on interest so we don’t have to meet that ex-
pense, and we can use the revenues that used to go for the purpose
of serving interest instead to the objective of meeting Social Secu-
rity benefits. I think that is the highest and best use that we can
make of our savings from eliminating the national debt. That is the
basis of the President’s approach.

Chairman ARCHER. Mr. Shaw’s time has expired.

Mr. Houghton.

Mr. HOuGHTON. Thank you, Mr. Chairman.

Mr. Secretary, I have some numbers here that show through a
75-year period in terms of costs of the various plans, Archer-Shaw,
Kolbe-Stenholm-Kasich-Gramm, and the President and the current
law. Maybe you could explain to me that for a 75-year plan under
the Archer-Shaw plan it costs $64 trillion and under the President
and current law it is $77 trillion. That is over a 75-year period. The
others are in the same range as the Archer-Shaw plan. It is in the
low to mid-sixties. Why the difference in that increased cost?

Secretary SUMMERS. The reason I believe, Mr. Houghton—and 1
may be corrected from behind me—is that the plan, the Archer-
Shaw plan and a number of the other plans, assume that the mon-
ies will be invested in the stock market and assume therefore that
there will be a high return earned. And because of the assumption
that a higher return will be earned, the necessary contribution year
by year is reduced. That is at least one major difference.

What I think is perhaps the more relevant measure of cost to the
country is the present value of the benefit liabilities incurred—
which, discounted at a common discount rate, which is the way a
business would assess its pension liabilities—and if you do that cal-
culation, of course, any plan that preserves the existing benefit
structure will have the same 75-year present value cost. But I
think what is driving the differences in the numbers that you de-
scribe is the assumption about the use of the stock market, which
is obviously something that could be brought into a number of dif-
ferent approaches.

Chairman ARCHER. Would the gentleman yield?

Mr. HOUGHTON. Absolutely.

Chairman ARCHER. I don’t think that is true, Mr. Secretary. He
is talking about the raw costs without any feedback revenues com-
ing off of the investments. Because over 75 years SSA has projected
that the Archer-Shaw plan would generate $122 trillion surplus,
unified budget surplus, and that does include the earnings from the
private sector.

Secretary SUMMERS. Excuse me if I am not getting these num-
bers right. I think the point I was making, Mr. Chairman, I wasn’t
addressing the feedbacks and extra corporate revenue or anything
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like that. I was simply saying I think this is an analytical point,
not an advocacy point in any direction. If you assume that a liabil-
ity in 2030 is going to be met by putting in $1 today and that $1
is going to earn 6 percent each year, then you have to put a smaller
amount of money aside than if you assume it is going to earn 3 per-
cent real each year.

And the difference between your approach, one of the differences
between your approach and the President’s plan in the form that
it has recently been submitted is that your approach, as you high-
light it, Mr. Chairman, takes advantage of the returns offered by
the stock market; and if you assume that those returns will freely
be available, then you can reduce your contributions by doing that.

Clearly, I think a full analysis of that would need to recognize
the risks involved, since the stock market may perform better or
may perform worse than the figure that is embodied in the actu-
arial projections.

Mr. HOUGHTON. There are always risks when you go into the
market, and I think the President and everyone in Congress recog-
nizes that.

What I am trying to get at is this. The President’s plan uses the
excess FICA or Social Security income to fund the plan, entirely
apart from dipping into general Treasury or general government
funds later on. But the difference here, I think, is with the indi-
vidual equity accounts and what that generates. That to me would
be the difference between the Archer-Shaw plan and the Presi-
dent’s current plan.

Secretary SUMMERS. I would agree with you in part and disagree
with you in part. I agree with you that the difference resides in the
equity accounts. One can imagine, it seems to me, a number of dif-
ferent approaches to equity involvement. One approach which some
have advocated is a Chilean approach, where individuals simply
get equity accounts and they invest them, and if the stocks do well,
they do well, and if the stocks do poorly, they do poorly. That is
one approach.

Another approach that would be towards the other end of the
continuum would be an approach where you simply took the Social
Security Trust Fund and invested a portion of it in equities with
some independent government management scheme. An approach
that is in a sense intermediate, if I understand it right, is the ap-
proach that Chairman Archer and Congressman Shaw have put
forward in which there would be individual accounts, but to a sub-
stantial extent the government would be the beneficial owner of the
individual accounts because the individual accounts would be used
to finance—a significant portion of the individual accounts would
be used to finance the base benefit. And so unless the individual—
unless a person died early, or unless the individual account per-
formed extraordinarily well, at the margin if the individual account
did better or did worse, it would not affect the individual’s prom-
ised benefit but it would affect the magnitude of the government’s
liability.

And so that approach, where the government would be involved
in assuring that every individual had an account, that approach is
in a sense an intermediate between the pure private sector ap-
proach, such as exists in Chile, and the invest the trust fund in eg-
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uities approach. It involves many of the same issues because the
government would clearly have a stake in making sure that indi-
viduals were not ripped off in the accounts; the government would
have a stake in making sure that the investment policies in the ac-
counts were appropriately prudent. There would still be a national
system, and the concern that that national system could be used
for some inappropriate political purpose at some point in the future
would still be a concern that would have to be addressed. So that
alternative involves many of the same issues that are involved with
respect to the suggestion that a portion of the trust fund be allo-
cated to equities.

Those problems may well be problems that could be surmounted
with a great deal of thought. But to go back to what is the original
premise of your question, that differences in cost do, as you sug-
gest, derive from the use of equities, but equities can be used in
ways that are more fully individual, like a defined contribution
plan, or more fully collective as in a defined benefit pension plan,
and the desire to use equities need not shape one’s choice between
a defined benefit plan and a defined contribution approach.

Mr. HOUGHTON. Could I say just one more thing, Mr. Chairman?
Would you bear with me for a second? I notice the angry expression
on your face [Laughter], but the bottom line of all of this, if you
take the Social Security numbers—and forgetting about the Chil-
ean plan or various other individual investment plans—that the
Archer-Shaw plan would save the citizens of the United States over
a 75-year period $13 trillion versus the President’s plan.

Secretary SUMMERS. An approach based on the use of equities,
which the President would also be prepared to support with appro-
priate safeguards but also be capable of realizing the same $13 tril-
lion economy, and I think there is a strong case to be made for
finding a formula that would prudently take advantage of the re-
turns from equities; but these questions of political interference,
the question of avoiding excessive exposure of individuals to risk,
the question of making sure that any implicit liability with respect
to uncertainty is managed, are all issues that have to be addressed.

Indeed, I confess that I was a little surprised when I looked at
the numbers and saw that the beneficial ownership of the govern-
ment of equities would actually be rather greater 30 to 40 years
from now under the Archer-Shaw plan than it would be under the
plan that the President had originally put forward because of the
President’s concern about avoiding a situation where government
took too large a role in the private economy.

Chairman ARCHER. Mr. Secretary, just very briefly, I think this
colloquy is very instructive, and I hope that at a time when we
have a chance to move in a bipartisan way to an ultimate Social
Security resolution, which I hope will be next year, that we will do
more of this. But let me simply insert that even in Chile, there is
a beneficial benefit to the government because the government
guarantees benefits; and if the personal account does not equal
that, the government has the responsibility to pay the difference.
So I just want to point out that that very same beneficial interest
to the government exists in Chile.

Mr. Matsui.
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Mr. MATSUL. Thank you, Mr. Chairman. I have a series of ques-
tions I would like to ask you, Mr. Summers. One is that there has
been a lot of talk about a lockbox under the budget discussions
going on right now that is preserving and walling off the Social Se-
curity surplus as opposed to the on-budget surplus.

We received a letter from Mr. Crippen, the CBO director re-
cently, and he said already about $18 billion has been invaded into
the Social Security surplus for fiscal year 2000. Is that your under-
standing as well?

Secretary SUMMERS. My understanding of Mr. Crippen’s letter is
as you described it, that on a consistent set of CBO’s preferred
budget assumptions, that there would be—that on the trajectory
that we were on as of the time he wrote the letter, it appeared that
there could be a deficit that would—a deficit in the on-budget of
$18 billion. Of course, the appropriations process isn’t yet finished.
There are still issues we all face about taxes, BBA extenders. There
is uncertainty about what will happen next year to the economy,
so none of us can be sure of where it will play out. But I believe
your basic statement that the Congressional Budget Office, apply-
ing a consistent set of its preferred assumptions, has concluded
that this path would lead to deficit is correct.

Mr. MATSUIL In fact, I don’t want you to speculate, but I have
heard it can be anywhere from $20 billion to $40 billion, the inva-
sion into the Social Security surplus, in spite of the fact that the
Republican leadership has been sending letters stating they don’t
intend to invade that surplus.

Let’s assume a miracle happens over the next 48 hours and they
don’t invade the Social Security surplus. The money just vanishes,
which I suppose on the floor of the House could happen. Does that
preserve and extend the life of Social Security 1 year, 1 month, 1
day, by locking up the surplus? Does it have any impact on the fact
that we will begin a cash flow problem in 2014 and then a real
major problem in 2034?

Secretary SUMMERS. No, Mr. Matsui. And to emphasize, just to
emphasize what I think is a crucial point, the real priority, in our
judgment, should be using the budget surpluses to extend solvency
of Social Security. No amount of accounting rules with respect to
the on-budget deficit and the off-budget deficit, the use of
lockboxes, will have that effect unless a specific mechanism is pro-
posed for assuring that the fiscal space created by running down
national debt is dedicated to the objective of Social Security. That
is what I think is the very important contribution of the President’s
plan to this debate. Without that, we will not be making a mean-
ingful change in the prospects for the Nation’s meeting our obliga-
tions to our seniors.

Mr. MATSUL You don’t have to answer this, but the 2.09 percent
of payroll problem over the next 75 years will not at all be altered
by just locking up this so-called Social Security surplus as opposed
to the—.

Secretary SUMMERS. That is correct.

Mr. MATSUL Chairman Archer mentioned in his opening remarks
and his question to you, I believe, that we don’t have—you don’t
have a 75-year solution. In terms of the overall scheme of things,
is it better to get started on this problem? Because it is a huge po-
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tential problem unless we begin to work on it now. Is it better to
work incrementally and get what we can, rather than waiting for
perfection and getting 75 years? It may not happen because maybe
politically we just can’t come to an agreement. Could you talk
about that?

Secretary SUMMERS. Mr. Matsui, I think you may have been
leading the witness but you have been leading me in a direction
that I very much would agree with. Clearly it is better to extend
solvency as far as possible and every bit of extension of solvency
is important.

Second, if you think about what I think is an imperfect analogy,
if you think about what is the best business analogy for a situation
of this kind, looking at a corporation that based its pension plan—
it would seem to me that before the corporation could accept an ob-
ligation to make further contributions beyond those now statutorily
committed, would ask its workers to make further contributions; or
before the corporation would contemplate the possibility of any-
thing that would reduce the promised benefits, it would be natural
to explore whether there was a financing technique available with
the corporation’s existing resources for better meeting the defined
benefit obligation.

And indeed many would say that it was a basic principle of fi-
nancial responsibility that you should look at the resources that
are now available before contemplating tax increases or benefit
cuts. And that is the essence of the President’s approach. It seems
to me it would not be prudent to get into the other issues until we
had come to some collective judgment about what progress we
could make based on reinvesting the progress that we have made
in bringing down the debt.

Mr. MATSUI. Thank you. I appreciate your testimony today.
Thank you.

Chairman ARCHER. Mr. Herger.

Mr. HERGER. Thank you, Mr. Secretary, for appearing before our
Committee on this incredibly, crucially important issue before the
American people, and that is preserving and saving Social Security
not only for this generation but for the next as well.

I would like to follow up on my good friend from California’s line
of questioning and mention something to begin with, and that is
ever since the beginning of Social Security in the early thirties the
reason that 75 years was used back then, and the reason why the
Archer-Shaw plan continues to use 75 years, was that as I under-
stand, that involved everyone who would be in Social Security: the
generation that was receiving it now; the generation that would be
receiving it in the near future; and the generation that was just
being born.

So I think it is very important that we continue in that light, not
just with a 16-year plan, which I understand what the President
says, or a 25-year plan, as my friend from California mentioned,
but continue with the life span of those who are living.

Secretary SUMMERS. Just for clarity, the President’s plan is a
50—year—I understand the argument for 75 years, but in the
sense in which that measurement is taking place, the President’s
plan is not a 16-year plan. The President’s plan is a 50-year plan.
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I agree with you that the President—as I said, the President’s plan
is a foundation.

Mr. HERGER. Sixteen years beyond this present solvency plan.

Secretary SUMMERS. That is correct, or what would seem to be
a goal of extending it, the necessary 41 years behind its current
solvency so as to get to the goal of 75.

Mr. HERGER. But the question I would like to get to has to do
with legislation which I authored earlier this year, legislation
which passed the House by an overwhelmingly bipartisan vote,
416-12. And it is my understanding that the President’s plan does
contain a Social Security lockbox proposal similar to the one that
I authored, and it was mentioned again by my friend that this is
not a cure-all plan. All it does is try to stop the bleeding, if you
will, of the spending of Social Security surplus dollars which has
been over $100 billion a year for the last 30 years or more—to stop
that now.

And the concern I have is that even though this plan passed
overwhelmingly out of the House, the plan has been stalled in the
Senate due to our inability to invoke cloture on six separate occa-
sions. And, Mr. Secretary, it appears that the President clearly
supports the concept of a lockbox. In fact, the proposal before us
today uses many of the same mechanisms, such as points of order,
as my legislation to protect Social Security dollars. And while So-
cial Security lockbox is not the long-term answer, it would appear
to be certainly an important and necessary first step.

Having said that, I have a simple question. Does the Clinton-
Gore administration support the Social Security lockbox proposal
which passed the House by an overwhelming bipartisan vote in
May but has been stalled in the Senate; and if so, would the ad-
ministration be willing to prevail upon the Senate Democrats to
help move the proposal along?

Secretary SUMMERS. Mr. Herger, the administration supports the
objective of assuring that the Social Security Trust Fund makes a
positive contribution to national savings but believes that the
lockbox legislation you are referring to is a flawed vehicle for
achieving that desired objective for two crucial reasons: First, and
most important, because it does not achieve what is the ultimate
objective in this area, even a day of extension of Social Security sol-
vency. Second, because it doesn’t make use of what we have judged
to be the most effective mechanisms for assuring fiscal discipline,
those that include sequesters.

So while we continue to be eager—and indeed it is the purpose
of my testimony today to underscore our eagerness to work on ap-
propriate legislative vehicles for assuring continued debt reduction
through recognizing the distinction between the Social Security
Trust Fund and the—recognizing the distinction between the Social
Security budget and the on-budget. That is exactly our objective
today. We believe that the particular vehicle you are describing is
flawed for the two reasons I mentioned, and it is also unfortunate
that unlike the President’s proposal, it does not take steps to pro-
vide funding for what I think we could probably all agree are seri-
ous Medicare issues down the road.

Mr. HERGER. Again, Mr. Summers, this was never intended to be
the fix for Social Security. What it was intended to do was for the
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first time prevent the Congress and the President and the adminis-
tration from spending over $100 billion of Social Security dollars on
ongoing programs. This was meant to be a first step in doing that.

And are you saying the President does not support this first step
of locking up these dollars so they cannot be spent on current pro-
grams?

Secretary SUMMERS. It is an appreciated step, one that we be-
lieve would have ultimate meaning and ultimate political impact to
a far greater extent if the separation of the Social Security Trust
Fund was explicitly linked to the extension of its solvency in the
way that the President has proposed.

Mr. SHAW [presiding]. The time of the gentleman has expired.

Ms. Dunn.

Ms. DUNN. Thank you very much, Mr. Chairman. Welcome, Mr.
Summers. Congratulations on being Secretary. We are happy you
are here today.

I have a couple of questions, one of which relates to personal re-
tirement accounts and the second relating to equity for women in
the Social Security system.

These days I am concluding from folks who live in my district
that people want more control over their dollars and certainly are
not willing to stand for the 2%% percent average that is the return
from current-day Social Security. The Archer-Shaw plan does pro-
vide for individual retirement accounts that can be left to your ben-
eficiary until the time you retire and those dollars turn into an an-
nuity.

I would like to know, first of all, is there any kind of element of
personal retirement accounts in the President’s Social Security pro-
posal?

Secretary SUMMERS. In the President’s Social Security proposal,
there is not. The President believes that universalizing access to
private savings, though, is a crucial value and as you know, he put
forward his USAs, his Universal Savings Account proposal, some
months ago to pursue that objective. It was his judgment that we,
as I think has been a traditional judgment in our country for many
years, that we need to have a three-pillar private savings system
based on personal savings, based on pensions, and based on retire-
ment security; and that the best place to respond to what—I agree
with you, Representative Dunn—is a very strong feeling that peo-
ple should have more control, that people should have access to
more savings vehicles, is by strengthening the personal savings
and pension vehicles. And, of course, as we designed USAs, we did
it in a way that was particularly responsive to the set of concerns
around female workers, around assuring that those who were wid-
owed were properly provided for.

Ms. DunN. Thank you, Mr. Secretary. As you know, we had a
very successful and effective group of pension reforms in our tax
relief plan that was vetoed by the President. For example, for
women we had catch-up IRAs, so if they stepped away from the
work force to raise children, they could come back in and do that
kind of catch-up. And I was sorry to see the President vetoed this,
but I think it is very important for folks to know that there is no
degree of personal retirement accounts in the President’s proposal.
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I would hope that as we talk about a bipartisan plan, that that
would be something that you would be open to considering.

Secretary SUMMERS. In the President’s overall budget proposals,
there was explicit provision for a personal retirement vehicle
through the Universal Savings Account. The only difference was
that it was segregated and clearly supplemental to Social Security
in the President’s approach, whereas in a number of other ap-
proaches it would be established in a way that was more competi-
tive with Social Security, which we feel is a less effective approach.

Ms. DUNN. I certainly do hope eventually in our Social Security
plan we will have that element, because I think it is a huge posi-
tive.

Let me ask you a second question. In the current Social Security
program which was designed some 60 years ago, there really was
very little consideration given beyond the role of the woman in the
traditional—at that time, traditional family. Now huge percentages
of women are working, and yet there continues to be that provision
that would affect a working woman in the same way it affects a
woman who is not working. At the end of her working career, she
has paid payroll taxes through all these years. She is automatically
given the larger of the Social Security payment, whether it is her
husband’s or herself. Generally it is her husband’s because of cer-
tain inequities still in the pay scale. The same is true for women
who didn’t work.

So in essence, a working woman has wasted a lot of dollars dur-
ing their working years, and this is where I become very quickly
the advocate of the personal retirement account. If she can put dol-
lars into that account, then she can provide for her own retirement,
which lasts generally longer than 75 percent of the cases than men
and involves fewer dollars.

Has the administration’s policy looked at inequities in the old So-
cial Security system, provided for some upgrading, updating?

Secretary SUMMERS. Yes. The President has made clear his com-
mitment in the context of any overall Social Security reform to ad-
dressing in particular the set of issues surrounding survivors’ bene-
fits, which in about five-sixths of the cases involve women, and in
some cases involve women who have had working lives outside the
home, in some cases involve women who have not had working
lives outside the home, in order to assure the adequacy of their
benefits.

In considering the Universal Savings Accounts proposals, we
were very focused, for the reasons that you describe, on providing
for separate accounts for spouses, precisely so as to address the
issue that you describe; although an important issue that is re-
flected in the USA, one I suspect you might support, is the idea
that women who are working in the home should have an oppor-
tunity to make contributions or have contributions made on their
behalf, because that is important work as well, and we need also
to honor that work by making it possible for it to support contribu-
tions to retirement accounts.

I think this is an area where I sense there to be considerable bi-
partisan consensus on the need to be sensitive to the changing na-
ture of family issues. Of course, another issue that arises in this
context, Representative Dunn, is the incidence of divorce, which
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unfortunately is far, far more common in American life today than
it was in the time of Social Security’s founding, and we need to be
sure that our benefit systems are as fair as they possibly can be
in those difficult circumstances to all who are involved.

Ms. DUNN. I agree with you, Mr. Secretary. And I would hope
that we could move those provisions into the President’s Social Se-
curity proposal, because that makes me very uncomfortable to see
them sitting in the Universal Savings Accounts part which may not
pass House muster. So I would hope as you add detail to the Presi-
dent’s plan, you will consider moving those provisions that help
women as they move into retirement into your Social Security plan,
as we have done with Archer-Shaw. Thank you very much.

Chairman ARCHER [presiding]. Mr. Coyne.

Mr. CoyYNE. Thank you, Mr. Chairman.

Mr. Secretary, in presenting the President’s plan here today, you
seem to put a premium on maintaining the progress on the econ-
omy that has been made while we work toward a solution to the
Social Security problem. And as you outlined earlier in your testi-
mony, there were a number of positive developments that took
place as a result of the President’s 1993 budget and the 1997 Def-
icit Reduction Act, but one element that you seemed to have left
off was the record low unemployment, the best unemployment per-
formance that we have had in the last 31 years. The figure came
out last Friday. Would you want to include that as an aspect of
what has happened as a result of the 1993 and 1997 Deficit Reduc-
tion Act?

Secretary SUMMERS. Mr. Coyne, I suspect I will be willing to take
as much time as the Congress will allow me to sing the praises of
our current economic performance. Clearly there is no more salient
element in that than our success in reducing unemployment to its
lowest level in 30 years and our success in reducing unemployment
in many categories to levels that are lower than they have ever
been before.

One of the aspects of the reductions in unemployment that prob-
ably gets less attention than it should is the very powerfully dem-
onstrated statistical pattern of, in a sense, first-hired, first-fired.
Which means that the most vulnerable groups in our society—teen-
agers, those with less education, minorities—have an elasticity of
greater than 1 for 1. Therefore, the progress we have made in re-
ducing unemployment in the overall rate each 1 percentage point
reduction in the unemployment rate overall translates into several
percentage points of reduction in unemployment for our minority
populations or for our teenagers. And there is the further benefit
that when the labor market in an area or in the country gets tight,
as it does with 4.1 percent unemployment, employers work much
harder to pull people into the labor force, and so the fraction of our
young people who are not working and not in school has gone down
very substantially as a consequence of our tight economy.

I think that in terms of things we need to do to prepare for the
21st century, educating our workers, giving them skills, including
everybody, that there is nothing as effective as a strong high-pres-
sure economy where in addition to having people looking for jobs,
we now have jobs looking for people, and that means all kinds of



32

step; for the benefit of workers that help them prepare going for-
ward.

There is no question that low unemployment is probably the sin-
gle most important manifestation along with, for the first time in
two decades, rise in real wages of our economic success in recent
years.

Mr. CoyYNE. I wonder if you could explain why it is important as
we work towards a solution to the Social Security problem, why is
it important to the President’s plan that it have such a major com-
ponent of reducing the deficit? Why is that important to the aver-
age worker to pay down the debt as part of a solution to the Social
Security problem?

Secretary SUMMERS. There are two main reasons why it is impor-
tant. First, reducing the debt is tantamount to a future tax cut be-
cause it means you don’t have to pay the interest and the principal
in the future, and it means by taking the pressure off credit mar-
kets, you reduce interest rates today. Each 1 percentage point re-
duction in interest rates translates into $80 a month on somebody
with a $100,000 mortgage. Each 1 percent reduction in interest
rates translates into something like $250 billion tax cut equivalent
over the next decade. So, first tantamount to a tax cut.

Second, it makes the economy perform better. The $1.7 trillion
that would have gone into buying government paper over the last
6 years that has instead gone into plant and equipment to make
workers more productive, into homes for American families, is in-
vestment in our future that we wouldn’t have if American savings
had to be channeled into the sterile asset of government paper.

So I believe that our prospects as a country of avoiding recession,
our prospects as a country of continuing these low rates of unem-
ployment, our prospects as a country of continuing the significant
real wage growth that we have seen in the last 2 years, depend
upon nothing as much as they depend upon our success in main-
taining these budget surpluses and reductions in national indebted-
ness.

Mr. CoYNE. Thank you.

Chairman ARCHER. Mr. Collins.

Mr. CoLLINS. Thank you, Mr. Chairman.

Mr. Summers, do you think it is wise to begin putting general
revenues into a Social Security system without actually reforming
the system first? I believe I read where Japan started this same
thing by putting general revenues in and didn’t reform a retire-
ment system. About a third of the administrative costs and benefits
come from general revenues. Is this not leading toward that same
thing, because once you start doing this it is so easy to just con-
tinue, that you fail then to reform the system? And I believe it has
been emphasized a number of times that we really need to reform
this system, we need to reform the pay-as-you-go system, especially
for those younger people at ages of 18 to 35. Do you think it is real-
ly wise to do this first?

Secretary SUMMERS. That is a very important question, Mr. Col-
lins, and it is one we gave a great deal of thought to as we worked
in advising the President as he came to his plan. The President’s
judgment—and I think it is the right one—is that an indiscrimi-
nate donation of general revenues to Social Security without reform



33

probably would not be prudent, but that the earmarking of general
revenues from general revenues of the savings achieved by reduc-
ing indebtedness, so taking a portion of the fiscal space that we
create by bringing down the debt and taking a portion of that
would be a useful spur to reform and in many ways a necessary
foundation for reform efforts.

And so I would suggest to you that the context where you are
generating an explicit savings by the reduction of a government li-
ability and using the proceeds to fund a different growing liability
makes this a very different discussion than the traditional discus-
sions of general revenues that we have had historically in this
country or in the Japanese example that you cited.

Mr. CoLLINS. But in the long run, is this probably going to gen-
erate a better retirement system for people, for working folks, espe-
cially younger people? Because what I see happening here is that
you are taking general revenues which are coming from additional
taxes or other taxes and you are merging them with an already,
I think, excessive payroll tax, but you are not changing the system.
You still have the current pay-as-you-go system.

Secretary SUMMERS. I guess I would respond to that in two ways.
First, ultimately the pillar on which any long-term retirement secu-
rity system rests is the strength of the underlying economy, and by
supporting debt reduction, we strengthen the underlying economy
with this plan.

Second, we are not raising general revenue taxes or cutting a
general revenue program to make room. We are taking the savings
that come directly from reducing the stock of the government’s debt
and using it for this purpose, and we are not taking the whole re-
duction from the debt stock reduction. We are simply taking the in-
terest savings which come from the reduction of one liability and
using it to serve as another.

I make these points to emphasize that I think the President’s
plan is an important, desirable and valuable first step. Clearly
there is also scope for addressing the kinds of issues that Rep-
resentative Dunn raised, the kind of issue that Chairman Archer
raised in his opening statement with respect to the retirement test
and other structural issues with respect to Social Security that cer-
tainly also warrant our attention, but I think that the President’s
plan of using the interest savings in a sense represents harvesting
a low-hanging fruit and ought to be a foundation for future efforts.

Mr. CoLLINS. I know it 1s a first step and I hope the President
will move in a direction that we can all be involved in the second
step, but I am very concerned about additional revenues being
placed into the trust fund for the purpose of benefits. I don’t see
that as a long-term solution to this problem.

Secretary SUMMERS. I appreciate your concern.

Chairman ARCHER. Mr. Portman.

Mr. PORTMAN. Thank you, Mr. Chairman. Mr. Secretary, thank
you for being here and I appreciate your comments you made about
increasing our national savings and importance of reducing the
debt. I don’t know how to say this diplomatically other than to say
I think the proposal is a copout and it is a copout in the sense that,
maybe to put it in more diplomatic terms, it is, as Mr. Matsui said,
a start. He said it is an excellent start but he said it is a start.
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You said it is harvesting the low-hanging fruit, it is a useful spur
to real reform, it is the necessary foundation to reform.

You have only got a year left in this administration. As you know
when you became Treasury Secretary, many of us believed strongly
that given your background and your interest in grappling with the
issue of retirement savings generally, that we might be able to spur
some real reform in the next year rather than just issuing a pro-
posal that moves some money around that in the end could spur
reform for somebody else.

I also think we are setting the foundation now for the next ad-
ministration. I believe next year we could handle this issue if we
had a real proposal on the table, but in any case I think unfortu-
nately, whether it is the Gore administration or the Bush adminis-
tration, whoever it is, they will be using this as their foundation
too, and I am afraid we haven’t gone far enough. I would hope we
could go further. The Archer-Shaw proposal is out there. As you
know, it is a substantive proposal that makes real reforms. It can
be analyzed in different ways but it is a real reform and it does
save Social Security, not just for 75 years but forever.

I would just like to focus on two specific things if I could. First
is what does this do? As I analyze it, what it does essentially is
it takes a page from the Wally Herger Republican book and says,
let’s stop the raid, which is fine and that is good and I think the
President now is on board with that. It just means that the money
going in from our FICA taxes doesn’t go for other government
spending. Instead it is used in the Social Security Trust Fund to
pay down the publicly held debt, which is fine; and then the addi-
tional angle that you all have added in this proposal, is to the ex-
tent there is interest savings to the taxpayer because the debt is
being reduced, which is a good thing, let’s take that calculation of
what that interest savings is, which is general revenue, and let’s
pump that back into Social Security benefits; and by doing so we
keep the system solvent until about 2050 instead of 2034, so it is
16 more years you get from putting more general revenue.

That is fine. You can use any calculation you want. It doesn’t
have to be the interest savings. It can be any amount of general
revenues. It is general revenues. But I really hope we can move be-
yond this and get into some real reform.

I guess I have two quick questions for you, and if I have time,
I want to talk a little bit about retirement savings generally, be-
cause I do appreciate very much your focus on that and the need
to help everybody plan for retirement through IRAs, private pen-
sions and so on.

Would you say that by making some structural reforms to permit
some kind of private savings—and let’s take the Archer-Shaw plan
because there are so many different assumptions you could make,
but taking some part of the Social Security Trust Fund surplus and
allowing that to be invested directly. And let’s say it is individually
directed, although that is not necessarily relevant to this question.
Do you think that would encourage and increase economic growth
in this country? What would the macroeconomic impact be?

Secretary SUMMERS. The crucial question for economic growth in
the country comes not from the question of a portfolio composition
of assets, comes not in my judgment from the question of the
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trust—the question of the trust fund per se, but comes from the im-
pact of any proposal on national savings which, of course, is the
sum of public savings and of private savings.

The reason why I believe that the President’s approach is prob-
ably in many ways the most constructive for economic growth is
that it is consistent with maximizing the level of public savings,
whereas some of the proposals that have been put forward would
include on the side very large tax cuts, or even if they didn’t in-
clude on the side very large tax cuts, would include contributions
to accounts of some kind that were very large relative to the on-
budget surpluses, would risk a reduction in public savings that
might offset any possible benefits that would result from increased
private savings under those proposals.

Now, of course there is the question, which is very much what
has to be worked out in all of this, of what would happen. Is the
public sector capable of maintaining a high rate of public savings
for a number of years? There are those who are—who feel that the
lesson of experience is cynicism and who believe that that is not
possible and therefore favor various kinds of tax cuts.

Our judgment is that with legislation like that proposed by the
President, we can lock in the basic fiscal progress we have made,
maintain large surpluses, and maximize the public contribution to
the high national savings that is ultimately responsible for eco-
nomic growth. That is the logic behind the President’s proposal,
and I think there has been a quite widespread agreement that if
we can maintain the surpluses, use the surpluses for debt reduc-
tion, that is, the use of those surpluses rather than any particular
kind of contributions, that can make the greatest contribution to
spur economic growth.

Mr. PORTMAN. My time has expired. I would just make the obvi-
ous comment that reduction of national debt has nothing to do with
Social Security per se; and the ability to get a higher rate of return
and the ability to have private investment in our capital markets
will, T think you would say regardless of what we do on the debt
side, not as a tradeoff to debt, but that will spur additional eco-
nomic growth and will lead to higher national savings because of
that economic growth.

And I understand that this is the easy way to go. This is the low-
hanging fruit, as you said. There is no reason for anybody to oppose
a proposal that says let’s pay down the debt and use that interest
savings which is general revenue for Social Security, but it doesn’t
answer the tough question: How are we going to make this system
solvent over the next 75 years or even into the future, as the Ar-
cher-Shaw proposal does? I would hope we can get together and
work on that as well as working on these other proposals that you
talked about, which are great ideas, but I am getting no support
from Treasury on our pension proposals, for instance, although you
may personally support them. I am amazed we can’t come together
even on the private savings side.

I apologize for taking so much time, Mr. Chairman. I look for-
ward to continuing to work with you, Mr. Secretary.

Chairman ARCHER. The gentleman’s time has expired. Mr. Levin.

Mr. LEVIN. Thank you. Mr. Secretary, I am a bit perplexed. You
know there is a discussion that the President’s plan covers 50 years
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and Archer-Shaw 75 years. The Republicans have a majority on
this Committee and in the House and in the Senate. If they really
were so sure of the Archer-Shaw plan, they could have introduced
it by now and acted on it. We are going to mark up a minimum
wage bill, I guess in a few hours, that the President opposes but
that won’t deter their marking it up. If it is a good plan, mark it

up.

I think the problem is that there are problems with Archer-Shaw
in terms of the immense amount of general funds that are used by
that plan, among other problems. And so I think the question is
whether a realistic plan as proposed by the President that admit-
tedly covers or expands the security of Social Security for 50 years
is better than an unrealistic plan that it says covers 75 years.

So let me just ask you to boil it down. Some people are watching.
As I understand what the administration is saying, is take the sav-
ings from using monies to pay down the public debt to lock them
in so that it increases the odds that Social Security will be funded.
Is that—just say it as simply as you can, the essence of the plan?

Secretary SUMMERS. Pay down debt, use the savings for Social
Security, reduce one liability, assure you can meet another. Those
are the premises of the President’s plan. Fix the roof while the sun
is shining. Use the surpluses that we have today to meet the obli-
gation that we have tomorrow.

Mr. LEVIN. And as I understand it, the notion is that that would
promote growth, right?

Secretary SUMMERS. Right.

Mr. LEVIN. And also as I understand the President’s proposal,
there are provisions in it to try to make sure that Congress uses
the money for Social Security to extend its life rather than for
other purposes?

Secretary SUMMERS. That is exactly right.

Mr. LEVIN. I would submit it is realistic if we will make those
tough decisions. One of our colleagues said it is easy to do that. It
wasn’t easy to pass the 1993 deficit reduction package and it
wasn’t so easy to act in 1997, so I hope you will keep on explaining
the essence of this so that we all understand that it would be a sig-
nificant step even though it would leave unresolved issues beyond
the 50 years, right? That is acknowledged.

Secretary SUMMERS. [nodding in the affirmative.]

Mr. LEVIN. Let me just say one thing because there is reference
to Chile and that is kind of a motto for our doing something. In
Chile, the way that the private accounts can be invested is quite
heavily regulated by the government. And one of the problems with
a plan like Archer-Shaw is that there is a danger that it becomes
kind of a gamble and the government picks up the loss if the gam-
bler loses.

So I would suggest, Mr. Secretary, that you persevere and en-
courage this Congress to take what I think would be a courageous
step, and that is paying down the debt using the surpluses that are
saved for Social Security, promoting national growth, and taking
steps to try to be sure that the savings from lower or no interest
payments are used for Social Security. That would be a courageous
step by this institution.



37

Secretary SUMMERS. If I could just amplify briefly, Representa-
tive Levin, on your comment. I think it is a misconception to be-
lieve that somehow this is the easy way that avoids a tough choice.

I think very much the opposite. The tough choice embodied in the
President’s approach to make the investment in the future of our
country by reducing debt is by forswearing what is always the
enormously strong temptation for all of us to propose new pro-
grams, expensive new programs or to propose large tax cuts, and
instead to work at paying down debt. Those are the difficult and
real choices that we can make that will benefit our economy and
benefit our national retirement system.

And I think the alternative approach of precommitting today
large amounts of resources in the form of tax cuts or contributions
to accounts and so everybody is getting—everybody is being prom-
ised something, and no resistance to future spending or future tax
cuts are being built in, is in many ways the easier approach and
I believe is the less prudent approach.

So while I urged that the place for us to begin and in many ways
the easier Social Security policy was a policy using the savings
from debt reduction, I don’t want to be misunderstood. The most
important consequential and I believe courageous choices that we
face involve whether we commit as a country to debt reduction over
the next 10 years. I believe that the President’s approach can help
us make those choices in the right way and that is why I think it
is so very important.

Mr. LEVIN. Thank you.

Chairman ARCHER. Mr. Hulshof.

Mr. HuLsHOF. Thank you, Mr. Chairman.

Mr. Summers, welcome. I was going to try to resist the tempta-
tion until the last gentleman’s question, resisting the temptation to
make the difficult choices or to expand additional government pro-
grams like hiring 100,000 new teachers, or Federal monies to pur-
chase private lands for public consumption. I agree with you that
those choices are extremely difficult.

I do want to just focus on, however, some of the things that you
summarize in your oral testimony and your written testimony spe-
cifically talking about the four principles that the President and
you agree with, and one of them is that we should respect the in-
tegrity of the Social Security Trust Fund. That was the first prin-
ciple you talked about by, quote, "ensuring that all of the Social Se-
curity surpluses are used to pay down debt rather than finance
other government activities,” end quote.

Now, about 10 months ago, the President addressed a joint ses-
sion of Congress in the Nation in the State of the Union address
and said we should take 62 percent of the Social Security surpluses
and set them aside. To what do we owe this change of position from
62 percent in January now to 100 percent—which I am reading at
least in between the lines—to what do we owe that change of posi-
tion by the President of the United States?

Secretary SUMMERS. Let me just respond first to the earlier part
of your question, if I could, Mr. Hulshof, with respect to the teach-
ers and the police.

The President and I make no apology for proposing a budget that
includes proposals that address what we think are crucial national
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needs. What has been accomplished in the last 7 years, for the first
time since the Second World War, is a protracted period in which
the size of government has been reduced by some 600,000 workers,
by more than 13,000 workers at the Treasury Department.

What is embodied in the President’s proposal is continuing reduc-
tions in the size of civilian government, with spending that does
got lgeep up with inflation, even as new priorities are accommo-

ated.

With respect to the 62 percent and the 100 percent, the Presi-
dent’s initial budget was crafted in the context of a unified surplus
framework, and he proposed the allocation of a certain portion of
the unified surplus to Social Security.

As the debate evolved, it became clear that there was a strong
desire in the Congress to frame these issues in terms of a separa-
tion between the on-budget and the Social Security off-budget. So
the President recrafted his basic approach of using the surpluses
and the debt paydown to finance extensions of solvency into that
framework and that improved proposal, or proposal that has been
responsive to the concerns of many in Congress, including, espe-
ciz(iilly in your party, is the proposal that I am presenting here
today.

Mr. HULSHOF. Also in your testimony, in your written statement,
you mention Medicare, and, as Mr. Greenspan who appeared before
us earlier this year said, fixing Social Security, I am paraphrasing,
is a walk in the park compared to fixing Medicare. And I want to
point out that there has been a bipartisan commission that came
very close, absent one vote, of having a very realistic reform of the
Medicare system.

My time is about to expire. Let me quickly ask, regarding the
President’s proposal, is the President still interested in eliminating
the earnings penalty, and is it included in this plan?

Secretary SUMMERS. Yes, he is, and I don’t know whether it is
included in this particular—in this particular piece of legislation
which goes to the overall fiscal framework, but that is a con-
tinuing—that is a continuing commitment on the President’s part.

Mr. HULSHOF. Are the USA accounts included in this legislation?

Secretary SUMMERS. I believe not.

Mr. HULSHOF. As a final point, and in the remaining time that
I have, as a complete pandering new father of a daughter who is
10 days old, I just—President Ford, former President Ford, was
just recently honored with the Congressional Gold Medal, and
something that he said in early 1977 regarding Social Security
being the third rail of politics, former President Ford said that our
conscience demands what our children deserve; God willing, we will
disappoint neither, which I hope that we will continue to use as our
theme if we are truly serious about restructuring Social Security
for not only today’s seniors, but for tomorrow’s.

Thank you, Mr. Chairman.

Secretary SUMMERS. Mr. Hulshof, congratulations on the birth of
your daughter. It is a reflection on the remarkable progress our
country has made and is making in many spheres that your daugh-
ter, like my twin 9-year-old daughters, can, according to the—ac-
cording to some of the best available experts, have a chance of 1
in 3 or even 1 in 2 of living to 100, and those improvements in life
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expectancy really point in another way to the importance of the
challenge that is before us of preparing our economy for the chal-
lenge of an aging society.

Mr. HULSHOF. Thank you, Mr. Secretary.

Chairman ARCHER. Mrs. Johnson.

Mrs. JOHNSON of Connecticut. Thank you, Mr. Chairman.

Welcome, Honorable Secretary Summers.

First of all, I am very concerned about the fact that your pro-
posal condemns anyone who is 14 years or under to no Social Secu-
rity. If you are 14 years old now, if you are 13, if you are 12, if
you are 11, if you are 10, since your program would leave Social
Security bankrupt by 2050, they will get no Social Security bene-
fits. If you are 18, you will only get 4 years.

So I just want to say that because I want to highlight that.

Secretary SUMMERS. Well .

Mrs. JOHNSON of Connecticut. Wait a minute. Let me just finish
because the real core of my question is later on.

I just want to highlight how important I think it is that when
we take action on Social Security, we take action to the 75-year
measure that the law requires, because it takes a long time to
build consensus on reforming such a big program, and it is just im-
perative that we not let ourselves fall short of that 75-year meas-
ure.

Now, I do want to comment. You described your—and ask you a
question. You described your proposal to one of my colleagues as
very simple. We simply want to take the savings from the interest
on the debt, as we reduce the debt, and dedicate it to Social Secu-
rity.

Now, first of all, that is just general fund tax revenues, and the
question is, do we take general fund tax revenues to fix Social Se-
curity?

Currently, currently, if we do nothing, just under current law, in
less than 5 years, I don’t remember the exact amount, but in a
handful of years this Nation will be spending 44 percent of all the
money that comes into it on people over 65.

Now, you talk about your daughters and you talk about Kenny’s
new baby. You know, there is a limit to how much of the Nation’s
resources can be spent to support our grandparents, as much as we
love them, and they will tell you the same thing.

So your solution, and my concern about your solution, is that all
the money you are taking is from the general revenue—the general
revenues of the Nation, and you are pushing—you are going to
push that 44, because that’s without any change, up toward 50. At
a certain point, fairness and equity, how will we fund the public
schools? How will we fund environmental enforcement? How will
we fund the much more state-of-the-art airport system?

So I liked your first idea better, and I know you abandoned it
for a good reason, but at the beginning of this discussion, the Presi-
dent understood that we needed to bring the higher earnings capa-
bility of the market into Social Security. In other words, we needed
new resources, but we could get a significant portion of the new re-
sources from the market.

You proposed the government investing the surpluses. Everybody
agreed the government should invest the surpluses. Now, my
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Chairman and Mr. Shaw have proposed a very useful way of using
Social Security surpluses going on down into individual accounts,
not unlike the Federal Employees Retirement Plan, and through
that mechanism creating real assets and, therefore, real new
money into the system.

Now, laying aside the technicalities of this challenge, that seems
to me—and furthermore, recognizing your USA account, this seems
to me ground on which we ought to be working together. That is
one issue.

Your other comment that you made, strengthening pension plans
is very important. Fifty percent of Americans do not work for an
employer who provides pension benefits, and yet if we do it only
the USA account way, again, it will be general revenues, more gen-
eral revenues, to support retirement security. If we do it through
pension reform, like Mr. Portman wants to do, and I strongly sup-
port, and we had in our tax bill, you will enable small employers
to provide pension plans and bring the power of the private market
to the earning capabilities, the retirement security planning of em-
ployees.

So in pension reform, we have a chance to bring outside re-
sources to help that 50 percent who don’t participate if we reform
our pension laws.

If we look at the Archer-Shaw proposal, there are ways to bring
the higher earnings of the market in to strengthen Social Security
in a way that is absolutely secure, respectful of the job of Social
Security, and would make a difference long term and have very,
very solid projections against it. Whether you like every detail of
the Archer-Shaw plan, it does secure Social Security for 75 years
or all time.

That is my concern. You use entirely general revenues. In the
long run, that is not going to be supportable. You had ideas similar
to those of the Chairman. Can’t we work together on trying to get
those earnings in? Can’t we work together on pension reform?
Can’t we work together to use public and private resources not only
to secure Social Security, but to give people much greater retire-
ment security both in terms of monetary income and health care?

Secretary SUMMERS. Let me respond by saying five things very
quickly. First, on budgets for seniors versus others, I hope you will
pass your concerns on to the appropriators as we work to ensure
adequate funding for COPS, for teachers, for technology: .

Mrs. JOHNSON of Connecticut. I will, but I will just say .

Secretary SUMMERS [continuing]. In these last, in these last few
days.

Second, with respect to—I am sorry.

Mrs. JOHNSON of Connecticut. I am just very proud that the Re-
publicans have brought a very good Medicare reform bill to save all
those providers outside there, and we hope the administration will
support us on it.

Secretary SUMMERS. I am sure we will work something out. That
is one area where I expect we will find some bipartisan coopera-
tion.

Second, with respect to fiscal space, I agree with you about the
dangers of new, unpaid-for claims on general revenues, and that is
why the President’s proposal is carefully crafted to assure that any
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claims it places on general revenues use only a portion of the gen-
eral revenue savings that it achieves by reducing future interest
burdens through debt paydown, because I think you are absolutely
right about the dangers of unpaid-for claims on general revenues,
and I might say that in that regard I do have some concerns about
the Chairman’s proposal, which I think does potentially involve
larger use of general revenues.

With respect to the use of equities and the power of the market,
I continue to be very sympathetic to the sentiments that you ex-
pressed, with these qualifications: I think we need to assure that
the risk is not borne to a dangerous extent by individuals. We need
to ensure that we do not have excessive government intrusion into
the economy, and we need to be mindful of the fact that we have
been extraordinarily fortunate in what has happened to markets in
this country over the last 17 years and that it will not always be
that way; that we need to be careful not to do anything that threat-
ens the progressivity of the Social Security System, but if we can
find a way to use the power of markets subject to those tests, that
is something that the President would very much support.

With respect to pensions, I share the broad sentiment that you
and, earlier, Congressman Portman expressed, but would caution
that in our judgment, the right priority should not be raising the
limits for the minority who already have a substantial opportunity
to save, but taking steps for the majority, who really have very lit-
tle capacity to take—or no capacity to take advantage of tax-fa-
vored savings right now.

Finally, I agree with you very much, and I know the President
agrees with you very much, on the importance of bipartisan co-
operation in all of these areas, and that is something which we are
very much committed to.

Chairman ARCHER. Mr. McDermott.

Mr. McDERMOTT. Thank you, Mr. Chairman.

Mr. Summers, I must say the President’s proposal, I like this one
better than the other one because you took out the private accounts
and those kinds of things.

I want to understand or at least hear your thinking about this
whole issue, because when I came to Congress, the Dow Jones was
at 3,000. It is now at 10,000. And I think it would be a little gran-
diose for me to take credit for doing that, but there are periods—
there have been periods when we have not had that kind of growth
in the stock market.

Now, if you begin in 1966, the Dow was at 1,000. It didn’t get
back to 1,000 until 1982, almost a 17-year period when there was
no growth, and my feeling is, or at least my question, the dollar
went from worth 100 cents to 30 cents because of inflation over
that period of time. Why should we ever put any of our money out
into the stock market if we want to make absolutely sure it is going
to be there when we come to the time of retirement?

What is it that—I mean, everyone is mesmerized by the Dow
Jones right now because of what it has done, but it hasn’t always
been that way.

Secretary SUMMERS. Congressman McDermott, you are very right
in pointing to the uncertainties, even over substantial periods of
time, in the behavior of what happens to stock markets, to a sub-



42

stantial decline in the Dow Jones average that you mentioned as
one example. The performance of the Japanese market over the
last decade is another example.

Clearly, stock market investments do carry higher returns on av-
erage, though those higher returns come with substantial risks.

The judgment of retirement planners in most contexts, I think
about as an example State and local pension funds where there is
a defined benefit obligation for workers, or most corporate defined
benefit pension plans, or most of us as individuals planning for our
own retirement, is that prudence can take the form of accepting a
small amount of that risk in return for a higher return. The longer
we have, the more risk we can probably accept, because over time
it averages out.

In designing the President’s original proposal, we were very
mindful of this and tried to calibrate an amount of risk that would
assure that the fiscal burden would be a tolerable one, even in the
event that the stock market outcome was quite an unfortunate one,
but I would suggest to you that what is important is that we collec-
tivize that risk because the national government, as an entity, has
a capacity to bear that risk, to spread that risk over long periods
of time that any one of us, as we think about the years before our
retirement, does not have.

That is why the approaches that we favor would rely on the prin-
ciple of defined benefits, but would accept the funding of those de-
fined benefits through the partial use, the prudent use, of equities.
Where we would be concerned is in the use of equities for indi-
vidual accounts, because to take the period that you cited, Con-
gressman McDermott, the stock market over one interval in 1974
actually fell by two-thirds in real terms. Imagine if those were the
9 months before your 65th—before one’s 65th birthday.

So I think that we have to look for approaches that are collective.
Now, that, of course, has the consequence of—this is something
that Chairman Archer and Mr. Shaw have recognized in their plan,
in guaranteeing defined benefits, but when you guarantee defined
benefits, you create a situation in which because the government
has the defined benefit liability, the government becomes the bene-
ficial owner. It is better off if the stock does better, just as the
State of Washington is better off if its pension fund does better,
given that it has a fixed obligation to the teachers.

Then the question arises whether one can find suitable means of
political insulation of those equity investments in a situation where
the government is the beneficial owner, and that is part of the
challenge of mechanism and institution design.

Mr. McDERMOTT. You are sayin, .

Chairman ARCHER. The gentleman’s time has expired.

Mr. English.

Mr. ENGLISH. Thank you, Mr. Chairman.

Mr. Secretary, your testimony so far today has been illuminating,
and I really appreciate the opportunity to pose a couple of ques-
tions that I hope will clarify the President’s position.

I am delighted that the President has come forward with a more
detailed proposal. I believe that Social Security reform, in order to
be successful, must be bipartisan. So I guess what I wanted to first
get a sense of, given that a number of Members, including a num-
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ber of Members of the President’s party, have signed on to a vari-
ety of Social Security reform proposals over the course of the past
year, can you share with us does the President see any common
ground for building a bipartisan product based on any of those pro-
posals, or does he fully oppose every one of the plans that have
been presented so far in Congress?

Secretary SUMMERS. I think the President sees a number of ele-
ments in various proposals that represent important common
ground: the use of the resources provided by the surpluses; the
maintenance in many cases of the progressivity of Social Security;
the commitment to using Social Security reform as a vehicle for en-
couraging fiscal discipline; the desirability of addressing the special
needs of widows and more generally the changed nature of the
American family since Social Security was founded; the need to ad-
dress the retirement test.

These are all very important points of common ground, that the
President sees them as things on which he can and we are very
much prepared to build. But there also are lines that are not pos-
sible to cross: exposing individual workers to excessive personal
risk with respect to their benefits; threatening to unravel the fabric
of a system which provides in a number of different ways for pro-
gressivity and for transfers across individuals that we need to pre-
serve both now and in terms of avoiding any political dynamics
that could lead to its unravel. There are a number of other——.

Mr. ENGLISH. Mr. Secretary, I think those are very good general
principles, and perhaps we could follow up in writing and spell out
some of those differences in a little more detail. I think it is impor-
tant for us to understand where those lines are if we move forward,
as I hope we do, and try to build a concrete bipartisan proposal on
Social Security.

Let me say on one particular issue, the President’s original pro-
posal in embracing the idea of relaxing the earnings limit for re-
cipients of the old age retirement system, recipients who currently,
if they continue to work, face higher tax rates than Donald Trump.
I was very encouraged that the President embraced the idea of get-
ting rid of that earnings limit in his earlier proposal, reversing a
position that administration Representatives had taken when they
had previously testified from that seat before our Committee.

Mr. Secretary, I noticed in the current proposal there is no ref-
erence to eliminating the earnings limit. Can you give us a sense
of what the administration’s position is now?

Secretary SUMMERS. Yes, I can. The President continues to sup-
port the need to eliminate the retirement earnings test; to reduce
poverty among elderly women. He believes that the details of these
proposals need to be worked out as part of the bipartisan efforts
to build on the foundation. His plan would provide and extend sol-
vency for at least 75 years.

I can’t resist, Mr. English, since you made a comparison of mar-
ginal tax rates, suggesting that, without referencing any particular
individual, I would hope that this Committee’s work in the tax
shelter area would do something to ensure that those comparisons
of marginal tax rates between different individuals would be less
challenging to all of us.
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Mr. ENGLISH. Mr. Secretary, we look forward to exploring the ad-
ministration’s proposal and looking for ways of making it perhaps
a little more viable and a little less arbitrary, and there may be
some common ground on that.

On a final point, I noticed that you have, as Mr. McDermott
noted, dropped the idea of USA accounts in this legislation. Why
is that?

Secretary SUMMERS. The President’s legislation was an attempt
to codify the fiscal framework that would underlie an expansion of
Social Security—of Social Security. We would hope to return next
year, in the context of our overall budget discussions, to the ques-
tion of private savings, which I think we can all agree is something
that is very important, and that it is very important that we find
ways of spreading the benefit of tax-favored savings to a larger
fraction of Americans than now—than now enjoy them.

At this point in the tax debate, when the tax discussions are
largely and, in my judgment, appropriately focused on extenders,
and, in my judgment, extenders that should be fully paid for, that
did not seem the appropriate moment for a broader tax policy dis-
cussion.

Mr. ENGLISH. Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Foley.

Mr. FoLEY. Thank you very, very much, Mr. Chairman.

Mr. Summers, thank you for your appearance today.

Mr. Rangel raised some questions earlier regarding the tax policy
of this Committee, and we had advocated a tax cut. Would you ac-
knowledge that the tax cuts we initiated, the capital gains tax cut
specifically, had the influence, if you will, of increasing transactions
and increasing revenues to the Treasury vis-a-vis the sale of those
underlying assets?

Secretary SUMMERS. I am sorry, Mr. Foley. Are you referring to
the 1997 tax changes in this?

Mr. FOLEY. Right.

Secretary SUMMERS. Or are you referring to proposals that were
contained in the legislation this year?

Mr. FOLEY. I am referring to prior tax cuts that have been initi-
ated into law. Do you feel that they stimulated revenues to the
Treasury?

Secretary SUMMERS. I have not seen a careful analysis of the last
2 years’ statistics. It was our—it was the judgment of the Treasury,
and I believe the judgment of the Joint Committee at the time, that
while there would be, particularly at the beginning, some induced
realizations as a consequence of those tax changes, that the net
revenue consequence would be negative, for two reasons: Because
each of the transactions would yield less revenue, so even if there
were more of them, unless there were a lot more of them, you
would still be realizing less revenue; and because the reduction in
the capital gains rate would encourage various kinds of shelter op-
portunities—that is perhaps a pejorative word—various kinds of
situations in which transactions would be created where individ-
uals took interest or depreciation deductions at the full rate and
then took capital gains on the other side of the transaction, and so
one might see larger volumes of capital gains revenues, but the
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total collections of the tax system would nonetheless be reduced
once one took account of the offsetting deductions.

So while there were undoubtedly some feedback and economic
offsets, I have not seen any evidence that would call into question
the judgment that was reached at the time, that there was a net
revenue cost of those proposals.

Mr. FOLEY. On Social Security, the President had initially pro-
posed a government investment vehicle, if you will, where the gov-
ernment would invest in equities. Would you explain to me the dif-
ference why the government is a better investor in the equity spec-
ulative market versus the investor, the individual, the IRA account
holder, in a stand-alone or side account established? What makes
the government a more wise investor and insulates the government
and the taxpayers and Social Security from risk? Why shouldn’t the
individual have that same liberty to make judgments based on the
marketplace?

Secretary SUMMERS. It is not a judgment, Congressman Foley,
that the government is a superior investor. Indeed, in no proposal
of which I am aware would the government exercise investment
discretion. It would simply ask market managers to—private man-
agers to track published indices. So there is no notion of the gov-
ernment exercising discretion as an investor.

The crucial question is the one I referenced in the conversation
I had with Mr. McDermott regarding the spreading and bearing of
risk. If, as is common in Social Security arrangements, one envi-
sions annuitizing a stream at the age of 65, someone who faced a
situation such as occurred in 1974 or occurred in 1987, where the
stock market fell by a large margin in the 6 months or the year
prior to a person’s retirement, could see their retirement annuity
fall by one-third or fall even in the 1974 case by two-thirds because
of an adverse movement in the market.

Mr. FOLEY. Wouldn’t that be the same result if the government
was investing?

Secretary SUMMERS. No, because the government could function
like most States do, with their defined benefit pensions, or most
corporations do, with their defined benefit pensions in providing a
fixed benefit and then managing the fund to finance those benefits
so that over time the fund would do well—the fund would do well
at certain points, and the fund would do poorly at certain points,
but it would be possible to maintain a fixed level of benefits.

The government has a capacity, by virtue of being a permanent
institution, to spread risk over time that an individual facing re-
tirement at a particular point in time does not have. That is why
most State and local governments have adopted defined benefit
pension plans for their workers.

The basic premise of why Social Security was started was the
premise of the government’s ability to spread risk across individ-
uals and spread risk over time, and, therefore, to provide for de-
fined benefits. Indeed, that is something that is very importantly
recognized in Mr. Archer’s and Mr. Shaw’s plan, where for the vast
majority of individuals, they would be getting a guaranteed govern-
ment benefit regardless of how the stock market performed, and
only in cases where the stock market performed extraordinarily
well would there be the possibility of supplementation of those ben-
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efits, or at least that is my understanding. Perhaps it is wrong for
me to be trying to characterize the Chairman’s plan.

Mr. FOLEY. Let me just—I know my time has expired, but fol-
lowing along on that thought, would you be agreeable to pursuing
the initiative of Mr. Shaw and Mr. Archer based on, if you will, a
mutual fund concept?

You mentioned the government would have these independent
private equity managers that would go out and make the risk as-
sessments and insulate, if you will, from a certain degree risk.
Using the Archer-Shaw model as a separate account and IRA ac-
count, but using your model as a global money manager, allowing
individuals to have, as we have in Congress, 401(k)-type plans
where you designate your deposits but aggregate them so they are
not separate and apart, but they are indeed investing in private ve-
hicles, but ownership would reside would the individuals, would
you concede that that may be something to look at?

Secretary SUMMERS. These are certainly questions—certainly all
ideas, I think—these are sufficiently important questions that I
think all ideas should be looked at, and the question of the defini-
tion of ownership in a situation where there is going to be a guar-
anteed level of benefits, it becomes a little bit unclear what one
means by ownership.

I mean, just to use an example, if it is said that I am going to
pay you $100 1 year from now, but that you have an account in
which $2 has been placed in the stock market, which is going to
be used as one component of that $100 that I owe you, so it is very
unlikely that the $2 would come to exceed $100, then who is the
real owner of that?

Is it you because it is said to be your account, or is it me because
those $2 are going to be—if it turns into $4 or $6, that is going to
reduce my payment from $98 to $94? I am not sure in that case
who one should think of as the owner of the account.

There is a similar kind of ambiguity that is involved, it seems
to me, in thinking through Chairman Archer’s proposal, but it is
certainly—and Mr. Shaw’s proposal, but it is certainly a very valu-
able contribution to thinking through what I think we all agree is
a very powerful idea, which is the use of markets to help make—
to help assure increased solvency with a minimum of any changes
in tax rules or benefits.

Chairman ARCHER. I hate to call the end of time when you are
on such a positive note, Mr. Secretary, but the gentleman’s time
has expired.

Mrs. Thurman.

Mrs. THURMAN. Thank you, Mr. Chairman.

Mr. Secretary, I am sorry I wasn’t here. We were out doing an-
other issue that many of us are concerned about on pharmaceutical
assistance for our seniors in this country, so I apologize for not
being here.

The only question I want to ask you is: What is the significance
of us not doing anything? And how long do you think, in your judg-
ment, we have to really work through this issue before it does be-
come a problem and we can’t do anything without adding lots and
lots of money to the system?
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Secretary SUMMERS. Mrs. Thurman, Hippocrates had a very pow-
erful principle when he said, first do no harm, and I think it is of
the greatest importance for these issues that we respect that prin-
ciple and not take steps this year or in any subsequent year that
interfere with the broad progress we are making in paying down
national debt. That is why I am very concerned about the reluc-
tance in parts of the Congress to accept the various offsets, particu-
larly the tobacco policy that the President has proposed this year,
and to maximize the fiscal integrity of the outcome that we come
out with this year.

That is why I believe it is very important that tax extenders leg-
islation be paid for in the interest of our economy to achieve that
objective. I believe that to the extent possible that should be done
with respect to any legislation, such as the important objective of
repairing problems that have arisen with Medicare providers.

So, overwhelmingly, I would assign importance to assuring our
progress in continuing to reduce debt. Beyond that, I don’t know
that there is a point where one falls off a cliff, but it is the arith-
metic of compound interest, and it is common sense that the sooner
we move to address these problems, the less painful the necessary
adjustments will be, and that now at what is such a fortunate mo-
ment for our national economy, it seems to me to be—when we
have surpluses to commit, it seems to me to be an ideal time to
address the challenges facing both Social Security and Medicare.

Mrs. THURMAN. And as this economy continues to grow, we have
also seen, I believe, over the last couple of years, so does the sol-
vency of the Trust Fund. So everything that you are talking about
that is working, and if we can continue keeping that moving the
way it should, puts us in a better position at any time to work
through this.

Secretary SUMMERS. I would agree with that.

Mrs. THURMAN. Thank you. I thank you very much for spending
the time with this Committee today.

Chairman ARCHER. Mr. Weller.

Mr. WELLER. Thank you, Mr. Chairman.

Mr. Secretary, good to see you. Good afternoon.

Secretary SUMMERS. Good to see you.

Mr. WELLER. You have been here for a while. I appreciate you
taking the time to be with us today.

Before I begin a couple of questions, I would like to ask you on
Social Security—of course you brought up the issue of education,
which, of course, is a major priority in this Congress. This last
weekend I had a discussion with a local school board member. In
Illinois, our school board members are volunteers, but they are
elected officials, and it is their job to set the priorities in the local
school district, particularly how they spend their money.

He asked me to convey, if I ever had the opportunity, to our
friends in Washington, he says, you know, we are pretty good peo-
ple out here. We feel we have a pretty good understanding of the
needs of our communities, but we sure would like to have some
greater flexibility on how to use the dollars we have to spend.

He pointed out that while about 6 percent of the money that
comes from—that funds our local public schools comes from Wash-
ington, so do two-thirds of the mandates. He said, you know, we
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are pretty happy with our class size. We are pretty happy with the
number of teachers we have, and we appreciate the extra money,
but we would really like to be able to decide how best to do that
ourselves. Maybe we want to put that money into putting in the
wire and the fiber and the hardware so we can put in computers
and Internet access for our schools, and they asked for that choice.
I realize that is really one of the fundamental discussions as we fi-
nalize the budget over the next couple of days: Does Washington
essentially hog-tie our local school board members on how they can
use Federal dollars, or do we give them the flexibility and respect
to make those decisions themselves? My hope is that we will give
the flexibility to our local school board members.

Now, getting to your Social Security plan .

Secretary SUMMERS. Can I .

Mr. WELLER. My friend here, Kenny Hulshof, has a beautiful lit-
tle girl named Casey, just born last week, and we all wish he and
the Hulshof family a hearty congratulations on the birth of their
daughter. One of the concerns I wanted to raise about the Social
Security plan that you have brought before us today is that Casey
turns 67 in the year 2066. Now, under the President’s Social Secu-
rity plan, the proposal that you are advocating today, Social Secu-
rity will go bankrupt 16 years—excuse me, yes, 16 years before it
is her turn to collect. Of course, during that time she will be in the
work force and paying taxes into the Social Security system.

Now, you stated in your comments earlier that the President’s
guidelines, since he was looking at Social Security proposals, was
that he wanted to extend the life of Social Security for 75 years.
Now, under the Social Security actuaries for the Social Security
Administration, they state that your proposal will only extend the
life of Social Security to the year 2015—excuse me, 2050, which, of
course, is only 16 years later than current law, so by 16 more years
of life, but it falls short for little Casey Hulshof by 16 years.

I was wondering, why did you not propose a plan that actually
met the President’s goal of 75 years so that little Casey Hulshof
will have Social Security there when it is her turn? Mr. Secretary.

Secretary SUMMERS. Let me first say that I yield to no one in my
concern for the welfare of little Casey Hulshof.

I just want it to be absolutely clear on that point.

Mr. FOLEY. We will take up a collection at the end.

Secretary SUMMERS. Frankly, because I am concerned—because,
Mr. Weller, I am concerned with Casey Hulshof’s welfare well be-
fore she faces retirement, I strongly support a Federal commitment
to assure that she has the opportunity to go to a public school
where class sizes are sufficiently small; that she can receive ade-
quate attention, and that seems to me to be a particularly impor-
tant Federal priority in this——.

Mr. WELLER. Mr. Secretary .

Secretary SUMMERS [continuing]. And one we should encourage.
But I am not an expert on education policy.

Mr. WELLER. Mr. Secretary, we have a philosophical disagree-
ment. I think our school board members should be able to make
those choices themselves if they have other priorities to meet the
needs of their communities.
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Secretary SUMMERS. I think we probably do have a disagreement
there, but I think we all have a national stake in Casey Hulshof’s
successful education, and so earmarking how Federal money is
used.

Mr. WELLER. Mr. Secretary, reclaiming my time, I would point
out that our Budget Act provides more money for our schools than
the President’s budget.

But getting back to my question here for little Casey Hulshof,
your proposal, Social Security goes bankrupt 16 years before she is
eligible. And if the President’s goal is to have a plan that keeps So-
cial Security solvent for 75 years, why did you not come forward
today with a proposal to keep Social Security solvent for 75 years
so that little Casey Hulshof will have it when it is her turn?

Secretary SUMMERS. We would like to work together in a bipar-
tisan way to achieve full 75-year solvency. We believe that the
steps contained in the President’s—in the President’s proposal pro-
vide a very useful foundation for such efforts in strengthening the
national economy so that Social Security will be stronger in the out
years.

I think if it were possible to find bipartisan consensus on this set
of starting measures, which would be a significant contribution to
the Social Security system, I am confident that we would be pre-
pared to build on that agreement and progress to see if it were pos-
sible to go the rest of the way.

Before we contemplate whole new approaches, or before we con-
template changes in benefit formulas, or before we contemplate
raising burdens on subsequent generations of workers, I would
hope that not as a final step, but that as a first step we could all
find agreement on the idea of using the progress we are making
in reducing the national debt to strengthen Social Security, and I
think if we could all come together on that idea, that would be a
powerful spur to taking the various other kinds of steps that are
important to assure that we can pay promised benefits.

Mr. WELLER. Mr. Secretary, I noticed in your response there, you
said that before you contemplate benefit changes, are you saying
that after the end—after the year 2050 that there may need to be
reductions in benefits for Casey Hulshof and her peers in order to
extend it? Is that why you did not go beyond 50 years?

Secretary SUMMERS. I think that clearly there are a variety of
steps that can be explored, changes in investment policy.

Mr. WELLER. So you are considering benefit cuts? Or are you are
considering——.

Secretary SUMMERS. We have laid out our proposal, which we be-
lieve is the right basis as we go forward, for subsequent discussion.
Other measures would have to be explored and debated on their
own terms with respect to commitments of general revenues that
go beyond the savings in interest; with respect to any consequences
they might have, positive or negative, for benefits or subsequent
taxes. But we believe this approach that the President has put
forth provides a useful forward step and a foundation for future ef-
forts.

Chairman ARCHER. The gentleman’s time has expired.

Mr. McCrery.



50

Mr. McCRERY. Thank you, Mr. Chairman. I think all the good
lines have been taken, so I am going to be brief.

I commend the President for at least making us all talk about
Social Security. It has been a rather sensitive political subject over
the years, and so I think he is to be commended for at least putting
it out front and encouraging us all to talk about it.

Mr. Archer and Mr. Shaw are certainly to be commended, as are
Mr. Kolbe and Mr. Stenholm, for going even further than the Presi-
dent has, not just tiptoeing up to the edge of the Social Security
swamp, but actually diving into the swamp.

Our job, though, is to try to reconcile all of these differences and
how we would approach saving this very important program.

I would hope that we would look at the offerings that you have
made and take them for what they are, and it really is no more
than just a temporary approach to really solving the problem.

When you look at the numbers provided by the Social Security
Administration, the bottom line is the President’s proposal over 75
years costs $13 trillion more than the Archer-Shaw proposal. So I
would hope we could agree that maybe we should look at some-
thing like Archer-Shaw for the long term of the country and not
just put these short-term blinders on and say, well, what can get
through the next 10 or 20 years. Let’s look longer term.

As to Mr. McDermott’s point about the stock market being so un-
reliable. If it were so unreliable, why are all the labor unions’ pen-
sion funds invested so heavily in the stock market? They must
think it is a pretty good investment, and they have got the respon-
sibility to provide pensions for their members forever.

As you have pointed out, State and local governments invest in
the stock market. So, again, I would hope that we could all agree
that we have got to figure out a way to get a higher rate of return
for the investment that the American citizens are making through
their payroll taxes to Social Security.

The President’s own proposal, initially at least, held out that op-
tion of investing, in his case directly into the stock market. Archer-
Shaw would have an indirect investment. But, look, if we don’t do
something like that, if we don’t get a higher rate of return for
Americans’ investment, we are going to have to cut benefits or
raise taxes. That’s it. Let’s get it out on the table.

So if we don’t want to raise taxes, and you said you don’t want
to cut benefits, and we don’t want to cut benefits, then let’s cut
through all of that and say, how can we get a higher rate of return?
We are going to have to sit down and figure that out.

I am encouraged by the President’s proposal. I am encouraged by
his initial proposal. We have wasted a lot of time, in my view, in
not sitting down and excluding what we all know to be politically
unpalatable and figure out what we can do, what we should do, to
save this system over the long haul.

With that, Mr. Chairman, I will let the Secretary make any com-
ments he wishes on my time.

Secretary SUMMERS. If I could just briefly, Congressman, let me
first say that we are comfortable with the idea, if an appropriate
formula can be found, for taking advantage of higher returns that
equity markets would provide. And if there could be agreement on
taking the President’s proposal as described, with the single modi-
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fication of modifying—of investing a portion of the Trust Fund con-
tribution in equities so that further solvency was achieved with a
defined benefit structure, I would expect that that could be an
agreement that could be worked out very quickly.

Mr. McCRERY. Let’s try that. Archer-Shaw does exactly that. It
is a defined benefit, it is a defined benefit, just as you have said,
so let’s get together and work on it and see if we cannot come up
with that. I mean, we are very close, I think.

Secretary SUMMERS. Well, let me say also—let me say also that
while obviously in a setting like this, it is the nature of what we
do that we point up flaws in approaches, I think it is important to
recognize that there are some common elements, defined benefits,
uses of the surpluses, and those are very important common ele-
ments.

I do have the concern that with respect to the Archer-Shaw pro-
posal, as I understand it, and I am certainly not the authority on
it that its authors are, that one does face the question of its financ-
ing and where it is to be financed from, and it isn’t clear to me
whether it is envisioned that it would force the on-budget into a
deficit, which would represent a rather substantial contradiction
between the objectives of the lockbox legislation that many have
stressed this year, or whether it is instead contemplated that some-
how the Social Security Trust Fund revenues would be recycled
multiple times, which might get into the area that had raised con-
cerns surrounding double counting.

We would like to take advantage of the surpluses to achieve 75-
year solvency, too, but in putting forward our proposals, we have
been constrained by the imperative of assuring that we don’t mul-
tiply use the Social Security Trust Fund, and the imperative that
we use general revenues only to the extent that we have provided
the fiscal space by achieving interest reductions, and if a way can
be found of respecting those two principles and extending solvency
further, that would certainly be something we would be very inter-
ested in looking at and discussing.

Chairman ARCHER. The gentleman’s time has expired.

Mr. Watkins.

Mr. WATKINS. Thank you, Mr. Chairman, Mr. Summers, Mem-
bers of the Committee. I guess I was one of the last ones here, but
I don’t apologize. I was with a friend of Mrs. Robinson’s and mine
that has terminal cancer, and I spent some time with him during
the first part of this, and so I got here late. And he was also prob-
ably most concerned about his family and all in the future.

Let me say, Mr. Summers, I think that the President erred in
his State of the Union message. He realizes it. I think he realizes—
I first will say I think we are making progress. The President has
realized he made the error in the State of the Union message
where he said, you know, that he is going to use 60 percent of the
Social Security funds—or 40 percent of it will be used, be spent. If
you look back at that statement and all, I have to say that thanks
to this Committee, Mr. Archer and Mr. Shaw, that I think this ship
has helped keep the President’s feet to the fire where now he has
moved in our direction.

Instead of spending 40 percent of the Social Security surplus,
now we are going to be applying it to the future of Social Security
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and making it much more solvent. So I want to say, from his first
proposal to his second one, he has definitely come a long way. I
want to say I think this Committee and this leadership of the Con-
gress has helped protect that money.

Also being kind of a farm boy, I know what it means by low-lying
fruit. It is easier to pick, and it is easier to waste, and I am con-
cerned about if from the—paying down the debt, yes, I want to pay
down the debt, but how is that savings going to be utilized?

I realize exactly the steps that are being taken there, but that
is also dollars or fruit that can easily go into spending. The Presi-
dent, as handed to him, the first proposal he realized that the
American people didn’t want that 40 percent spent that way, and
he moved in the right direction. I am concerned about how we
spend that other savings.

But I think we are making some headway, and we are investing
in the future, and I don’t want us to be partisan, but when you
bring up COPS and education, as my friend from Illinois said, you
know, we do propose more money for education, but it is going back
to the local school boards and the local school administrators to be
utilized in order to meet the needs of those areas, and I think that
is the way it should be.

Let me say for Archer-Shaw, I have tried to look into that and
study it a big deal. We have been to Chile to talk to Jose Linear
about that proposal, along with a lot of other people.

Let me say it does several things. There is money left available
to pay Medicare. I don’t know where the President went with Medi-
care. The bipartisan commission was squelched. Ask Senator
Breaux about that, Bill Thomas, and even the commission mem-
bers. But where is the revenue going to come from to meet those
needs for Medicare? Archer-Shaw helps solve that problem along
the way.

We look at the individual retirement accounts. I was kind of—
are you saying, Mr. Summers—I know you must not be—that ev-
erybody who has got their money in thrift savings accounts is at
great risk? Should they be taking it out, as Mr. McDermott’s pro-
posal? I don’t think you meant that. You left, I think, a great deal
of risk there in the minds of a lot of people. I don’t think it is that
alarming.

But also we have got the lowest—you know this better than any-
body else, I think, probably, or most, Mr. Rubin and Greenspan
and others, we have got the lowest savings of any industrialized
country in the world, and we need to increase savings. That is
what the Archer-Shaw plan—one of the great things it would do.
It would be definitely increasing that and building that up. So we
can have that kind of investment there to move our country for-
ward.

I would just like to say, I think we have—the President’s second
proposal, and let’s give him credit for making that shift, and the
Archer-Shaw proposal, have moved forward and come closer to-
gether. But you have been around here, and you didn’t come in on
a load of watermelons last night, and I didn’t, but it is positioning.
It is the bickering there.

I think the President should stand up, and I think you should
advise him to stand up and take the lead in a very bipartisan way
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and sit down together and look at the great possible benefits we
have there so we can resolve it, not only for our, yes, grandparents,
our generation, children and our grandchildren. And I hope we
won’t be alarming the American people about one of the plans, be-
cause I think both of them are so much more sound today than
they were when the President proposed his in the State of the
Union message.

That is all I have to say.

Secretary SUMMERS. I am not sure I have—I am not sure that
I have a response to that. I think we can all agree on the desir-
ability of increasing national savings, as you suggested. As I tried
to make clear, I think there is a lot that is very interesting in the
plan that Chairman Archer and Mr. Shaw have put forward, and
I raised some rather specific questions having to do with the ulti-
mate fiscal impact of that plan, which may be worthy of further ex-
amination.

I welcome what seems to be a growing consensus on the desir-
ability of using surpluses and the desirability of assuring benefits,
and certainly I know that you can agree with me on the importance
of individuals being able to rely on an assured benefit, and I can
agree with you on individuals being able to accept that a certain
amount of their wealth—whether this should be their Social Secu-
rity wealth, I think, is a very much open question, and I would be
rather skeptical—but a certain portion of their wealth invested in
markets that are subject to fluctuation.

Chairman ARCHER. The gentleman’s time has expired. The Chair
welcomes the comments by the Secretary that we should be able
to find some common ground to ultimately solve this problem. The
Chair wishes very much to be able to find that ground, and I think
the Secretary knows that.

Mr. Cardin.

Mr. CARDIN. Thank you, Mr. Chairman.

Mr. Summers, despite the administration’s best efforts to point
out the urgency for us to move forward with a Social Security bill
in 1999, at the end of the day this year when Congress adjourns
sine die, we will not have done anything to extend the solvency of
the Social Security Trust Fund, and I find that incredible.

I support the administration’s proposal. I think we need to dedi-
cate some of the surplus to Social Security solvency, and I have
heard some of my colleagues point out this is just moving money
around or using general funds, but the one thing that it does is it
permanently dedicates some of the surplus to extending the sol-
vency of the Social Security Trust Fund, as you point out, by an
additional 16 years or 50-year solvency. If we don’t do that, I am
afraid that your comment about first doing no harm won’t happen.

There are many proposals in this Congress—in fact that have
passed this Congress—that do not just spend more money for ap-
propriation programs, but to do it in a way that is not good ac-
counting. We have developed more different accounting gimmicks
including calling things emergency spending that aren’t emergency
spending, creating a 13th month, doing some type of creative
scorekeeping, all of which I don’t think bodes well for the Social Se-
curity system to get a fair shake out of the surplus monies.
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And then we have—we seem to conveniently have forgotten a tax
bill that is sitting out there that still has not been brought, up by
the way—the President has vetoed it, but for some reason it has
not been brought back to the House—that would spend about $900
billion that obviously would compromise our ability to deal with the
Social Security Trust Fund.

So I guess I would start out by underscoring the urgency for us
to do something. I applaud the administration’s effort to at least
put some of this money away permanently to deal with the Social
Security system as well as to pay down the debt. If I felt that Con-
gress wasn’t going to spend the money on either spending pro-
grams or tax programs, I wouldn’t be quite as concerned, but I
think this session does not bode well in that direction.

And then I want to mention one other thing. I agree with you
that we need to work in a bipartisan effort to go even beyond the
President’s proposal so we can get to 75-year solvency, and I also
believe that we need to do more for private savings and retirement.
I support your USA proposal. I think it was a good step towards
private savings.

I also, as you know, am a cosponsor with Congressman Portman
on a bill to reform our pension laws. If I might make a plea to you
in that regard. I agree with you that our priority must be to get
people who are not currently putting money away for their retire-
ment to put money away for their retirement. That is a prime goal
of our—the Portman-Cardin—legislation, but we also should adjust
the caps so that those that do put money away, at least those lim-
its keep up with inflation. They haven’t. We are actually taking
steps backward in that direction. I think we can do both.

So I guess I would urge you as you look over what we can do
to improve private retirement in this Nation, how we can improve
retirement security, both Social Security and private retirement,
that we try to find a way to come together on this retirement pro-
posal. I think we can. I think we are very close.

I am not happy, by the way, that we are proceeding in attaching
it to bills that have no chance of becoming law. I do think at the
end of the day we should be working together to improve retire-
ment opportunities, both the Social Security and the private retire-
ment plans, and I would be glad to yield my remaining time for
your comment.

Secretary SUMMERS. I think we agree on the importance of
strengthening the retirement security system, Congressman
Cardin, and certainly I think that if there could be an agreement
on the principle that legislation in this area should devote a sub-
stantial majority of its resources to expanding access to those who
do not have pensions while perhaps making some room for some
adjustments of limits, if there could be an agreement on that prin-
cipltle{, I think that would be an agreement with which we could
work.

My understanding is that the legislative vehicles that have been
discussed have devoted the lion’s share of their costs to increasing
the limits that apply to a small fraction of the population.

Mr. CARDIN. I am not sure that is true. We might want to sit
down and review that.

Secretary SUMMERS. That would be useful for us all to look at.
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Mr. SHAW [presiding]. Mr. Johnson.

Mr. JOHNSON of Texas. Mr. Secretary, you know, you have done
an exemplary job on dodging the question on Social Security’s earn-
ing limit, and I would just like to refresh you. Maybe you have for-
gotten what the President said. I know it has been brought up, but
his quote is from his State of the Union address is, “We should
eliminate the limits on what seniors on Social Security can earn.”
And I might refresh you on your own testimony before this Com-
mittee on March 3 this year. You stated personally, and I quote,
“We should also find room to eliminate the earnings test, which is
widely misunderstood, difficult to administer, and perceived by
many older citizens as providing a significant disincentive to work.
In addition, it is critical that we not lose sight of the important role
that Social Security plays as an insurance program for widows and
children and for the disabled.” end quote. You said that. And you
have said a couple of times this morning that this legislation
doesn’t contain any repeal of the earnings limit; instead, I would
presume, it favors discriminating against seniors who choose to
work. I wonder if you can answer more directly why you didn’t in-
clude that.

Secretary SUMMERS. This legislation coming at this point in the
year was an amendment to provide a foundation for addressing So-
cial Security, not an attempt to do everything that was desirable.
The President continues to be absolutely committed to elimination
of the earnings test and measures to reduce poverty among elderly
women. Those are desirable changes in Social Security. Those are
changes we support. Those are changes we believe should be
worked out as part of any overall Social Security agreement.

Mr. JOHNSON of Texas. Well, I might tell you I believe that Ar-
cher-Shaw does include that.

Let me ask you another question if I may. You talk about debt
reduction and interest reduction, and yet, according to the numbers
I see, the Social Security program is still going to run a deficit of
about $252 billion in 2030 and $516 billion in 2070. How can we
gebp‘r;lying down debt and still running deficits without increasing

ebt?

Secretary SUMMERS. Of course the President’s proposal addresses
that in two ways. By augmenting the size of the trust fund with
the general revenue contribution, it provides for more interest in-
come and therefore reduces the deficit that there otherwise would
be, and it provides a larger stock of assets that can be reduced, as
is always true when you accumulate a trust fund for a purpose,
and then the moment of purpose arises, the trust fund is depleted,
is drawn down. That is why that shows up as a deficit. So by aug-
menting the size of the trust fund and its earning power, the Presi-
dent’s proposal makes it possible to handle what is the challenging
situation we face, a rising old-age population that will rise more
rapidly than the income growth among the younger earners, there-
by giving rise to the deficit.

Mr. JOHNSON of Texas. OK. Thank you very much, Mr. Chair-
man. I yield back the balance of my time.

Mr. SHAW. Mr. Lewis.

Mr. LEwis of Georgia. Thank you, Mr. Secretary. Mr. Secretary,
you have been here a long time, and I think I am bringing up
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maybe the end, I guess, Mr. Chairman, and so I want to be very
brief and agree with you in responding to two of my colleagues
from the other side of the aisle. We do need additional police offi-
cers. We do need the 100,000 teachers. We do need to save and
apply private land for the public and the common good. That is the
role—one of the functions and the role of our national government
should be, but I know you are here to talk about the President’s
proposal and Social Security.

Let me just ask you, Mr. Secretary, is it true or am I misreading
something. Does the President’s Social Security plan set up a Medi-
care reserve fund?

Secretary SUMMERS. Yes.

Mr. LEWIS of Georgia. Could you explain it and tell us how it will
work?

Secretary SUMMERS. The President’s proposal establishes, sup-
ported by various points of order and a sequester mechanism, a
framework for using the on-budget surpluses that are in our fiscal
future. One element of the use of those surpluses is the dedication
of approximately $300 billion over the next 10 years to be pre-
served for use in the context of possible Medicare reforms. The
President recognizes that there is a great deal of controversy about
the future of the Medicare program. He has proposed his own com-
petitive model of reform, including also pharmaceutical drug cov-
erage. Others have different approaches and the judgment here is
not an attempt to prejudge that issue. Rather, it reflects the judg-
ment of the vast majority of experts that whatever approach is pur-
sued, there is likely to be a need for some revenue augmentation
and to assure that those resources are available.

There is an understandable concern with committing those re-
sources before the reform takes place, and that is why all the Presi-
dent’s proposal does is to assure that those resources are main-
tained and not depleted until such time as Medicare reforms can
be agreed. We hope that will be next year.

Mr. LEwWIS of Georgia. Does the Republican plan offer anything
similar for Medicare to the best of your knowledge?

Secretary SUMMERS. Not to my knowledge.

Mr. LEwWIS of Georgia. How does the President’s plan affect mi-
norities and women, low-income women and minority recipients of
Social Security?

Secretary SUMMERS. The President has made clear his commit-
ment to measures to strengthen survivor benefits, measures to as-
sure the maintenance of the progressivity of the Social Security
system, and he has made clear that that is one of his bedrock prin-
ciples. And I am not in a position at this point to compare different
plans on that score, but I can tell you absolutely that a bedrock
principle for the President is the maintenance of progressivity and
addressing in particular the needs of minorities and women.

Mr. LEWIS of Georgia. To the best of your knowledge, can you tell
us whether any other plan offers additional benefits for women and
for minorities?

Secretary SUMMERS. I am not familiar. Honestly, Mr. Lewis, I am
not familiar in detail with the provisions that are contained in a
number of the other proposals that are directed at those concerns
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but I wouldn’t want my lack of familiarity to be taken as a judg-
ment one way or the other with respect to that issue.

Mr. LEWIS of Georgia. Thank you very much, Mr. Secretary.

Thank you, Mr. Chairman.

Chairman ARCHER [presiding]. Thank you, Mr. Lewis.

Mr. Secretary, thank you for your patience and the time that you
have given to the Members of the Committee today. I will say to
you that I hope that I will be seeing you again today, before the
day is out, on the matter of other concern before we conclude this
Congress.

I had just a couple of follow-up comments and questions to make
on the Social Security program. Number one, I am pleased to know
that there is an opening on the part of the administration for fur-
ther negotiation as to how we harness the returns from the private
sector to help solve the Social Security problem. There are only two
ways to do it. One is to have the government directly invest in the
market and the other is to find a way to create personal accounts
for every working American. And in the end we've got a bridge-
sized gap if we want to harness the returns in the private sector.

I am curious as to why you stopped in your salvation scheme for
Social Security in the year 2044; why you did not just continue to
infuse general Treasury monies thereafter.

Secretary SUMMERS. Because of a—Mr. Chairman, one of the
principles I established which was we only wanted to infuse gen-
eral revenues to the extent that that infusion was justified by sav-
ings that we had achieved through debt reduction, and we wanted
to assure that even with our infusions of general revenues, that the
on-budget surplus would continue to be in surplus and those two
constraints led to the path that we described.

Our concern for the reasons that I thought were rather well ar-
ticulated on your side of the aisle here today would be with an ap-
proach that either created an on-budget deficit or with an approach
that infused general revenue savings that were not earned through
the reduction of debt. That was obviously the concern that I was
also trying to raise with respect to the proposal that you had put
forward.

Chairman ARCHER. Well, if I understand your proposal, though,
your infusions of general Treasury funds are not tied into the inter-
est savings on any debt. There are arbitrary amounts of money
that do not directly relate to the interest savings.

Secretary SUMMERS. No, I think, Mr. Chairman, that the pro-
posal is based on the allocation of the savings and interest that re-
sult from the accumulation of the Social Security surplus and the
resulting transfer of what had been a debt obligation to the public
to an internal debt obligation of the government; and it is that
which constrains the size that we regard as appropriate of the gen-
eral revenue transfers, along with the additional constraint that we
are desirous of avoiding an on-budget deficit, a protected on-budget
deficit at any point in the future. We think those are important
principles that programs should strive to achieve.

Chairman ARCHER. But the actual dollar amounts that are pro-
vided in your program on an annual basis do not tie into the inter-
est savings. That just happens to be a reality if you read your pro-
posal. They do not tie into the interest savings. They are an arbi-



58

trary amount of money annually in order to reach your desired
goal.

Secretary SUMMERS. Mr. Chairman, on the contrary, they are cal-
culated directly on the basis of the projected interest savings, con-
strained by the projected interest savings, and the imperative, as
we saw it, of maintaining on-budget surplus. If, as I suspect is im-
plicit in your proposal, you are prepared to commit general reve-
nues beyond interest savings or to accept projected on-budget defi-
cits, then it is possible to achieve longer expansions of solvency
through greater contributions. That was a step that we were reluc-
tant to take.

Chairman ARCHER. I understand the premise that you are build-
ing your scheme on, but the actuaries have evaluated your plan
and they say in their report, transfers are not contingent on the ac-
tual amount of reduction in debt held by the public, which means
that the transfers are not contingent on the interest savings.

Secretary SUMMERS. I think in context, Mr. Chairman—and if I
am speaking inaccurately, I will correct the record—the actuaries’
statement is correct, as is mine. My statement was that the inter-
est savings were based—that the contributions were based on the
projected interest savings and I think that is a correct statement.
The actuaries’ statement about contingency referenced the fact that
we are making the commitment today based on today’s projection,
and there is obviously uncertainty about what will happen in the
future with respect to the public debt. That is the basis of the actu-
aries’ statement.

Chairman ARCHER. That is well stated. But for your plan to be
fiscally responsible, as you said earlier, it should be that the
amount of money will be the amount of interest savings rather
than a specific amount that may not be the amount of interest sav-
ings in reality. But rather than belaboring that, because I think we
have explored it and understand it now, let me ask you why you
delay until the year 2011 to make any infusion of general Treasury
funds into the Social Security trust fund?

Secretary SUMMERS. Because we are very focused on what is the
common objective this year, I think, of assuring the maintenance
of on-budget surpluses so that the Social Security Trust Fund is
neither raided nor double-counted. And therefore we believe, given
the imperative of setting aside resources for Medicare as we see it,
given the imperative of providing a realistic discretionary spending
path, that it is desirable to delay making those transfers so that
we don’t find ourselves in a situation where we are either—“raid”
is a pejorative word .

Chairman ARCHER. That was just a discretionary decision based
on what you have just mentioned. I was just curious as to why that
was.

Let me just say one thing finally and that is relative to the Presi-
dent’s scheme for Social Security, the savings in debt reduction are
already in the baseline. Your scheme will not change that. Do you
agree with that?

Secretary SUMMERS. No.

Chairman ARCHER. The interest savings from debt reduction as
a result of the projected surplus are already in the baseline because
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both CBO and OMB assume that all of this money will be used to
pay down the debt.

Secretary SUMMERS. Mr. Chairman, in an arithmetic sense, what
you are saying is, of course, exactly correct. What we see as one
of the major virtues of the President’s plan is that by establishing
a link between the idea of debt reduction and the contributions to
the trust fund, we make it more likely that along with the other
procedural protections that are included, we make it more likely
that the savings will in fact be realized and the debt reduction will,
in fact, materialize.

So it is the safeguards which are an integral part of a proposal
to transfer the benefits of debt reduction to the trust fund that
mean that our plan is making it much more likely in our judgment
that those projections will in fact materialize rather than be used
to finance large new expenditure programs of an imprudent kind
or large unfinanced tax cuts that we feel would reduce the Nation’s
ability to meet this obligation.

Chairman ARCHER. It is unfortunate we haven’t had the oppor-
tunity today to pursue some of those technical aspects of your plan,
but those so-called procedural safeguards are the very same safe-
guards that have been criticized severely on the Democrat side of
this Committee relative to the Herger Social Security protection
plan. And if they could be criticized there, they would likely be
criticized here too.

I don’t want to spend a lot of time on this but what I do want
to get into is the fact that irrespective of how you present it, these
savings are already in the baseline. The law of the land provides
for the spending caps and the spending is therefore determined in
advance and into the baseline, and all of the interest savings from
paying down the debt are already in the baseline and your plan
does not change those projections. And I don’t think there is any
change in the projections based on your procedural safeguards or
all the other things that you just mentioned. The projections are
still the same.

Now, you are therefore taking money out of the general Treasury
that is already going to be there irrespective of your scheme and
you are transferring it into the Social Security Trust Fund. Now,
that is a massive demarcation from the way Social Security has al-
ways been structured. Massive. In fact, Franklin Roosevelt would
probably roll over in his grave to hear this proposal. It destroys the
direct connection between the worker and their benefits that the
payroll tax has guaranteed them over the years. Our paths regu-
larly, year after year, oppose the simple infusion of general Treas-
ury funds into the trust fund, and this is a massive infusion of gen-
eral Treasury funds which temporarily keeps the program afloat;
and in doing so, it now relies on income taxes into the trust fund
for the first time and destroys the relationship to the payroll tax.

So the taxes will be increased to take care of this on Casey
Hulshof, on my grandchildren who are older. They will be obligated
to pay more taxes in order to be able to infuse this general Treas-
ury money into the fund, but it will be income taxes instead of pay-
roll taxes. Now, that is the reality of your program.

Now, all of the programs are going to require some infusion of
general Treasury money so we are not absent the same criticism
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on any other program. But I would simply say that before we start
comparing programs, they should be compared on a level playing
field, which is, no program should be treated the same unless it
saves for 75 years and beyond the Social Security program.

Now, I was on the 1982 Commission for Social Security reform
and I opposed—I wrote Minority views against that proposal and
I voted against them in 1983, and the reason I did is I said it
doesn’t really save Social Security for 75 years and beyond. But
what it did is it saved it, projected by the actuaries, for 75 years.
But if you looked at the last few years, you were on a glide path
to disaster, and the minute you got into the 76th and 77th year,
you were over the cliff, and that is why we have a problem today.
And if we don’t have an ultimate plan that goes not just 75 years
but extends beyond that, within reason and believability, we will
be right back in the soup again.

God help us if we don’t do it right this time. So the door is open,
Mr. Secretary, for us to try to get together, but it needs to be 75
and beyond, not just 50 with a cliff. And I think as a man of good-
will, which you are, and I believe myself to be, I hope we can get
together and figure out a way that we can do this for the long term
and be sure that our grandchildren really have been accommo-
dated.

And I thank you for listening to me and I thank you for being
here today.

Mr. RANGEL. Mr. Chairman.

Chairman ARCHER. Mr. Rangel.

Mr. RANGEL. Mr. Chairman, I just wanted to be a part of this
bipartisan dialogue. I didn’t want it to conclude without me indi-
cating that it is very difficult for the administration to be critical
of your proposal because it is not in legislative form, and God
knows where it is going to end up.

Chairman ARCHER. If the gentleman will yield. The administra-
tion is well aware of all the details of this proposal. There is not
anything that has been left to doubt. So it is easy for us to have
an exchange on it.

Mr. RANGEL. There was a time when you were well aware of the
administration’s proposal, but you insisted on them proposing a
bill—for reasons which I don’t understand.

In any event, to get back to my original point, I think what we
want to do is to make certain that the administration is on board
with a Ways and Means proposal. I don’t expect that this Presi-
dent, or any other President, would just dictate to this historic
Committee what we are obligated to do to repair Social Security.

The President has provided leadership and guidance in this area,
but I don’t expect that they will be writing the bill that we will
sign on to as the conference report. So whatever differences we
have with their proposal, it would seem to me that we might recon-
sider the bill that you and Mr. Shaw have, to see whether or not
we can get some Democrats on board after conferring with the ad-
ministration, and collectively, not by just pointing fingers at each
other, to see the areas of agreement and how we could improve
upon what we are doing.

In any event, to show my willingness to be bipartisan, I want to
support and encourage the President in working with the Repub-



61

lican leadership to try to get us out of this budget disaster that
they have placed us in and to try to work out the differences, rath-
er than to have them close the government down as they did be-
fore.

While the President and administration are working with them,
I hope you don’t forget who took the President to the dance, so that
we all will leave here happier. Thank you for your testimony and
your patience.

Chairman ARCHER. Thank you again, Mr. Secretary. I am looking
forward to seeing you later today.

Secretary SUMMERS. Thank you very much. I look forward to
working closely with all the Members of this Committee, rep-
resenting both sides of the aisle, on the challenges facing us both
in the near term as this session winds down, and over the longer
term with respect to the very important issues that we have been
discussing today. I am grateful to you and to Ranking Member
Rangel for the opportunity to testify before you today.

Chairman ARCHER. Thank you, Mr. Secretary.

Our next witnesses will testify as a panel. The honorable David
Walker, Comptroller General of the GAO, and Dr. Dan Crippen,
the Director of the Congressional Budget Office. Gentlemen, wel-
come.

Mr. Walker, would you lead off?

STATEMENT OF HON. DAVID M. WALKER, COMPTROLLER GEN-
ERAL OF THE UNITED STATES, U.S. GENERAL ACCOUNTING
OFFICE

Mr. WALKER. Thank you, Mr. Chairman. It is a pleasure to be
here today to discuss the President’s most recent proposal for ad-
dressing Social Security and the use of the unified budget surplus.
I have a full statement that I would like to be entered into the
record, Mr. Chairman.

Chairman ARCHER. Without objection, your full statement will be
inserted in the record.

Mr. WALKER. Thank you, Mr. Chairman. In testimony before this
Committee’s Subcommittee on Social Security this past spring, we
at the GAO offered an analytic framework for assessing Social Se-
curity reform proposals. That framework consists of three basic cri-
teria: first, the extent to which the proposal achieves sustainable
solvency and how the proposal would affect the economy and the
Federal budget; second, the balance struck between the twin goals
of income adequacy and individual equity; and third, how readily
such changes could be implemented, administered, and explained
to the public.

Mr. Chairman, as you requested, my testimony today will discuss
the President’s current proposal for Social Security financing in the
context of this framework. Importantly, just last week, we issued
a report applying these same criteria to several pending Social Se-
curity reform proposals, including the President’s Social Security fi-
nancing proposal. I holding up a copy of that now. I would seriously
commend to you and to every Member this report. I think it is
“must” reading.

I might also note, Mr. Chairman, that we issued in May of this
year a primer on debt, which I think I would also commend to the



62

members in light of the budget surplus situation. Some of the ques-
tions that came up today are answered in this document. My re-
marks today about the President’s proposal are based primarily on
our analysis of his proposal contained in our report. We also ana-
lyzed the USA proposal in our report, but I am not going to cover
that in my summary testimony.

Before I get into our analysis of the President’s proposal, I think
it is important to put things in a longer-term context. It is impor-
tant to look at the President’s proposal in the context of the fiscal
situation in which we find ourselves. After nearly 30 years of uni-
fied budget deficits, we look ahead to projections of surpluses as far
as the eye can see. At the same time, we know that we face a de-
mographic tidal wave that poses significant challenges to the fu-
ture of the Social Security system, Medicare, and our economy as
a whole.

In this context, we commend the President’s use of a longer-term
framework for resource allocation than has normally been cus-
tomary in the Federal budgeting process and for proposing that a
significant portion of the projected budget surplus be used for debt
reduction.

We further note that the Congress is also concerned with the fu-
ture and has committed to save a significant portion of the current
surplus for debt reduction.

Although all projections are uncertain and they get more uncer-
tain the farther out that you go, we have long held that from a
long-term perspective, it is important to look beyond 5 years, 10
years, even in some cases beyond 50 years in establishing fiscal
policy and assuring solvency and sustainability of entitlement pro-
grams.

Each generation is in part the custodian for the economy it
hands to the next. The Nation’s long-term economic future depends
in part on today’s budget decisions. This perspective is particularly
important because our long-term economic model and that of the
Congressional Budget Office continue to show that absent a change
in policy, the changing demographics to which I referred above will
lead to renewed deficits.

Unlike in prior years, demographic trends are now working
against us rather than for us. This longer-term fiscal challenge pro-
vides the critical backdrop for making decisions about today’s uni-
fied surpluses. Stated differently, if we fail to make prudent deci-
sions about the disposition of the budget surpluses or fail to engage
in meaningful entitlement reform, the Nation’s fiscal future and
the standard of living for future generations of Americans will like-
ly decline.

Now, with regard to the President’s proposal. According to ad-
ministration officials, the President’s proposal would constitute a
significant down payment on Social Security reform while contrib-
uting to achieving the administration’s goal of eliminating publicly
held debt by the year 2015. The proposal would significantly reduce
debt held by the public from current levels by both the amount of
Social Security surplus and a portion of the on-budget surplus
equivalent to the general fund transfer. The proposal would not,
however, reform the basic Social Security program in any way.
Rather, the administration’s proposal seeks to increase the likeli-
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hood that projected unified surpluses would be preserved for Social
Security and debt reduction.

The President’s current proposal for addressing Social Security
now embodied in legislative language differs in some respects from
his proposal in the July mid-season review primarily in dropping
the proposal to invest a portion of the surpluses in equities. What
remains is the proposal to provide additional program financing by
transferring general funds to the OASDI trust funds. This transfer
represents an unearned grant of future general revenues to Social
Security. Stated differently, it represents an increase in funded
benefit commitments—and hence future general funds—as com-
pared to current law.

The Office of the Chief Actuary of the Social Security Adminis-
tration, which provides estimates on how proposals would affect the
OASDI trust funds based on the trustee’s assumptions, has stated
that the President’s transfer proposal would extend the solvency of
trust funds from 2034 to 2050. It would not, however, restore the
program’s long-range, 75-year actuarial balance. This has been the
traditional long-range test of solvency used by the Social Security
trustees.

As you know, Mr. Chairman, I was a trustee for 5 years from
1990 to 1995.

Let me turn now to a few bottom-line comments about the pro-
posal. Our first criterion deals with financing sustainable solvency.
And here we evaluate whether or not it achieves solvency over a
75-year projection period and beyond. The bottom line is while the
President is to be commended for the amount of debt reduction he
is proposing, and that clearly would confer a number of economic
benefits on the Nation as well as help with the budgetary situation,
the proposal does not address the program’s sustainability in any
way. It addresses solvency but it does not address sustainability.

We believe it is critical that both have to be addressed. The sys-
tem’s cash flow still turns negative in 2014 and Social Security be-
comes a draw on general fund revenues as it must redeem the se-
curities beginning in 2014 to pay that down. That means you either
have to increase taxes, reduce spending or otherwise achieve some
type of incremental rate of return on invested funds through
compounding in order to meet those obligations.

Again, 2014 is a critical date, not just 2034, the date that the
trust fund assets run out, or 2050, or frankly even 75 years from
now, because we need to assure the program’s sustainability over
the long term. In this regard there is a the risk that transfers in
the President’s proposal may induce an unwarranted complacency
about the financial health of the Social Security program.

From a macroeconomic perspective, the critical question is not
how much in trust fund assets there are—or solvency—but whether
the government as a whole has the economic capacity to finance
benefits both now and in the future; namely, sustainability. Noth-
ing in the President’s transfer proposal changes these pictures. So-
cial Security as a share of the economy and a share of Federal rev-
enues remains unchanged under the President’s proposal.

The administration acknowledges the need for further reform,
but it is critical that we engage in such further reforms. The Presi-
dent’s proposal does not make any changes in current Social Secu-
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rity benefits and as a result would not have any effect on adequacy.
There would be a need to try to address a potential expectation gap
about whether or not there has been meaningful reform here,
which would have to be addressed. There would not, however, be
any implementation issues because it does not change the system
in any way.

So in summary, Mr. Chairman, I agree with Secretary Summers
that unified budget surpluses present us with an opportunity but
they also present us with an obligation. We have an opportunity to
use our unprecedented economic wealth and fiscal good fortune to
address today’s needs but an obligation to do so in a way that im-
proves the prospects for future generations. Restoring solvency to
the Social Security system is a formidable challenge, but we have
an obligation to meet that challenge before Social Security begins
to squeeze out other spending on other national priorities or places
an unbearable burden on future generations. And solvency alone is
not enough.

The health of our economy and projected budget unified sur-
pluses offer a historic opportunity to meet these challenges from a
position of financial and economic strength. Such good fortune can
indeed help us to meet a historic responsibility, a fiduciary obliga-
tion, if you will, to leave our Nation’s future generations a finan-
cially stable system and to retain our commitment to the elderly.

The transfer of surplus resources to the OASDI trust funds,
which the administration argues is necessary to lock in projected
unified surpluses in the future, would constitute a fundamental
shift in the financing of the Social Security program. Such an ap-
proach would have a significant beneficial result of reducing debt
held by the public. However, it would not constitute real pro-
grammatic reform because it does not modify the program’s under-
lying commitments and cash flows in any way.

Moreover, the proposed transfer, even though it would extend the
program’s solvency, could create complacency or a false sense of se-
curity about the program’s long-term sustainability. This could ac-
tually make it more difficult to engage in substantive program re-
form needed to assure the program’s long-range sustainability.

There is increasing recognition that the time has come for mean-
ingful Social Security reform. No single proposal is likely to be the
answer. Therefore, it is important for the Congress and the Presi-
dent to build on the dialogue engendered by these proposals.

Further, in deliberating Social Security reform, it is important to
keep in mind Medicare. Medicare is in much worse shape than So-
cial Security. In addition, Medicare reform is much more likely to
need general revenue infusions to assure the sustainability of that
program. We cannot look at these programs in a vacuum. Social Se-
curity reform is not easy, but it is not impossible. I might add, Mr.
Chairman, I think there is much more in common between the
President’s proposal and some of the ones that have been talked
about, than has been focused on today. There is a lot of common
ground when you look at substance rather than form.

Further, meaningful reform in a timely fashion can enable us to
exceed the expectations of all generations of Americans. Mr. Chair-
man, I have been in town hall meetings with the President, the
Vice President, Senators and House Members, of both parties, and
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all over the country. I am absolutely convinced that we can effec-
tuate Social Security reform that will exceed the expectations of all
generations of Americans. We need to get on with real reform be-
fore the demographic tidal wave hits and while our economic and
budget sun is shining. We must deliver on the promise to save So-
cial Security.

Thank you, Mr. Chairman. We at GAO stand ready to help the
Congress in a professional, objective, nonpartisan and nonideolog-
ical way to address this formidable challenge.

Chairman ARCHER. Thank you, Dr. Walker.

[The prepared statement follows:]

[An attachment is being retained in the Committee files.]

Statement of the Hon. David M. Walker, Comptroller General of the United
States, U.S. General Accounting Office

Mr. Chairman and Members of the Committee:

It is a pleasure to be here today to discuss the President’s most recent proposal
for addressing Social Security and use of the unified budget surplus. This proposal
concerns one of the most important issues facing the nation, both now and over the
longer term. Social Security forms the foundation for our retirement income system
and, in so doing, provides benefits that are critical to the well-being of millions of
Americans. Current unified budget surpluses provide a valuable opportunity to im-
prove the nation’s capacity to address the looming fiscal challenges arising from the
retirement of the baby boom generation and transition to a more sustainable Social
Security program. As you know, Mr. Chairman, a wide array of proposals have been
put forth to restore Social Security’s solvency, and the Congress will need to deter-
mine which proposals or elements thereof best reflect our country’s goals for this
retirement income program.

In testimony before this Committee’s Subcommittee on Social Security this past
spring,! we offered an analytic framework for assessing reform proposals. That
framework consists of three basic criteria:

e the extent to which the proposal achieves sustainable solvency and how the
proposal would affect the economy and the federal budget;

¢ the balance struck between the twin goals of income adequacy (level and cer-
taiélty of benefits) and individual equity (rates of return on individual contributions);
an

¢ how readily such changes could be implemented, administered, and explained
to the public.

Mr. Chairman, as you requested, my testimony today will discuss the President’s
current proposal for Social Security financing in the context of this framework. Im-
portantly, last week we issued a report applying these same criteria to several pend-
ing Social Security reform proposals, including the President’s Social Security fi-
nancing proposal.2 My remarks today about the President’s proposal are based pri-
marily on our analysis in that report. Our report also analyzes the President’s Uni-
versal Savings Account (USA) proposal for individual savings accounts, and I will
also touch briefly on this proposal. While I understand that the subject of this hear-
ing is the President’s most recent proposal, I would be happy to answer questions
on any of the proposals included in our report.

CONTEXT: LONG-TERM OUTLOOK IS IMPORTANT

It is important to look at the President’s proposal in the context of the fiscal situa-
tion in which we find ourselves. After nearly 30 years of unified budget deficits, we

1Social Security: Criteria for Evaluating Social Security Reform Proposals (GAO/T-HEHS-99—
94, March 25, 1999).

2Social Security: Evaluating Reform Proposals (GAO/AIMD/HEHS-00-29, November 4, 1999).
In addition to analyzing the President’s transfer proposal, this report also presents an analysis
of the President’s proposal for Universal Savings Accounts (USA) accounts. The Administration
considers the USA proposal, which would establish individual retirement savings accounts, sepa-
rate from its Social Security proposal. Besides the President’s, the proposals we considered are:
(1) the Social Security Guarantee Act outlined by Ways and Means Committee Chairman Bill
Archer and Social Security Subcommittee Chairman Clay Shaw; (2) H.R. 1793, The 21st Cen-
tury Retirement Security Act, (3) the Senate Bipartisan bill, S. 1383, announced by Senators
Judd Gregg, Bob Kerrey, John Breaux, and Chuck Grassley, and (4) the Social Security plan
outlined by House Budget Committee Chairman John Kasich.
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look ahead to projections for “surpluses as far as the eye can see.” At the same time,
we know that we face a demographic tidal wave in the future that poses significant
challenges for the Social Security system, Medicare, and our economy as a whole.
In this context, we commend the President’s use of a longer-term framework for re-
source allocation than has been customary in federal budgeting. We would further
note that the Congress is also concerned with the future and has committed to save
a significant portion of the current surplus for debt reduction.

Although all projections are uncertain—and they get more uncertain the farther
out they go—we have long held that a long-term perspective is important in formu-
lating fiscal policy for the nation. Each generation is in part the custodian for the
economy it hands the next and the nation’s long-term economic future depends in
large part on today’s budget decisions. This perspective is particularly important be-
cause our long-term economic model and that of the Congressional Budget Office
(CBO) continue to show that, absent a change in policy, the changing demographics
to which I referred above will lead to renewed deficits. Unlike in prior periods when
we entered a period of surpluses after years of deficits, demographic trends are now
working against us rather than for us. This longer-term fiscal challenge provides the
critical backdrop for making decisions about today’s unified surpluses.

Budget surpluses are the result of a good economy and difficult policy decisions.
They also provide a unique opportunity to put our nation on a more sustainable
path for the long term, both for fiscal policy and the Social Security program itself.
Current decisions can help in several important respects: (1) current fiscal policy de-
cisions can help expand the future capacity of our economy by increasing national
savings and investment, (2) engaging in substantive reforms of retirement and
health programs can reduce future claims or better permit their financing, (3) by
acting now, we have the opportunity of phasing in changes to Social Security and
health programs over a sufficient period of time to enable our citizens to adjust, and
(4) failure to achieve needed reforms in the Social Security and Medicare programs
will drive future spending to unsustainable levels and eventually “squeeze out” most
or all discretionary spending. If we let the achievement of the current unified budget
surplus lull us into complacency about the budget, then in the middle of the 21st
century, the nation could face daunting demographic challenges without having
built the economic capacity or program/policy reforms to handle them. Stated dif-
ferently, if we fail to make prudent decisions about the disposition of budget sur-
pluses or fail to engage in meaningful entitlement reform, the nation’s fiscal future
and the standard of living for future generations of Americans will likely decline.

THE PRESIDENT’S SOCIAL SECURITY PROPOSAL

According to Administration officials, the President’s proposal would constitute a
“significant down payment” on Social Security reform while contributing to achiev-
ing the Administration’s goal of eliminating publicly held debt by 2015. The pro-
posal would reduce debt held by the public from current levels by both the amount
of the Social Security surplus and a portion of the on-budget surplus equivalent to
the general fund transfer. The proposal would not, however, reform the basic Social
Security program in any way. Rather, the Administration’s proposal seeks to in-
crease the likelihood that projected unified surpluses would be preserved for Social
Security and debt reduction. Officials have also explained that the Administration
remains committed to long-term Social Security reform that would extend the sol-
vency of the Old Age and Survivors Insurance and Disability Insurance (OASDI)
trust funds at least through 2075. The Administration has expressed a desire to
work on a bipartisan basis to enact both its current proposal and long-term Social
Security reform.

The President’s current proposal for addressing Social Security, now embodied in
legislative language contained in S. 1831 and H.R. 3165,3 differs in some respects
from the proposal put forth in his July 1999 Midsession Review. One important dif-
ference concerns the President’s previous intention to increase future revenues to
the OASDI trust funds by investing a portion in equities. This part of the proposal
has now been dropped.

What remains is the proposal to provide additional program financing by transfer-
ring general funds to the OASDI trust funds. It is this transfer proposal that we
analyzed in our recent report and that I will discuss in this testimony. As in the
Midsession Review, the President proposes to use the entire Social Security surplus

3Those bills contain other provisions in addition to the transfer of general funds to Social Se-
curity. These provisions extend the discretionary caps through 2014, clarify and extend through
2014 the pay-as-you-go requirement for direct spending and receipts, and set aside as a Medi-
care surplus reserve one-third of any on-budget surplus for fiscal years 2000 through 2009.
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and a portion of the projected on-budget surplus to reduce debt held by the public.
The President projects that his proposal would reduce debt held by the public by
$3.6 trillion over the next 15 years, eliminating publicly held debt by 2015. Begin-
ning in 2011, the President proposes to transfer additional Treasury securities to
the OASDI trust funds in an amount equal to the “fiscal dividend”—i.e., interest
savings that result from lower publicly held debt. In effect, the President proposes
to reduce publicly held debt by increasing government-held debt. Unlike the
Midsession, the transfers are not open-ended but end at 2044. The Office of the
Chief Actuary at the Social Security Administration (SSA), which provides estimates
of how proposals would affect the OASDI trust funds based on the Trustees’ inter-
mediate assumptions, has stated that the President’s transfer proposal would ex-
tend the solvency of the trust funds from 2034 to 2050. It would not, however, re-
store the program’s long-range (75-year) actuarial balance. This has been the tradi-
tional long-range test of solvency used by the Social Security Trustees.

Let me turn now to our analysis of the President’s proposal based on the three
criteria we have developed—financing sustainable solvency, balancing individual eq-
uity and income adequacy, and how readily changes could be implemented, adminis-
tered, and explained to the public. I would like to note at the outset that these cri-
teria represent certain trade-offs that policymakers will need to weigh in consid-
ering changes. It is virtually impossible for any proposal to rate perfectly on all cri-
teria. As I have said in earlier testimony, it is critically important to evaluate the
effects of an entire package before considering whether these proposed changes add
up to acceptable program reform. If a comprehensive package of reforms meets pol-
icymakers’ most important goals for Social Security, individual elements of the
package may be more acceptable. In addition interactive effects may tend to smooth
the rough edges of individual elements.

FINANCING SUSTAINABLE SOLVENCY

Our first criterion evaluates the extent to which the proposal achieves sustainable
solvency over the 75-year projection period and more broadly, how the proposal
would affect the economy and the federal budget. While the President’s current pro-
posal for Social Security financing differs in some respects from his earlier pro-
posals—for example, the President no longer proposes to invest a portion of the
OASDI trust funds in equities—in other respects, the bottom line of the proposal
with respect to sustainable solvency is unchanged. The Administration acknowl-
edges that its proposal is not a comprehensive reform package, describing it as a
first step.

In summary, the proposal:

¢ Reduces debt held by the public from current levels, which reduces net interest
costs, and raises national saving, thereby contributing to future economic growth.

* Provides general revenues to the OASDI trust funds in the future, thereby rep-
resenting a fundamental change in Social Security financing.

« Has no effect on the projected cash flow imbalance in the Social Security pro-
gram’s taxes and benefits, which begins in 2014.

¢ As a result, the President’s proposal represents a financing, rather than a So-
cial Security reform proposal.

In our recent report, we used our long-term economic model to help us assess the
potential fiscal and economic impacts of Social Security reform proposals. In ana-
lyzing the President’s transfer proposal in our report and in this testimony, we con-
sidered its budgetary and economic effects in isolation from all other Administration
proposals, including those in his Midsession update and also the non-Social Security
related provisions of S. 1831 and H.R. 3165. This treatment is consistent with our
analyses of the other proposals discussed in our report.

¢ We compared these proposals, including the President’s transfer proposal, to
three alternative fiscal policy paths developed in our ongoing model work. Implicitly
all paths assume that Social Security and Medicare benefits are paid even when the
trust funds no longer hold sufficient assets to cover benefits.4

¢« A “No Action” path that assumes no changes in current policies and thus re-
sults in saving the unified surpluses. This path, which I have sometimes called
“Save the Unified Surplus,” assumes that actual discretionary spending—includ-
ing for emergencies—remains within the existing discretionary caps.

4The Social Security Act specifies that Social Security benefits may be paid “only” from the
trust funds. As a result, absent a change in law, benefits would not be paid at the point when
assets were insufficient to cover those benefits.
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¢ An “Eliminate non-Social Security surpluses” path that assumes that per-
manent unspecified policy actions (i.e., spending increases and/or tax cuts) are taken
that eliminate projected on-budget surpluses through 2009.

e A “Long-term on-budget balance” path that assumes that projected on-
budget surpluses are eliminated through 2009. Thereafter, the on-budget portion of
the unified budget is kept in balance for the rest of the simulation period by actions
that cut spending and/or raise revenue.

Since 1992 we have provided the Congress with a long-term perspective by mod-
eling the implications of differing fiscal policy paths for the nation’s economy. We
offer these simulation results not as precise forecasts but rather as illustrations of
the relative fiscal and economic outcomes associated with alternative policy paths.
That is, our long-term simulations provide a useful way to compare the potential
outcomes of alternative policies within a common economic framework. Our model
reflects the key interaction between the budget and the economy—the effect of the
unified federal deficit/surplus on the amount of national saving available for invest-
ment, which influences long-term economic growth.

Our analysis shows that the President’s Social Security transfer proposal has the
same effect on the economy and the federal budget as a policy of “No Action” that
would simply continue spending and revenue along its current path while making
no change in Social Security or Medicare benefit payments. In effect, the President’s
Social Security transfer proposal does not address sustainable solvency. While it ex-
tends the solvency of the OASDI trust funds by 16 years to 2050, it does this with-
out substantive reform of the program. Stated differently, the President’s proposal
does not directly address the sustainability issue. The Administration acknowledges
this saying that it is a down payment that we can make on Social Security reform
this year.

The following two figures compare the three fiscal policy paths—No Action, Elimi-
nate on-budget surpluses, and Long-term on-budget balance—to the President’s
transfer proposal, showing the impact of each on the unified surplus/deficit and debt
held by the public. In modeling the President’s transfer proposal, we maintained all
of the No Action assumptions about compliance with existing discretionary caps and
no changes in current policy. Thus, the only difference between simulations of No
Action and the President’s transfer proposal are the explicit general fund transfers
to Social Security.

As a result, the graphs show three lines—not four—because the President’s pro-
posal, from an overall fiscal perspective, is identical in its effect with a policy of “No
Action.” This is because, in essence, the proposal transfers funds from one part of
the budget (the on-budget, or non-Social Security portion) to another (the off-budget,
or OASDI trust funds). On a unified basis, the transfers net out. Although they in-
crease debt held by the trust funds, they have no effect on the unified fiscal position
and no effect on levels of debt held by the public compared to No Action. The Ad-
ministration has stated, however, that its proposal would reinforce the resolve to
stay, in effect, on a No Action course by linking debt reduction to the transfer of
new resources to Social Security.
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Figure 1: President’s Social Security Transfer Proposal
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Figure 2: President’s Social Security Transfer Proposal

Debt Held by the Public as a Share of GDP
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According to Administration statements, the President’s proposal seeks to provide

a mechanism to increase the likelihood that projected unified surpluses would be
preserved for Social Security and debt reduction. No Action assumes that the entire
unified surplus would be used for debt reduction. Although this reflects current law,
the current debate suggests it is increasingly unlikely that the on-budget surplus
will be used for debt reduction. The President’s transfer proposal would reserve the
Social Security surplus and a portion of the projected on-budget surplus for debt re-
duction, articulating in law what has been generally agreed by both the President
and the Congress in principle. Such debt reduction would confer significant short-
and long-term benefits to the budget and the economy.
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Our work on the long-term budget outlook has illustrated the benefits of main-
taining surpluses for debt reduction. Interest on publicly held debt today represents
the third largest program in the federal budget, representing about 15 percent of
federal spending. Reducing the publicly held debt reduces these costs, freeing up
budgetary resources for other programmatic priorities. For the economy, running
unified surpluses and reducing debt increases national saving and frees up re-
sources for private investment. As shown in figures 1 and 2, compared to spending
the on-budget surpluses under “Eliminate non-Social Security surpluses,” the Presi-
dent’s transfer proposal would result in higher unified surpluses, lower unified defi-
cits, and lower debt held by the public.

Our long-term simulations have consistently shown that any path saving all or
a major share of projected unified budget surpluses ultimately leads to a stronger
fiscal position and a stronger economy. GDP per capita would more than double
from present levels by saving most or all of projected unified surpluses, while in-
comes would actually fall in the long term if we fail to sustain any of the unified
surplus. Although rising income is always important, it is especially critical for the
21st century, for it can increase the economic capacity of a slowly growing workforce
to maintain a good standard of living as well as to finance future government pro-
grams and the commitments for the baby boomers’ retirement.

While reducing debt held by the public appears to be a centerpiece of the pro-
posal—and has significant benefits—the general fund transfer is a separate issue.
The transfer is not technically necessary: whenever revenue exceeds outlays and the
cash needs of the Treasury—whenever there is an actual unified surplus—debt held
by the public falls. The President’s proposal appears to be premised on the belief
that the only way to sustain unified surpluses is to tie them to Social Security. He
has merged two separate questions: (1) how much of the unified surplus should be
devoted to reducing debt held by the public; and (2) how should the nation finance
the Social Security program in the future.

While providing the OASDI trust funds with additional Treasury securities equal
to the projected “fiscal dividend” from debt reduction may be intended to help pre-
serve projected unified surpluses, we have several concerns about this aspect of the
President’s proposal. The trust funds already earn interest on their surpluses.
Under the President’s current proposal the trust funds will receive, in effect, a sec-
ond interest payment equal to interest savings that result from paying down pub-
licly held debt. This is simply a grant of future general revenues to Social Security—
which brings me to my second concern. As the SSA Deputy Chief Actuary has stat-
ed, while the transfers are intended to be roughly equal to the expected reduction
in interest on debt held by the public as a result of the Social Security surpluses
in fiscal years through 2000 through 2015, the transfers are not contingent on the
actual amount of debt reduction. In other words, under the President’s current pro-
posal, the transfers would occur whether or not debt reduction actually takes place
and the interest saving is realized.

We are also concerned about the implications of the general fund transfer for So-
cial Security financing. As in the earlier proposals, the President’s current proposal
in effect trades debt held by the public for debt held by the trust funds. It thereby
commits future general revenues to the Social Security program. This is true be-
cause the transfers would be in addition to any buildup of payroll tax surpluses. Se-
curities held by the OASDI trust funds have always represented annual cash flows
in excess of benefits and expenses, plus interest.> Under the President’s proposal,
this would no longer continue to be true. The value of the securities held by the
trust funds would be greater than the amount by which annual revenues plus inter-
est exceed annual benefits and expenditures.

This means that for the first time there would be an explicit general fund subsidy.
All of the proposals we analyzed in our report make some use of general funds and,
as I have said before, there are legitimate arguments on both sides of the question
of bringing some general fund financing to Social Security—but the issue should be
debated openly and on its merits.

An explicit general fund subsidy would be a major change in the underlying theo-
retical design of the Social Security program. Whether you believe it is a major
change in reality depends on what you assume about the likely future use of general
revenues to meet expected shortfalls in program financing. For example, current

5Cash flow into the Social Security trust funds is composed of payroll taxes and a portion
of the income taxes paid on Social Security benefits. Income taxes make up a relatively small
component of the surplus. Interest paid to Social Security is analogous to interest paid on pub-
licly held debt in that both come from the general fund. Interest on publicly held debt is re-
corded as an outlay. Interest to the trust funds is credited in the form of additional Treasury
securities.



71

projections are that in 2034 the OASDI trust funds will lack sufficient resources to
pay the full promised benefits. The Social Security Act specifies that Social Security
benefits may only be paid from the trust funds. If you believe that the expected
shortfall would—when the time came—be addressed by legislation that would au-
thorize the use of general funds to pay Social Security benefits, then the shift em-
bedded in the President’s proposal merely makes that explicit. If, however, you be-
lieve that there would be changes in the benefit or tax structure of the fund instead,
then the President’s proposal represents a very big change. By increasing the securi-
ties in the trust funds, the President’s transfer gives the Social Security program
an explicit claim on future general fund revenues. In either case, the question of
bringing significant general revenues into the financing of Social Security is a ques-
tion that deserves full and open debate.

While the President is to be commended for the amount of debt reduction he is
proposing, we remain concerned about the consequences for trust fund financing and
Social Security program reform. It is fair to note that nothing in his proposal
changes the fundamental structural imbalance in Social Security. The system’s cash
flow still turns negative in 2014 and Social Security becomes a draw on the general
fund as it redeems its Treasury securities to pay promised benefits. When unified
deficits re-emerge, however, baby boomers will still be retiring with long expected
lifespans in retirement. If the President’s proposal to transfer interest savings to the
OASDI trust funds is adopted, their solvency on paper is extended, but the struc-
tural imbalance will remain. The new Treasury securities will be redeemed and con-
stitute a new claim on the general fund until they run out in 2050. Cash to redeem
these securities can only come from some combination of cuts in other spending, in-
creases in taxes, or increases in borrowing from the public. Absent substantive pro-
gram reform, our children and grandchildren will be saddled with a budget heavily
burdened by commitments to fund entitlement programs for the elderly. (See figures
3 and 4.)

The risk is that the transfers in the President’s proposal would induce an unwar-
ranted complacency about the financial health of the Social Security program. From
a macro perspective, the critical question is not how much a trust fund has in as-
sets—or solvency—but whether the government as a whole has the economic capac-
ity to finance benefits now and in the future—namely sustainability. This is illus-
trated in figures 3 and 4. These figures show the composition of federal spending
as a percent of gross domestic product (GDP) and Social Security spending as a per-
cent of federal revenue over the 75-year simulation period under the No Action
path. Nothing in the President’s transfer proposal changes these pictures. Social Se-
curity as a share of the economy and as a share of federal revenue remains un-
changed under the President’s proposal. The Administration acknowledges the need
for further reform, but we are concerned that the proposed transfers will reduce the
perceived need to do so until well into the next century.
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Figure 3. Composition of Spending as a-Share of GDP in 1998 and Under No Action and

the President’s Social Security Trausfer Proposal
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Figure 4:_Social Security Spending as a Share of Total Federal Revenue in 1998 and
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BALANCING ADEQUACY AND EQUITY IN THE BENEFIT STRUCTURE

This criterion evaluates the balance struck between the twin goals of income ade-
quacy and individual equity. Income adequacy refers to the level and certainty of
benefits provided to retirees, the disabled, dependents and survivors. It is particu-
larly important for low-income workers who are most reliant on the program, and
may be achieved, in part, through a progressive benefit formula. Individual equity
refers to rates of return on individual contributions. That is, it concerns the rela-
tionship between the benefits individuals receive and the contributions they have
made to the Social Security system. Individual equity also implies greater choice
and control for workers over their contributions to the system. It applies not only
to equity within a generation, but across generations as well.
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The current Social Security system makes certain tradeoffs between the degree
of income adequacy and individual equity provided by its benefit structure. Redis-
tributive transfers embedded in the current system create an implicit “safety net”
for workers and their families.6 At the same time, linking benefits to contributions
invokes the standard of individual equity.

Because the President proposes no changes to the structure of the current Social
Security system, his proposal does not affect income adequacy. It retains the exist-
ing safety net and the linkage between contributions and benefits. Specifically, the
President’s proposal maintains current-law benefits for current and future retirees,
including low-income workers and others most reliant on Social Security, and makes
no changes to disabled, dependent, or survivor benefits. The proposal also makes no
changes from the current Social Security structure in the way workers are covered,
and it preserves the progressivity of the system. Additionally, it retains the compul-
sory nature of the current payroll tax.

To the degree that the President’s transfer proposal uses general revenue to fund
the Social Security program it will have an impact on future contributions and bene-
fits and therefore intergenerational equity may be adversely affected. Other pro-
posals address the intergenerational equity issue by introducing individual accounts
as an advance funding mechanism. These accounts may lead to increased retirement
income for future retirees, thereby reducing their reliance on the Social Security
program, and relieving the burden on future generations.” However, the way these
proposals would handle the current long-term financing shortfall and the costs of
making a transition to a new system could have negative effects on
intergenerational equity.

IMPLEMENTING AND ADMINISTERING REFORMS

This criterion evaluates how readily proposed changes could be implemented, ad-
ministered, and explained to the public. Implementation and administration issues
are important because they have the potential to delay—if not derail—reform if they
are not considered early enough for planning purposes. Moreover, such issues can
influence policy choices—feasibility and cost should be integral factors in the ulti-
mate decisions regarding the Social Security program. In addition, potential trans-
parency and public education needs associated with various proposals should be con-
sidered. Reforms that are not well understood could face difficulties in achieving
broad public acceptance and support.

Because the President’s transfer proposal does not alter the current Social Secu-
rity program in any way, there are no implementation costs, and the program’s cur-
rent administrative costs will remain less than 1 percent of benefit outlays. Without
programmatic change, there are no changes that must be explained to the public
and no risk of an “expectations gap” with respect to benefits. It is important to note,
however, that the mechanics of the proposed transfer of general funds to the OASDI
trust funds are complex and difficult to follow. Public understanding of the financing
of Social Security is necessary in order to retain broad-based support for, and con-
fidence in, the program. In particular, it will be important for the public to under-
stand that this transfer proposal is only one part of the solution to the OASDI trust
funds’ long-term solvency problem. For that reason, public education would still be
necessary in order to avoid either unwarranted complacency or skepticism about the
financial health of the program.

THE USA PROPOSAL

Let me turn, for a moment, to the President’s other relevant proposal. Although
the President considers his proposal for USAs8 to be separate from Social Security,
these accounts are aimed at increasing the ability of Americans to fund their own
retirement. The President has proposed that a USA be established for each worker
with family earnings of at least $5,000 annually. Low-and moderate-income workers
would receive a flat annual general tax credit of up to $300 and a 50-100 percent
government match on voluntary contributions, also financed by income tax credits.
Total contributions could not exceed $1,000 annually, including the match. Low-in-
come workers would get a one-to-one match to their contributions, while higher in-
come workers would receive a lower percentage match or none at all. Both the credit

6While there is no minimum benefit guarantee in the current Social Security program, the
earnings-related structure of the program ensures that all eligible workers receive a benefit.

7See Social Security: Evaluating Reform Proposals (GAO/AIMD/HEHS-00-29, November 4,
1999).

8The proposal was described in administration statements made on April 14, 1999.
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and the match would ensure that most people would have some savings for retire-
ment.

Because the administration has yet to fully develop the USA proposal, our assess-
ment of it against our criteria is necessarily limited. With regard to the sustainable
solvency criterion, the tax credit would increase private saving and reduce govern-
ment saving with no net effect on national saving. The incentive provided by the
government match of voluntary contributions to USAs could result in some increase
in national saving. However, there is no expert consensus on the effect the USA pro-
posal or any of the proposals that establish individual accounts would have on the
saving behavior of individuals. The tax credit financing of USA accounts would ei-
ther decrease projected unified surpluses or increase projected unified deficits.

As a savings vehicle independent of the Social Security program, the USA pro-
posal addresses the concepts of adequacy and equity differently. Progressivity is
built into the USA structure through the government match, which provides a high-
er match for lower income workers and eliminates the match altogether for higher
income workers. With USAs, workers could earn market returns but would bear the
risk of market losses as well. In terms of individual choice and control over the ac-
counts, workers could expect to have some investment choice, subject to certain limi-
tations. Intergenerational equity is promoted by USAs to the extent that current
workers save for their own retirement.

Costs associated with implementation and administration necessarily depend on
the design of the program, which has not yet been detailed. However, some adminis-
trative costs would be expected, at least in starting the program and in educating
the public on how it works. As the specifics of the program are developed, a public
education program will be especially important to explain the USA structure as well
as its significant elements, such as the matching funds provided by the government
to low-income workers. For example, individuals would need information on basic
investment principles, the risks associated with available choices, and the effect of
choosing among alternatives that may be offered for annuitizing the accounts. Like
any of the other individual account proposals, the USA proposal would need to be
assessed on how it addresses the preservation of account balances for retirement
purposes. We understand the President’s USA proposal would not permit workers
to make withdrawals from their individual accounts prior to retirement, thus seek-
ing to ensure that funds will be available in retirement.

Other program details will need to be evaluated when the proposal is fully devel-
oped, such as the amount of individual choice to be permitted in making investment
decisions. The existing description of the USA proposal does not specify what safe-
guards, if any, would be put in place to prevent politically motivated investing.

CONCLUSIONS

Unified budget surpluses represent both an opportunity and an obligation. We
have an opportunity to use our unprecedented economic wealth and fiscal good for-
tune to address today’s needs but an obligation to do so in a way that improves the
prospects for future generations. This generation has a stewardship responsibility
to future generations to reduce the debt burden they inherit, to provide a strong
foundation for future economic growth, and to ensure that future commitments are
both adequate and affordable. Prudence requires making the tough choices today
while the economy is healthy and the workforce is relatively large—before we are
hit by the baby boom’s demographic tidal wave.

Restoring solvency to the Social Security system is a formidable challenge. But
we have an obligation to meet that challenge before Social Security begins to
squeeze out spending on other national priorities and places an unbearable burden
on future generations. The health of our economy and projected budget unified sur-
pluses offer an historic opportunity to meet these challenges from a position of fi-
nancial and economic strength. Such good fortune can indeed help us meet our his-
toric responsibility—a fiduciary obligation, if you will—to leave our nation’s future
generations a financially stable system and retain our commitment to the elderly.

The transfer of surplus resources to the OASDI trust funds, which the administra-
tion argues is necessary to lock in projected unified surpluses for the future, would
constitute a shift in financing for the Social Security program. Such an approach
would have the significant beneficial result of reducing debt held by the public.
However, it would not constitute real programmatic reform because it does not mod-
ify the program’s underlying commitments for the future. Moreover, the proposed
transfer, by extending the solvency of the trust funds, could create complacency
about the program’s financing; this could make it more difficult to engage in the
substantive program reform needed to reduce the unsustainable burden on the fu-
ture economy.
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The framework we have put forward is intended to help clarify the debate on var-
ious proposals in order to support the Congress in addressing this important na-
tional issue. The use of our criteria to evaluate all of the various reform proposals
highlights the trade-offs that exist between efforts to achieve solvency for the
OASDI trust funds and to maintain adequate retirement income for current and fu-
ture beneficiaries. If comprehensive proposals are evaluated as to (1) their financing,
fiscal, and economic effects, (2) their effects on individuals, and (3) their feasibility,
we will have a good foundation for devising an overall reform package that will
meet the most important objectives.

There is increasing recognition that the time has come for meaningful Social Secu-
rity reform. No single existing proposal is likely to be the answer. Therefore it is
important for Congress and the President to build on the dialogue engendered by
these proposals. Further, in deliberating Social Security reform, it is important to
keep Medicare in mind. Medicare insolvency looms sooner—and Medicare reform
presents an even more formidable challenge than does Social Security reform. Social
Security reform is not easy—but it is not impossible. Further, meaningful reform
in a timely fashion can enable us to exceed the expectations of all generations.

We at GAO stand ready to help you address both Social Security reform and other
critical national challenges. Working together, we can make a positive and lasting
difference for our nation and the American people.

Mr. Chairman, this concludes my remarks. I would be happy to answer any ques-
tions you or other Members of the Committee may have.

Chairman ARCHER. Dr. Crippen, you may proceed.

STATEMENT OF DAN L. CRIPPEN, PH.D., DIRECTOR,
CONGRESSIONAL BUDGET OFFICE

Mr. CrIPPEN. Thank you.

Chairman ARCHER. Without objection, your entire written state-
ment will be inserted in the record.

Mr. CrIPPEN. Thank you. At the risk of starting a swearing con-
test, let me stipulate that I care a lot about Casey Hulshof. Make
sure we all understand, Mr. Chairman, that this morning’s discus-
sion, not unlike many others in Social Security, has really been a
mixture of economics, policy, polemics—kind of glued together with
differing objectives, assumptions, and numbers.

What I am going to try to do in looking at the President’s pro-
posal is also return to some of the basic economics that we need
to be mindful of as we talk about reforming Social Security as well
as trust fund accounting and what it does or does not do.

The President’s most recent Social Security proposal extends the
apparent solvency of the Social Security Trust Fund by adding gen-
eral funds. The proposal does not include any changes in the pro-
gram’s tax or benefit provisions. It maintains the earlier mecha-
nism of transfers to trust funds as a means to pay down debt.

The proposal suggests further changes in congressional rules but
imposes no additional requirements on the executive branch such
as the submission of a budget with on-budget balance. Critically,
it includes no enforcement mechanisms such as sequestration or
debt limits, as the Chairman suggested earlier this morning. In-
deed, the amount of the transfer is arbitrary and not even condi-
tioned on achieving surpluses either in the on-budget portion or in
the total budget. The Congressional Budget Office (CBO) concludes,
therefore, that the proposal does not address the challenges posed
by the impending retirement of baby boomers. Between 2010 and
2030, the number of retirees will increase by 80 percent. At the
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same time, the work force will grow by only 2 percent. As a result,
there will be only two workers to support each retiree.

The best way to view the economic implications of this change is
to analyze the fraction of the economy dedicated to Federal pro-
grams that benefit retirees. Figure 2 in my prepared statment, Mr.
Chairman, illustrates the actuaries projections of costs of the Social
Security and Medicare programs as a percentage of gross domestic
product (GDP) over the next few decades. Spending for those pro-
grams is expected to rise from 7 percent of GDP in 1998 to almost
12 percent in 2030.

The concept embedded in this chart is important because ulti-
mately it is not the form of financial transfer—a public or private
pension, equities, or government debt—that matters. What is im-
portant is the amount of real resources, food, clothes, cars, and
housing that those financial assets provide—real resources that
will be consumed by the retired population. What matters is
whether the economy will have expanded enough to meet the needs
of retirees as well as the needs of the working population.

Obviously it is possible to change the outlook shown in this chart
by making the numerator (the program benefits) smaller or the de-
nominator (the size of the economy) larger. Social Security reform
can affect the size of the numerator, the size of the denominator,
or both. One test you might want to impose on any proposal to de-
termine whether it is real reform is to see whether it changes ei-
ther of those numbers. Indeed, we suspect the President’s proposal
does not.

Many of the current proposals for reform, including the Presi-
dent’s, do not include fundamental reductions in Social Security or
Medicare benefits. Therefore, the numerator will stay the same.
The President, in transmitting his latest plan to the Congress,
stressed the importance of reducing the debt and contributing to
the growth of the overall economy. It is an application of what we
have all been taught: If you save today and forgo consumption, you
will be better off in the future. That tenet is as true for the country
as a whole as it is for each of us.

Savings for the country include savings and borrowing by indi-
viduals, governments, and business—what we economists call net
national savings. Simply moving the same resources from one pock-
et to another won’t help. The larger the economy, the easier it will
be for the working population to pay for the benefits expected by
retirees. This statement doesn’t require adherence to any par-
ticular strain of economic thought or political philosophy. Nor is it
an attempt to make a case for any particular approach to reform.

In speaking about the importance of economic growth in the con-
text of Social Security, Dr. Alice Rivlin—at a recent roundtable dis-
cussion at the Urban Institute—said that this is “a terribly funda-
mental point. And. . . not everybody gets it. . . it’s is a question
of everybody’s pension plan, public and private, when those bills
come due to the elderly and have to be paid out of the GDP that’s
being produced at that particular moment. Whatever it is, going to
be much harder if that GDP isn’t bigger. And the only way to make
it easier is to make the GDP bigger. I mean, there isn’t any other
solution to this.” As straightforward as that may seem, the current
debate on Social Security is replete with confusion. Perhaps the
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murkiest corner of the debate can be found in the discussions of the
meaning of the trust fund in the Federal budget and its economic
implications.

The first thing to understand is that the government trust funds
may have important political, maybe even moral, implications, but
they have very few real economic implications. Trust funds are
simply accounting devices. They facilitate long-term projections of
cash commitments to help maintain an essentially pay-as-you-go
system, but they have virtually nothing to do with whether obliga-
tions will be met or payments made.

More fundamentally, the balance in the Social Security Trust
Funds tells us nothing about the economy’s ability to pay for the
benefits expected by retirees. The President’s latest budget states
that the trust fund balances are claims on the Treasury that, when
redeemed, will have to be financed by raising taxes, borrowing from
the public, or reducing other expenditures. The existence of large
trust fund balances therefore does not by itself have any impact on
the government’s ability to pay benefits.

That is the primary problem with the President’s proposal. It
does not change the fundamentals. The transfers do not assure
debt reduction, and the proposal contains no programmatic re-
forms. The transfers could, however, interfere with the one function
the trust fund serves: assessing the financial balance in the pro-
gram, whether dedicated taxes meet the program’s promised bene-
fits.

The point of all this is simple, Mr. Chairman. The larger the
economy, the easier it will be for the working population to meet
its obligations to retirees. Similarly, policies that diminish eco-
nomic growth will make that job more difficult. Trust funds matter
little in this economic context. Social Security reform, and perhaps
other proposed policies as well, should therefore meet at least the
criterion of helping, not hurting, future economic growth. There is
no assurance that the President’s latest proposal would meet that
criterion or that it would change the fundamental nature of the
trend shown in figure 2. Thank you, Mr. Chairman.

Chairman ARCHER. Thank you, Dr. Crippen.

[The prepared statement follows:]

Statement of Dan L. Crippen, Ph.D., Director, Congressional Budget Office

Mr. Chairman, Congressman Rangel, and Members of the Committee, I appreciate
this opportunity to appear before you today to discuss Social Security financing and
the President’s recent proposal to extend the solvency of the Social Security trust
funds.

My testimony focuses on several major themes:

* Financing the nation’s current promises to the elderly will require a major re-
allocation of society’s resources once the baby-boom generation has retired.

¢ A strong and growing economy will make it easier to fulfill pledges to Social
Security and Medicare recipients, but it is not the entire solution.

e Although government trust funds arguably have some value as an accounting
mechanism, their projected solvency does nothing to ensure that economic resources
are available to cover program costs.

e The President’s proposal to transfer general revenues to the Social Security
trust funds would extend the funds’ solvency from an accounting point of view but
would not alter the underlying long-run imbalance between total federal revenues
and spending.

¢ Changes in the budget process do not eliminate the need for substantive policy
action.



78

THE CURRENT OUTLOOK

This past summer, the Congressional Budget Office (CBO) projected that under
current law, the federal government would accumulate total surpluses of about $3
trillion over the next 10 years. About two-thirds of those surpluses come from Social
Security revenues that exceed the program’s spending. Two important caveats apply
to these projections:

¢ First, demographic and economic forces already in place are expected to erode
the surpluses, renewing the federal government’s fiscal imbalance of previous years.
CBO’s long-term projections indicate that under current policies, federal deficits will
return by the time the baby boomers have fully retired, causing the federal debt and
its corresponding interest costs to escalate rapidly as a percentage of national in-
come.

¢ Second, deficits will reappear even earlier if the government spends more or
taxes less than CBO projects. Developments since CBO’s July update to The Eco-
nomic and Budget Outlook: Fiscal Years 2000-2009 suggest that the Congress and
the Administration may identify more pressing priorities—increasing spending or
reducing taxes—that conflict with devoting the entire projected surplus to retiring
the federal debt.

The projected long-range fiscal shortfall is associated with three phenomena: the
aging and eventual retirement of the baby-boom generation; increased life expect-
ancy, which will lengthen the time people spend in retirement; and escalating per
capita medical costs. Under the intermediate assumptions of the Social Security
trustees, the number of elderly Americans increases by 80 percent over the 2010—
2030 period while the population ages 20 to 64 grows by only about 2 percent. Those
diverging growth rates mean that by 2030, there will be only two workers for every
Social Security recipient compared with today’s ratio of 3.4 to 1 (see Figure 1).

With demographic trends such as those, federal programs for the elderly will con-
sume a sharply increasing share of national income and the federal budget (see Fig-
ure 2). The trustees project that spending for Social Security and Medicare as a per-
centage of gross domestic product (GDP) will rise from 7 percent in 1998 to almost
12 percent in 2030. Using similar projections, CBO expects that in 2030, the pro-
grams will constitute about 55 percent of total federal spending excluding interest,
compared with about 35 percent in 1998 (see Figure 3). In addition, the Medicaid
program will experience severe budgetary pressures in meeting the long-term care
needs of increasing numbers of elderly people. Indeed, the ramifications of such de-
mographics extend well beyond the federal budget to labor markets, private pen-
sions, housing, and other sectors of the economy.

Social Security and Medicare compete with other federal programs for the govern-
ment’s resources, and that competition will become more acute over time. By 2014,
Social Security benefits will outstrip payroll tax collections. Twenty years later, an-
nual earmarked revenues will cover only about 70 percent of promised payments.
The gap between revenues and benefits in 2030 is estimated at 1.8 percent of GDP,
or about $160 billion in today’s economy. An even larger shortfall—2.7 percent of
GDP—is estimated for Medicare in that year. Addressing projected deficits of those
magnitudes will require some combination of tax increases, benefit reductions, and
cuts in other federal spending.

If left unchecked over many years, the budgetary pressures posed by an increas-
ingly elderly population and burgeoning medical costs will lead to economic prob-
lems, because the resulting deficits crowd out private investment, slowing the
growth of capital and output. High deficits would retard long-term economic expan-
sion beyond the slowing of labor and capital growth that would occur in any case
as people retire and draw down their savings. Thus, inaction on the budgetary prob-
ler(rlls associated with the population’s aging risks a future drop in U.S. living stand-
ards.

PREPARING FOR THE FUTURE

A strong and growing economy provides funds for the services that the federal
government supplies. To fulfill the nation’s promises to Social Security and Medi-
care beneficiaries, the government must acquire resources (through taxation or bor-
rowing repaid by future taxation) from existing production when benefits are due.
That 1s, in 2030, as in any year, pledges to the elderly as well as other federal prior-
ities such as national defense, assistance to state and local educational agencies,
public health services, and transportation projects will require the government to
draw on economic production available at that time.

Additional capital accumulation, enhanced productivity, and increased work effort
could help build a larger economy in the future. By implementing policies that pro-
mote capital accumulation, the nation could boost both its productive capacity and
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its wealth and essentially help prefund future consumption. But adding to the sup-
ply of capital requires less current consumption in exchange for more national sav-
ing and investment. One direct approach to increasing national saving is for the fed-
eral government to run annual budget surpluses. Strategies to encourage private
saving might accomplish the same objective.

Economic growth would expand the capacity to fund future Social Security bene-
fits and other federal commitments, and a larger economy could ease the transfer
of additional resources to retirees. Strong growth swells revenues and reduces inter-
est costs, improving the overall outlook for government budgets. Yet despite those
benefits, growth is unlikely to eliminate fully the imbalances of the current Social
Security program. The reason is that economic growth generally increases real (ad-
justed for inflation) wages, and under the current benefit formula, higher wages
subsequently translate into higher Social Security benefits. Therefore, although the
nation might be wealthier, it would still face a sharp increase in the budgetary re-
sources necessary to pay for the Social Security and health care costs of the baby-
boom generation during retirement.

TRUST FUND ACCOUNTING

The federal government’s trust funds, including Social Security, are not trust
funds in the usual sense but accounting mechanisms. They record the income from
Social Security taxes, the expenditures for Social Security benefits, and interest that
accrues on the difference. Private trust funds preserve assets for future use. Govern-
ment trust funds do not do that because the government does not have financial as-
sets to preserve. On the contrary, it currently owes the public $3.6 trillion. The gov-
ernment’s ability to pay Social Security benefits depends ultimately on the total fi-
nancial resources of the government—not on the balances attributed to the trust
funds.

For much of its history, Social Security has been financed on a pay-as-you-go
basis—current payroll tax collections fund current benefits. In recent years, how-
ever, tax collections have exceeded outlays, and trust fund balances have begun to
mount. The Treasury credits a trust fund with nonmarketable special-issue bonds
whenever the fund’s income exceeds outgo; it redeems those securities whenever the
fund’s current income cannot cover current expenditures. To get cash for redemp-
tions, the Treasury uses tax revenues or borrows money from the public.

In 1999, Social Security tax revenues exceeded benefits by about 14 percent.
Moreover, interest and other intergovernmental payments boosted trust fund income
so that the funds’ total holdings grew by $125 billion, bringing total Social Security
balances to $865 billion. Projections show those balances rising steadily over the
next two decades, peaking at $4.5 trillion at the beginning of 2022 and then dimin-
ishing until the balances are exhausted in 2034. But the existence or absence of
trust fund balances bears no relationship to Social Security’s obligations or to the
country’s ability to fund benefits. The true obligations of the program are defined
by its benefit structure and what the nation has promised to provide. As the Presi-
dent’s budget states, “[Tlhe existence of large trust fund balances . . . does not, by
itself, have any impact on the government’s ability to pay any benefits.”

Even as an accounting device, the Social Security trust funds leave much to be
desired because the assets credited to those funds would cover only a small share
of the future benefits promised under Social Security’s current benefit structure. By
contrast, a private pension plan is required to fund benefits on an accrual basis (as
the benefit rights are earned); otherwise, solvency of the plan would depend on the
uncertain viability of the plan’s sponsor. Arguably, government retirement programs
need not be held to the same standard because the government may extract the re-
sources it needs to pay benefits by exercising its sovereign power to tax. If Social
Security operated like a private pension plan—that is, it kept enough reserves on
hand so that if the plan terminated and no new contributions were received, it could
still pay all accrued benefits—its unfunded liability would total $10.4 trillion.

Another frequently cited measure bases the Social Security program’s unfunded
liability on the future revenue from and benefits to the population currently 15
years of age or older. The unfunded liability in that case would be $8.7 trillion.
However, if the calculation assumed that revenues and benefits over the next 75
years continued as under current law, the estimated unfunded liability would be
$3.1 trillion. From the narrow perspective of trust fund accounting, crediting the So-
cial Security trust funds with a one-time infusion of government securities could
eliminate the fund’s solvency problem. But such an action does nothing to resolve
the long-term problem of acquiring the resources necessary to meet benefit commit-
ments.



80

Trust fund accounting practices have exerted an important influence on program
financing and have at times signaled the need for corrective action. In 1983, the im-
minent depletion of the Old-Age and Survivors Insurance Trust Fund compelled the
Congress and the Administration to agree on tax and benefit changes that restored
balance in the program into the 21st century. Similarly, projected shortfalls in the
Hospital Insurance portion of Medicare have spurred legislative action over the past
two decades, with the Balanced Budget Act of 1997 being the latest installment. In
contrast, growing trust fund balances could provide a sense of security unwarranted
by underlying long-range fiscal conditions.

THE PRESIDENT’S SOCIAL SECURITY PROPOSAL

President Clinton recently proposed extending the solvency of the Social Security
trust funds through 2050 by providing transfers from the general fund. The plan,
which does not change the program’s tax or benefit structures, differs from the So-
cial Security framework in the President’s budget because it does not include equity
investments, Universal Savings Accounts, additional discretionary spending, or spe-
cific transfers to Medicare. It contains changes in Congressional procedural rules to
make it more difficult to create on-budget deficits or to diminish on-budget sur-
pluses. The proposal would impose no requirements on the Administration, such as
submitting a federal budget without an on-budget deficit. Nor does it include any
enforcement mechanisms such as sequestration. The plan also does not make the
new Social Security transfers conditional on achieving actual surpluses, either in
the on-budget portion or in the total budget.

The President’s plan has been introduced as H.R. 3165 and contains the following
main provisions:

¢ An amount equal to the interest on the cumulative Social Security surpluses
from 2000 to each year during the 2011-2016 period would be credited to the Social
Security trust funds. Those transfers would be added to the interest credited to the
trust funds under current law. Social Security program actuaries estimate that such
credits for the six-year period would total $951 billion.

e For each year from 2017 to 2044, the annual credit would equal the amount
transferred in 2016.

¢ The points of order relating to Social Security in the Deficit Control Act would
be extended through 2014.

¢ Any future legislation that decreased the new transfers to Social Security could
not be credited as savings in pay-as-you-go calculations.

e A new point of order would be created to discourage any legislation that re-
duced on-budget surpluses or increased on-budget deficits.

¢ The President proposes to reserve one-third of the on-budget surplus that CBO
projects for the 2000—2009 period to enhance Medicare solvency or provide a Medi-
Cﬁre prefcription drug benefit. A new point of order would be established to further
that goal.

e The discretionary spending caps, with some increases, would be extended
through 2014. Pay-as-you-go enforcement procedures would be extended through
that year as well.

The Social Security actuaries estimate that on paper, the credits proposed by the
President would postpone the trust funds’ exhaustion from 2034 to 2050. The pro-
posal would achieve that extended solvency without changing outlays or revenues
of either Social Security or the budget as a whole. The President argues that the
new accounting will reserve a portion of the on-budget surplus and make it more
difficult to use those funds for most other purposes. (The two exceptions are trans-
fers to Medicare and a new Medicare prescription drug benefit.) In effect, the pro-
posal would commit future general revenues—to redeem the additional trust fund
balances—when the funds are needed to meet obligations to future retirees.

Using general revenues to fund a portion of Social Security costs is not a new
idea. The Social Security Amendments of 1983 contained a number of transfers, in-
cluding payments for military wage credits and temporary payroll tax credits for
wage earners and the self-employed. The general fund transfers under the Presi-
dent’s plan, however, would be much larger than previous transfers, equaling one-
sixth of total Social Security outlays during the 2011-2015 period.

Nor are the proposed transfers under the President’s plan unique among recent
Social Security proposals. Many other plans include general revenues as an element
of a more fundamental restructuring of the Social Security program. For example,
H.R. 1793, sponsored by Representatives Kolbe and Stenholm, would gradually scale
back benefits but would also create payments from the Treasury to the trust funds.
Under recent proposals by Martin Feldstein of Harvard University, the Treasury
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would transfer funds on the basis of assumptions about corporate income taxes. An-
other proposal earlier this year by Chairman Archer and Representative Shaw
would essentially introduce general revenue funding for Social Security. Under that
plan, income taxes equal to 2 percent of wages would go to individual accounts;
when people were ready to collect benefits, the government would recoup those reve-
nues and transfer them to the Social Security trust funds. (The proposals would re-
direct general funds much sooner than the President’s plan.)

Shoring up government accounts such as the Social Security trust funds is often
confused with maintaining fiscal soundness. For example, Medicare’s Supple-
mentary Medical Insurance (SMI) Trust Fund is frequently referred to as “actuari-
ally sound” because the underlying law requires payments from the general fund
of the Treasury to cover any costs not financed by enrollees’ premiums. Thus, SMI
may meet certain accounting standards for soundness, but those measures may
have little relevance to the program’s viability in the long run.

Assessing viability requires examining a program’s resource requirements and so-
ciety’s willingness to provide those resources out of future production. Proposals like
the President’s to redirect general revenues to the Social Security trust funds ad-
dress the narrow issue of trust fund solvency but not the broader one of overall fis-
cal soundness. Adding to the trust fund balances does nothing to ensure that the
necessary economic resources will be there to support the programs; it simply shifts
money from one government pocket to another. In fact, by relieving the most visible
symptom of the program’s fiscal distress, additional transfers from the general fund
may lull the nation into overlooking the funds’ less obvious problems. Such transfers
could reduce the fiscal discipline imposed by the trust fund accounting mechanism
and make it easier to delay the spending and revenue changes necessary to sustain
the program in the long run.

BUDGET-PROCESS CHANGES AND SOCIAL SECURITY

The President’s Social Security legislation is the latest in a set of proposals de-
signed to ensure that publicly held federal debt shrinks by at least the amount of
the Social Security surpluses. Like the other budgetary mechanisms proposed dur-
ing this Congress—the so-called lockboxes—the new procedural hurdles that the
President proposes would limit Congressional action on future legislation that might
reduce projected on-budget surpluses. Advocates of such mechanisms argue that
making it more difficult for future Congresses to increase spending or reduce taxes
would help prevent the erosion of recent improvements in the budget’s bottom line.
The perceived need for such constraints reflects the view that the federal govern-
ment finds it difficult to operate effectively with persistent surpluses. Unless the
mechanisms actually influenced behavior, however, they would have no direct effect
on taxes and spending or on the economy. Nor would they ensure that the stated
goal of debt reduction was, in fact, achieved.

CONCLUSION

Addressing the long-term budgetary impact of Social Security and Medicare out-
lays requires making difficult choices about the federal government’s tax and spend-
ing policies. What are fair and appropriate levels of benefits for the elderly? How
are the costs for those benefits best allocated among workers of different genera-
tions? Should benefit formulas for Social Security be scaled back, should eligibility
criteria be tightened, or should Medicare reimbursement practices be made less gen-
erous? Should tax increases be scheduled to raise additional revenue? Plans that
shift funds from one government pocket to another do nothing to address those pro-
grams’ actual financing problem—the underlying imbalance between federal spend-
ing and taxes—and in fact could postpone corrective action.

Such a postponement would have implications beyond those for the federal budg-
et. Changes enacted in the near future need not be as drastic as the changes that
would be necessary if action was delayed. The promises made under such programs
as Social Security and Medicare are often a substantial part of people’s financial ar-
rangements for the future. By announcing significant policy changes well before
their actual effects would be felt, the federal government would allow people to plan
more effectively for their retirement.
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FIGURE 1. NUMBER OF WORKERS PER SOCIAL SECURITY BENEFICIARY
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SOURCE: Congressional Budget Office based on Board of Trustees of the Federal Old-Age and Survivors Insurance and
Disability Insurance Trust Funds, Annual Report (1999).
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FIGURE 2. SOCIAL SECURITY AND MEDICARE SPENDING

14 Percentage of GDP
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SOQURCE: Congressional Budget Office based on Board of Trustees of the Federal Old-Age and Survivors Insurance and
Disability Insurance Trust Funds, Annual Report (1999); and Board of Trustees of the Federal Hospital Insurance
Trust Fund, Annual Report (1999).

NOTE: GDP = gross domestic product.
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FIGURE3. SOCIAL SECURITY, MEDICARE, AND MEDICAID SPENDING
AS A PERCENTAGE OF NONINTEREST FEDERAL EXPENDITURES
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Chairman ARCHER. The Chair thanks both of you for, I believe,
an objective analysis of where we are and where we are going.

Dr. Crippen, I am fascinated by your chart over here which is
really the telling point over the long term for our grandchildren,
and that is what percent of GDP are we committing? And that is
why I mentioned in my last comment to the Secretary that I think
that we have to be very, very concerned about these obligations
and we also have to have 75-year plans to compare one to another
as to where we are going to be in these outyears.

Now, if you were to overlay on your Social Security presentation
the Archer-Shaw plan, what would be the percentage of GDP in the
75th year?

Mr. CrIPPEN. I can’t make a definitive statement because, as you
know, we haven’t priced that plan specifically. But my best assess-
ment at the moment is that the numerator would stay the same
but the denominator would grow. Because the plan would increase
net national savings, productivity and economic growth would be
higher, consequently, Social Security would account for a smaller
fraction of GDP.

Chairman ARCHER. The obligation of the Social Security Trust
Fund would be reduced without cutting benefits?

Mr. CrIPPEN. Correct.

Chairman ARCHER. And that would therefore, according to your
analysis, increase the denominator? Is that what you are saying?
Or do you decrease?

Mr. CRIPPEN. It would increase the denominator. The economy
would grow.
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Chairman ARCHER. Which would mean that we would be taking
a smaller percentage of GDP. All right.

Mr. Walker.

Mr. WALKER. Mr. Chairman, there are two ways to look at it.
One, as you know, in your proposal you maintain a commitment to
the current benefit structure. It is the way that you fund that com-
mitment, that is changed, but the gross benefit commitment as per-
centage of GDP is the same. The government’s net commitment
would, however, be less in your proposal because of the increased
rates of return that would be achieved through a diversified port-
folio investment.

Chairman ARCHER. That is just another way to put it. The obli-
gation of dollars that have to flow out of the trust fund would be
reduced.

Mr. WALKER. The net, correct. The gross would be the same, but
the net would be lower. The net is what matters to the trust fund
but the gross is what matters to the economy.

Chairman ARCHER. And that is the dollars that the trust fund
would be obligated to pay, even though we don’t cut benefits.

Mrs. Johnson.

Mrs. JOHNSON of Connecticut. Thank you. This is an extremely
important point that the Chairman has just made and that your
chart, Dr. Crippen, makes. In your testimony, instead of looking at
percent of GDP, you also look at it from the point of view of a per-
cent of total spending that it would take to fund Medicare and So-
cial Security if we do nothing to either program. Now, that is no
prescription drugs, right?

Mr. CRIPPEN. Right.

Mrs. JOHNSON of Connecticut. That is no change in current
spending, no enlargement, no coverage of cancer clinical trials
which I have been fighting for, no change; and yet in just 31 years,
2030, in 31 years Medicare and Social Security would consume 55
percent of our national revenues. Now, you mentioned in the next
line that Medicaid would add to that. Do you have any figure how
much Medicaid would add to that because, of course, that is all the
long-term care costs?

Mr. CriPPEN. I think we have a chart that shows that as well.
It is another——.

Mrs. JOHNSON of Connecticut. In terms of percent of Federal rev-
enues as opposed to GDP. I think GDP is harder for people to un-
derstand.

Mr. CrIPPEN. The Federal Government’s revenues are currently
about 20 percent of GDP. If you assume they stay at about that
level, we are using well over half of revenues (12 percent of the 20
percent) for Social Security and Medicare.

Mrs. JOHNSON of Connecticut. Well over half. So with
Medicare—.

Mr. CRrIPPEN. With Medicaid, it is 15.7 percent; 16 percent,
roughly, of GDP—compared with 20 percent total government reve-
nues.

Mrs. JOHNSON of Connecticut. So 55 percent of general revenues
would probably go up to at least 60 percent. I think that is a very
serious matter. And in looking at all of the plans, Mr. Walker, did
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you look at the plans from the point of view of their impact on
generational equity?

Mr. WALKER. Yes, we did.

Mrs. JOHNSON of Connecticut. Which plans had the biggest—the
least impact on generational equity?

Mr. WALKER. I think what you have to look at is a package. You
can’t just look at one element because there are pros and cons to
every plan. Obviously to the extent that you don’t change the ben-
efit structure at all, there is no impact on generational equity. The
President doesn’t change the benefit structure whatsoever. His
plan represents a financing proposal and it basically doesn’t do
anything about the generational equity.

Mrs. JOHNSON of Connecticut. Except what you say, those financ-
ing proposals that depended on general revenues aggravate the
general equity problem because they make the workers pay more
for the same benefits, and more of the budget goes for people over
65 and less is available.

I mean, the difference between what is available in 31 years for
education and day care and all of those things, it is about 20 per-
cent less.

Mr. WALKER. An important point here, Mrs. Johnson, we have
done a projection as to what the Federal budget would look like,
a simulation, in the year 2030 if we did not save the surplus.

Now, keep in mind the no-action scenario, we believe, is unreal-
istic because it assumes that the caps hold, that we have no emer-
gencg spending and that every dime of the projected surplus is
saved.

If we didn’t save the surplus, there would be no money left for
any discretionary spending at all in the year 2030. That means na-
tional defense, the infrastructure, education, the environment, chil-
dren’s, programs, and our judicial system. Now, that is not going
to happen but it just remphasizes the importance of being prudent
about what we do with the surplus and to get on with entitlement
reform because it is going to crowd out other spending if we don’t.

Mrs. JOHNSON of Connecticut. I guess what I am trying to get at
is if we solve the Social Security problem, say, entirely with gen-
eral revenues, then—I mean, without any change in the plan, So-
cial Security and Medicare are going to absorb 60 percent of our
general revenues by the year 2030. If we solve Social Security en-
tirely by adding new general revenues, then what percent of our
public resources would be absorbed then?

In other words, if it is 60 now, would it be 70? Would it be 75?

Mr. WALKER. I don’t have the exact number but I think the bot-
tom line is this: We need to look at it differently, not just at the
trust fund level. The trust fund is an accounting mechanism. It has
legal significance, but it doesn’t have economic significance. We
need to look at percentage of the economy, the percentage of the
budget, and other important milestones to gauge these programs.

Mrs. JOHNSON of Connecticut. So there is—it is important for us
to look at where do the resources come from? Do they come from
restructuring the program to reduce its costs and better distribute
the benefits, perhaps, as in some of the proposals before the Con-
gress; or if we generate them from investment in the market, as
also some of the proposals do, so it comes from outside the tax rev-
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enues. All of those things will matter in terms of whether or not
we will have the resources necessary to meet the needs of the next
generation in terms of public program and public support.

Mr. WALKER. That is correct.

Chairman ARCHER. The gentlelady’s time has expired.

Mr. McCrery.

Mr. McCRrERY. Thank you, Mr. Chairman.

Gentlemen, I would like to explore one of the principles of the
President’s plan on Social Security, and it was reiterated time and
again by Mr. Summers, and that is we cannot use—we cannot run
an on-budget deficit; in other words, we can’t use any of the Social
Security surplus.

We have got to sock away, we have got to retire publicly held
debt, with every penny of the Social Security surplus. We can’t use
any of that because if we did we would have an on-budget deficit.

If we do that, if we subscribe to that, then you would have to say
that we can’t use any of the Social Security surplus to save Social
Security. In other words, we couldn’t use any of the Social Security
surplus to finance a transition to a different Social Security system
that might avert these kinds of numbers in the outyears.

That doesn’t make a whole lot of sense to me, unless you say the
best way to save Social Security is to plow every penny of the So-
cial Security surplus into buying down the publicly held debt, and
that is going to somehow create an atmosphere that will grow the
economy enough to save Social Security.

Now, maybe that is a plausible scenario, but I think it is essen-
tial that we as policymakers, along with the administration, con-
sider alternatives to that scenario. If the Archer-Shaw plan, which
does use some of the Social Security surplus to finance the transi-
tion to their plan and in effect runs an on-budget deficit for some
years, does a better job of getting those numbers on your charts
down, saving Social Security, providing a defined benefit for seniors
that we think now is substantial and adequate, then we ought to
choose that over the administration’s proposal to just sock it all
away into buying down the debt.

Am I wrong? Have I missed something in that analysis or is that
essentially what we are looking at?

Mr. CrRIPPEN. I think there are two points to be made, Mr.
McCrery. One is that there is no guarantee under the President’s
proposal that the debt will be reduced in the first instance.

Second, though, and to your fundamental point, even if Federal
debt is reduced, it will help economic growth, but it is not the
whole solution. You can’t grow your way out of this problem. Par-
ticularly with the current benefit structure, Social Security tends
to grow along with real wages and the economy. So economic
growth will help alleviate the problem some, but fundamental re-
forms will be needed to solve the problem completely.

Mr. WALKER. The least risk in approach is a combination of two
things, paying down debt and engaging in real program reform. Ul-
timately, you need to do both. You can’t just pay down the debt.
And most reform proposals require some use of general revenues.
It is a matter of how much and when they use general revenues,
and I think you need to look at the economic substance of it. That
is what is most important.
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Mr. McCRERY. So are you both saying that the administration is
not necessarily correct in their approach; that perhaps we should
examine, using some of the Social Security surplus, spending some
of the surplus, on a transition to a different Social Security system
rather than just buying down debt with it?

Mr. CRIPPEN. Obviously neither of us can speak for them. I don’t
know that they would have that as a condition or not. As with the
Medicare reserve, they say we don’t want to spend this part of the
surplus for Medicare—or for anything other than Medicare—so it
would be available for prescription drug coverage or other reforms.
Ehey may have the same attitude about Social Security. I just don’t

now.

Mr. McCRERY. It doesn’t sound like it. That is not their proposal.
Their proposal is to put every penny of the Social Security surplus
into buying down debt held by the public, and then transferring
some portion of the general revenues, the on-budget surplus, into
the Social Security Trust Fund. So then that is .

Mr. WALKER. The original plan is to pay down debt and then in
addition to paying down debt, crediting to the Social Security Trust
Funds an unearned grant equal to a portion of what they paid
down the debt.

Mr. McCRrERY. Right.

Mr. WALKER. Their belief is—and you can agree or disagree with
it—is that this increases the likelihood that debt will be paid down.
They don’t have to be linked and, frankly, one of the things that
we have to do as a Nation is we have to look at how are we going
to approach fiscal policy in light of budget surpluses instead of defi-
cits.

We have just issued a report on how other nations have ap-
proached this because you have to think differently. You have to
think in terms of how much debt you have as a percentage of GDP;
the size of certain programs as a percentage of the overall economy
and as a percentage of the budget, which are fundamentally dif-
ferent. But there are several different ways you can accomplish the
objective.

Mr. McCRERY. Thank you.

Chairman ARCHER. Mr. Shaw.

Mr. SHAW. Thank you, Mr. Chairman.

Mr. Walker, there is a word that has been thrown around all
over the place through the course of this hearing. That word is “sol-
vency,” and it concerned me to the extent that I got the Webster
dictionary out and looked it up. From an accounting standpoint,
what is your definition of solvency? And then I will tell you what
Webster says.

Mr. WALKER. Well, the way that it has been used in the Social
Security context is to what extent are there trust fund assets avail-
able to be able to pay promised benefits.

Mr. SHAW. All right, let’s stop there. Are the Treasury bills that
are in the trust fund an economic asset?

Mr. WALKER. They are not a hard asset. They are a promise-to-
pay. They are backed by the full faith and credit of the United
States Government. They represent a first claim on future
generations'——.

Mr. SHAW. Right.
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Mr. WALKER [continuing.]—General revenues. Nothing more,
nothing less.

Mr. SHAW. Then I would submit, using that definition and going
forward, that we are facing an insolvency problem in the year 2014
when at which time there are going to be insufficient FICA taxes
going into the Social Security Administration to take care of the ob-
ligation to pay benefits.

Mr. WALKER. I think your point, Mr. Shaw, is that in 2014 we
turn a negative cash flow, and typically solvency is something that
is associated with cash flow in the private sector. We have different
definitions in the public sector. But 2014 has economic substance,
there is no doubt about it.

Mr. SHAW. What really worries me about this whole thing is
when you start talking about 2035 and 2050, everyone’s eyes glaze
over and they say, what is the problem?

Well, the problem is that the taxpayer is going to get skinned
starting in 2014 unless this Congress and this White House act to-
gether to solve this problem. And this is what concerns me. It is
the cash flow that we need to really concentrate on, because that
cash flow, as soon as that cash flow is insufficient and we have no
Social Security surplus and as a matter of fact we start a huge def-
icit, at that point it is going to be up to the Congress to levy suffi-
cient taxes or cut something in order to take care of its obligation
to pay the benefits, because that wonderful FICA surplus that we
have had for the last 60, 70 years, all of a sudden goes away.

I think it is very important to all of us to realize and to face the
fact that Social Security, as it was set up as a pay-as-you-go sys-
tem, was a wonderful system and there wasn’t anything wrong
with it the way it was originally set up because you had over 40
workers for each retiree. Now we are down just a little over 3. Soon
we are going to be down to a little over 2, and at that point you
are going to have a huge, huge problem because you are just going
to have a disproportionate enough number of seniors that the work-
ers will be really struggling to try to support.

The problem 1s, and what we have to talk about is cash flow, and
that is what I think is most important and I think we need to con-
centrate on.

Mr. WALKER. Cash is key. In addition, we have to look at what
percentage of the budget and what percentage of the economy is
represented by mandatory spending programs. Those are very real
challenges.

Even if the President’s proposal is adopted and debt held by the
public went down to zero, total debt is not zero and debt held by
the public will go up eventually. We have to be prudent about the
surplus and we have to reform these programs.

Mr. SHAW. There is nothing wrong with paying down the debt,
and I would be willing—I would be willing to take a look at that
and take a sharp look at that, trying to find a solution. But the
problem is we have got to build up some real wealth, some real eco-
nomic assets, if we are going to get over this system as a pay-as-
you-go system, because with the demographics out there today,
with the population—we are living longer, which is a wonderful
thing, but the problem is also that we are having less kids and we
have got this huge group of baby boomers that is coming through
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the system that is going to absolutely knock the cash flow in the
head and there will be no cash flow, and that is when we are going
to have just a huge problem.

According to our projections under existing law, if we do nothing
we are going to be running up about a $20 trillion deficit. That is
a terrible thing to leave to our kids.

This is what really concerns me so much. So we really need to
develop a hybrid system. You can’t do away with the existing sys-
tem because we have got too many people that depend upon it. So
when you have an opportunity to leave the existing system alone,
change nothing about it but just put together something on the
side that is going to come to the rescue of the system, and where
we can find, even though it is going to take some general revenue
for a few years, starting in about 2014, 2015, but we can see that
we have put in place a solution that is going to save Social Security
for all time.

I think it is very important that people listening to this debate
realize that when we are talking about 75 years, that is just be-
cause that is as far as the Social Security Administration will score
these plans, but actually it is for all time. The surplus that we cre-
ate under the Archer-Shaw bill continues to accumulate a huge
surplus. So I think it can certainly be said that it saved Social Se-
curity for all time, and that would be a legacy that this White
House and that this Congress could leave to the American people
and to our kids and grandkids, and I think that is our responsi-
bility to move forward.

Chairman ARCHER. It sounds like a good place to end this hear-
ing, unless you two gentlemen want to make any further com-
ments.

Mr. RANGEL. Mr. Chairman.

Chairman ARCHER. Mr. Rangel.

Mr. RANGEL. I would just like to make two comments.

First, I want to thank both of you for the good work you do for
the Congress. We appreciate it. And Mr. Walker, I just want to
make certain that your testimony is consistent with a statement
that was attributed to you in your report. That is: that the Archer-
Shaw proposal reduces the projected unified surplus and increases
the projected unified deficit as a share of the GDP through the
middle of the next century.

Is that accurate?

Mr. WALKER. Yes, through 2046. Beyond that it helps.

Mr. RANGEL. You also say that it results in higher levels of debt
held by the public until the final years of the assimilation period.

Mr. WALKER. Yes. If it is all right, Ranking Member Rangel, I
think that—let me mention four good things and four concerns,
with regard to the Archer-Shaw proposal.

First, it achieves long-term solvency and sustainability of the
program as far as you can evaluate it.

Second, it maintains current law benefits. Third, has possible
payroll tax reductions in the outyears without tax increases.
Fourth, it advance-funds, which could have some positive effect on
intergenerational equity and on long-term savings.

On the concern side, it has major increases in publicly held debt
and uses general revenues over the next 45-50 years. Over the very
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long range, it works out; it captures better rates of return. Third,
it crleates contingent liabilities if individual accounts perform
poorly.

Finally, the offset structure could create an expectation gap
among people who have these individual accounts, and there is not
a time frame for implementation.

So, like every proposal, including the President’s, there are pros
and cons. But what is remarkable, Mr. Rangel, if you look at the
substance of what the President has proposed, including his USA
accounts, and Archer-Shaw and other proposals, there are a lot of
common denominators here. There are a lot of common denomina-
tors.

Mr. RANGEL. That is where I hope that we can pick the ball up
and move forward.

Dr. Crippen, to make sure that we are reading from the same set
of books, and since there always appears to be a controversy about
this—it appears that you indicated that the Republican budget ac-
tually is $17 billion into the Social Security Trust Funds. In re-
sponse, the Republicans always pull out a letter where they sug-
gested to you certain things you could say to show that their plan
would not really violate the Social Security Trust Fund.

Having said all of that, with all of the information that you have
available and with your responsibility to the Congress, both Repub-
licans and Democrats, could you say with any degree of accuracy
whether you believe that the Republican budget proposals violate
or go into the Social Security Trust Fund?

Mr. CRIPPEN. Certainly, Mr. Rangel. Let me preface this by say-
ing that these are all estimates of a $1.8 trillion budget in a $9 tril-
lion economy. But by our lights, both the President’s budget and
the congressional actions to date have been about the same. That
is, they blow the spending caps by over $30 billion and could end
up borrowing from Social Security as much as $16 billion or $17
billion. That is the current state of affairs.

Again, these are estimates of what is going to happen over the
next 12 months, and those estimates may not prove to be accurate.

Mr. RANGEL. Let me say, since you are the Congressional Budget
Office and not the Presidential budget office, and since the Presi-
dent proposes and we make the final decisions, are you saying that
what has been legislated, not proposed, in the Republican budget
is about $17 billion over?

I mean, and you can bring anybody else you want in to help an-
swer, in terms of legislation what is the answer?

Mr. CrIPPEN. Part of the conflict or controversy has been on
keeping everything on the same basis. If we score the President’s
budget and congressional action on the same basis, the President
and the Congress have both advocated and enacted spending—the
President signed some of it already—that by our accounting could
end up requiring the government borrow some money from the So-
cial Security Trust Fund.

Mr. RANGEL. Listen, what is good for the Republicans is good for
the President, too. With you being the Congressional Budget Office,
I thought maybe that your primary concern would be what the
Congress is doing, and that OMB and other administration people
would be able to point out what the President is doing.
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So I am not here in defense of the President because he may be
doing worse than the Republicans, I don’t know. Ultimately, we
should ask you for your advice in terms of what he is proposing.
But since we are legislating and since we have a Budget Com-
mittee, it is very important that we have it made clear that this
legislative body, under the leadership of the Republicans, is $17
billion into the Social Security Trust Fund. Who knows what the
President is, but one thing we do know, is that CBO is saying that
with your estimates the leadership is $17 billion over.

This doesn’t give the President a clean bill of health. That is not
what I am trying to do. It is just that certain people recently on
television are saying that you are saying this is just not so.

I am not prepared to say what you are saying about the Presi-
dent is not so. I am just saying that since you have a job and since
your job has always had the support of a bipartisan Congress, I
don’t want on your watch for your position to be distorted, because
we depend on you. We don’t always like hearing what you have to
say, as Democrats or Republicans, but we depend on you and you
do a good job. I want to thank you.

Chairman ARCHER. Dr. Crippen, you mentioned exceeding the
spending caps. Is emergency spending included——.

Mr. CRIPPEN. In the caps?

Chairman ARCHER [continuing.] Under law?

Mr. CriPPEN. Under the law, the caps are adjusted upward to ac-
commodate emergency spending.

Chairman ARCHER. All right. So are you then saying that even
in correspondence with the law that adjust the caps for emergency
spending, that we will be spending more than the caps this year?

Mr. CrIiPPEN. With the adjustments, we are likely to be pretty
close. There is about $25 billion in there.

Chairman ARCHER. Is it not also true that if the amount of
spending exceeds the caps, that there is automatic sequestration by
OMB?

Mr. CRrIPPEN. Yes, and they use their numbers.

Chairman ARCHER. So if, in fact, we do exceed the caps, that
spending will automatically be cut back by OMB and will not be
permitted to exceed the caps?

Mr. CRIPPEN. Yes, if that’s what OMB determines.

Chairman ARCHER. That is the law?

Mr. CRIPPEN. Yes.

Chairman ARCHER. OK. I think we have to be awfully careful as
we state these figures, that we will spend a certain amount above
the caps, which cannot happen under the law.Is that not correct?

Mr. CriPPEN. Right, based on OMB calculations.

Chairman ARCHER. All right.

Mr. RANGEL. If the gentleman would yield on that. That would
mean, if what you say is correct, that anything that they labeled
as emergency doesn’t count. So if they say the census which occurs
every 10 years is an emergency, as far as you are concerned, it is
an emergency.

Chairman ARCHER. The gentleman is correct. That is provided in
the law, and the President .

Mr. RANGEL. And the second thing that you are saying——.
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Chairman ARCHER. When the President—I am not going to yield
anymore because I want to close this hearing down.

Mr. RANGEL. Well, that sounds unfair, Mr. Chairman.

Chairman ARCHER. But second, under the law, the President and
the Congress have to agree to the emergency designation.

Mr. Walker, how would you evaluate a dollar invested as to a
dollar of debt reduced, comparatively?

Mr. WALKER. Well, first, in the context of the debate that we are
having here, if you end up reducing debt, that has a sure-fire, abso-
lute, positive effect on increasing net savings. You know you have
accomplished something.

If you are investing it, you might be investing it in lieu of paying
down debt. And then it depends upon what, if any, incremental
rate of return you might be able to get. So it is possible that it
could be better for the government and the budget to invest, but
not for the economy.

Chairman ARCHER. The basis of my question was to make a com-
parison between the paying down of government debt to the public
and having money in private savings accounts that would be in-
vested, and that is a part of the puzzle that you did not mention.

First, paying down debt also means paying down a lot of foreign-
held debt, which does not flow back into the United States nec-
essarily to help our economy. It is not a dollar-for-dollar help to our
economy.

On the other hand, if you take dollar for dollar and you put it
into a personal savings account, that increases the personal private
savings of this country, dollar for dollar. None of it is drained off
into the foreign-held debt that is paid down.

In your analysis, I think you have got to also refer to the fact
that it is not just the paying down the debt that helps the economy,
but what we do in the Archer-Shaw bill is for every dollar that the
President would pay down in debt, we see goes into personal sav-
ings accounts that are put into our economy.

Is that not at least an equal offset, if not a better offset, to the
economy?

Mr. WALKER. A couple of things, Mr. Chairman.

First, I think both your proposal, as well as the President in his
earlier proposal, acknowledged that there could be incremental
benefits for the government through equity investing of some of the
surplus. Yours does it through individual accounts. His would do
it collectively.

Chairman ARCHER. No, no, but this is a different issue that I am
talking about now.

Mr. WALKER. OK.

Chairman ARCHER. This is the macroissue of how you help the
economy.

Mr. WALKER. I understand.

Chairman ARCHER. Paying down debt or saving and investing.

Mr. WALKER. I understand. The real question, Mr. Chairman, is
how much, if any, offset might there be for individuals who are
saving individually, where that might affect their behavior on
whether or not they might save otherwise through personal savings
or through private pension plans? You have to look at what, if any,
effect that might have.
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Now, the way that you have designed your proposal, as I under-
stand it, you basically are maintaining the defined benefit promise
under Social Security so people will get the same—they could get
more but they won’t get less—but you are using individual ac-
counts as a way to try to use a financing mechanism to meet that
defined benefit promise.

There could be incremental rates of return that would benefit the
trust fund and the budget and, in fact, there should be incremental
rates of return to the government that would reduce the net cost
of Social Security benefits to the government.

Chairman ARCHER. But if you only take one side of the equation
and you only talk about the benefit of paying down the debt and
you ignore the fact that for every dollar that you would pay down
the debt you are creating a dollar of personal savings accounts,
which is wealth and investment, and you ignore that as any benefit
to the economy, I don’t think that you are properly evaluating the
situation.

Mr. WALKER. I don’t think we do ignore it. Nor do I think we
should ignore it. I mean, it is a different element. In other words,
one is dealing with the Federal budget. The other is dealing with
savings and investment. For the budget, the higher returns would
offset the government’s cost of promised Social Security benefits.
For the economy, however—excluding behavioral and other second-
order effects—there is no difference between using a dollar of sur-
plus to reduce debt held by the public and using a dollar of the sur-
plus to fund individuals savings accounts.

Chairman ARCHER. OK. But the impression was created that be-
cause the President pays down the debt, that that is superior and
ignores what is happening, which is a dollar-for-dollar offset of
money that is being put into personal savings accounts, and then
invest it in creating wealth. And that has to be a big, big plus that
at least would offset, if not be better than paying down the debt,
particularly inasmuch as a portion of the debt is held by foreigners.

Mr. WALKER. I understand what you are saying, Mr. Chairman.

Chairman ARCHER. OK. Thank you very much.

Gentlemen, thank you for coming and giving us the benefit of
your input. The hearing is concluded and the Committee is ad-
journed.

[Whereupon, at 2:25 p.m., the hearing was adjourned.]

[Submissions for the record follow:]

Statement of American Farm Bureau Federation

PRESERVE INTEGRITY OF SOCIAL SECURITY

Farmers and ranchers support the preservation of the Social Security system as
a safety net to provide workers and their families retirement income, disability pro-
tection or assistance because of the early death of a family wage earner. Farmers
and ranchers are concerned, however, about the future and financial soundness of
the Social Security system. Farm Bureau believes that reform is needed to preserve
the integrity of Social Security for retirees and workers paying into the system.

Ninety-nine percent of farms are operated by sole-proprietors and or by family
partnerships. As self-employed individuals, agricultural producers pay the full 12.4
percent payroll tax, usually as one lump sum along with their income tax payment.
They are painfully aware of the high taxes needed to fund the current system and
realize the urgency of saving the Social Security system.
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CONCERNS ABOUT THE PRESIDENT’S PLAN

Farm Bureau opposes President Clinton’s proposal for two major reasons.

First, it does not allow for an evolution of the current pay-as-you-go system to one
that is pre-funded with a choice of remaining in the current system or shifting to
one with personal accounts. While Farm Bureau supports preserving the Social Se-
curity system, we believe people should have the option of contributing to personal
retirement systems. For years we have recognized each individual’s right to partici-
pate in pension plans in addition to Social Security. We believe that people should
also be able to invest in private plans within the Social Security framework using
the same deposit percentages and withdrawal age rules as the regular Social Secu-
rity program. People should have the right to choose to stay in the standard Social
Security program or shift their Social Security taxes into personal retirement ac-
counts.

Second, we are opposed to general revenue funding of the current system or in-
creased taxes to fund the current system. We oppose any proposal to finance Social
Security retirement income benefits out of general revenue. We oppose an increase
in Social Security taxes. Social Security, either the standard plan or new private re-
tirement plans, should be funded by payroll taxes. Social Security taxes should con-
tinue to appear as a separate deduction of Federal Insurance Contribution Act
(FICA) taxes to make them clearly identifiable.

All employees, both in the private and public sector, should be included in the So-
cial Security program. Employers and employees should continue to share equally
in the payment of Social Security taxes. Low-income taxpayers should not be ex-
empted from paying Social Security taxes because of their level of incomes.

SOCIAL SECURITY SURPLUS

Social Security taxes collected should be placed in a restricted interest-bearing
fund to be used only for Social Security purposes. Because we support placing Social
Security funds in interest bearing accounts and private retirement accounts, we op-
pose government investment of Social Security Trust Fund money in stocks of pri-
vate companies. We support President Clinton’s decision to no longer recommend in-
vesting in stocks of private companies in his Social Security plan.

BENEFITS

While the President’s plan does not specifically address benefits, they have to be
considered in any reform plan. Benefit levels should be preserved for retirees and
those that are near retirement and, when in need of adjustment, should be changed
based on a percentage of the annual decrease or increase in average wages. Bene-
fits, both in the standard plan and in alternative private plans, should be based on
an individual’s contribution to the system. We oppose means testing as a way to
limiting Social Security benefits for those that have contributed to the system. We
oppose earned income restrictions for those receiving Social Security benefits.

The average age of farmers and ranchers is now 54 years old. This means that
almost half of them are at, or near, retirement age. They are very concerned about
the return they will receive on a lifetime’s worth of Social Security taxes. The cur-
rent system is a major portion of their retirement program. They must be able to
rely upon Social Security in their retirement years.

SUMMARY

Farm Bureau supports reforms to the Social Security system. The integrity of the
system must be maintained for retirees and near retirees while giving workers the
opportunity to invest their Social Security taxes in personal retirement accounts. We
oppose general revenue funding of the current system, tax increases and govern-
ment investment of Social Security Trust Funds in equities markets.

Statement of Hon. Jim Ramstad, a Representative in Congress from the
State of Minnesota

Mr. Chairman, thank you for calling this important hearing to review the Presi-
dent’s legislation to preserve the Social Security program.

Seniors in Minnesota always remind me that as we address the financial concerns
facing the Social Security program, we must strive to secure the long-term financial
solvency of this vital program in a bipartisan, pragmatic way. I completely agree,
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and I appreciate this opportunity to thoroughly review the President’s proposal and
identify ways in which we may work with him to keep Social Security solvent for
another 75 years.

My constituents have told me at town meetings, and through calls and letters,
that they want real improvements to be made so Social Security is operating as
promised for current and future beneficiaries. They do not want taxes raised or ben-
efits cut, and they want reforms to ensure the solvency and viability of the program
bﬁtllzl for current and future beneficiaries -especially their children and grand-
children.

Most importantly, they believe financial soundness is paramount in the design of
any new system. They don’t want any more budget gimmicks. They don’t want more
I0Us in the Trust Fund.

dThese are some of the basic elements I will be looking for in the President’s plan
today.

Again, Mr. Chairman, thank you for holding this hearing today. I know we are
all committed to saving this important program and I look forward to learning more
today from our witnesses about the President’s plan.

Statement of Hon. Nick Smith, a Representative in Congress from the State
of Michigan

Since the 1998 State of the Union Address, the President has spoken of putting
Social Security first. I applaud this sentiment, which has gone a long way toward
elevating the Social Security issue and bringing it to the attention of the American
people. There is mounting evidence, however, that the President’s Social Security
proposal does not put Social Security first and will not keep it solvent for current
and future retirees.

THE SOCIAL SECURITY PROBLEM

Actuaries at the Social Security Administration now estimate that our Social Se-
curity system faces an unfunded liability of $9 trillion. The fact is that there will
be only two workers paying taxes to support each retiree early in the next century—
down from seventeen in 1950 and three today. These demographics will eventually
force a restructuring of the program. Because of these demographic trends, the cur-
rent Social Security system will collapse unless Congress takes steps to address the
expected shortfall.

Social Security also faces another more fundamental problem. Changing demo-
graphics wouldn’t be a problem if benefits were paid for with savings. That, how-
ever, is not the case. Congress needs to replace Social Security’s current pay-as-you-
go financing system—the cause of our present problems—with a system based on
worker-owned and—controlled savings which is not subject to shocks caused by de-
mographics.

The federal government guarantees Social Security benefits under law. That said,
the government has no resources available to fulfill the promises it has made. This
leads to the inescapable conclusion that unless we reform Social Security, the gov-
ernment will be forced to raise taxes or cut benefits to cover the $9 trillion shortfall.
Further, the looming problem becomes increasing urgent and the potential solutions
increasingly wrenching as time is wasted.

THE PRESIDENT’S PROPOSAL

How does the President propose to close the $9 trillion gap between revenues and
benefits and honor the government’s promises? The essence of the President’s pro-
posal is to credit budget surplus monies plus savings from reductions in public debt
to the Social Security Trust Fund.

This sounds good, but actually does little or nothing to improve the situation. The
government securities in the Trust Fund cannot be sold. Therefore, they are fun-
damentally promises that the government will provide money at some future time.
It is, in effect, a commitment to increase taxes or borrowing in the future.

The point must be made that this proposal does nothing to ensure the government
will be able to honor its promises. The law already guarantees benefits, so the addi-
tion of government account securities to the Trust Funds is redundant. The real
questions

—which involve what the government will have to do to honor its promises—have
been neatly sidestepped. The President’s plan attempts to redeem government prom-
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ises with more promises, all of which will have to be fulfilled by some future Presi-
dent and Congress starting in about fifteen years. The likely result will be tax in-
creases on workers, which is the same solution that Congress imposed when it
began to run short of tax revenues in 1977 and again in 1983.

THE KEY: PRIVATE INVESTMENT

The President’s proposal is also unfortunate because it distracts attention from
the demographic crisis and the fatal weakness of Social Security’s pay-as-you-go fi-
nancing system. A genuine solution to Social Security’s problems has to address
these issues. Fortunately, a variety of sound solutions have been proposed in Con-
gress.

One thing that all these solutions have in common is worker-owned investment
accounts. This aspect is fundamental because it dismantles the pay-as-you-go fi-
nancing system. Instead of transferring money from people who are working to peo-
ple who are retired, individual accounts allow workers to save for themselves.

Worker-accounts have additional advantages in that they raise the rate of return
on Social Security taxes. Money held in the Social Security Trust Funds earns a pal-
try return, much lower than the long-term return we can expect on conservative in-
vestments in the bond and stock markets. This makes it possible to cover much of
the $9 trillion shortfall without having to make painful choices of raising taxes or
cutting benefits.

Although I will focus on my proposal (H.R. 3206) because I know it best, there
are a number of sound proposals based on worker-owned accounts which are now
pending in Congress. In particular, I would like to point to those offered by Reps.
Kolbe and Stenholm, Budget Committee Chairman Kasich, and Chairman Archer
and Rep. Shaw of this Committee.

My SOLUTION: THE SOCIAL SECURITY SOLVENCY ACT

Today, each worker contributes 6.2% of his salary to Social Security which is
matched by 6.2% from his employer for a total tax equal to 12.4% of the worker’s
salary. Under my proposal, workers would get back 2.5% of their paychecks starting
in 2001 to put into an investment account for retirement. Over time, this contribu-
tion rate will rise.

The account will generate a hearty sum. Let’s consider the case of a high school
graduate who starts working on January 1, 2001 and has a typical career. He starts
work at $20,000 a year and he gets a cost-of-living raise plus 2% a year. Let’s as-
sume he earns a 7% rate of return, after inflation, in his retirement account in-
vested in equities. Seven percent may seem conservative in light of the 25% and
more returned in the stock market over the past few years. However, this is the
rate many experts use (including the members of the recent Social Security Advi-
sory Committee) to reflect average returns over long periods of time.

Given these assumptions, this worker would have about $1,000,000 in his private
account under the Social Security Solvency Act when he retires in 2046. He would
also receive a reduced Social Security check from the government. His wife would
have a private account of her own (whether or not she works) and a monthly Social
Security check. The couple would also own and control the money in their accounts
and would not have to rely entirely on government promises.

A worker earning less would still accumulate significant funds over a lifetime
while retaining a large government Social Security benefit. For example, a worker
earninglthe minimum wage—$5.15 an hour—would retire with $514,000 under this
proposal.

We've talked about 18 and 20 year olds. What happens to those who've worked
for a while? Like the younger workers, they will have two sources of retirement in-
come: private accounts and government benefits. But because their personal ac-
counts will be smaller because they’'ve made fewer contributions and their savings
have less time to compound and accumulate, they will receive higher government
benefits. The precise level of benefits is dependent upon these factors and the work-
er’ income. This proposal, though complicated, aims to treat workers equitably based
on work and contribution histories.

PROTECTING SENIORS AND TAXPAYERS

Some have suggested that current retirees should accept lower benefits to facili-
tate the change to a new system. Frankly, I disagree. The Social Security Solvency
Act maintains promised benefits for current retirees, including full cost-of-living in-
creases. Retirees, many of whom have made retirement plans and cannot return to
work, should not see their benefits cut.
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I also believe that payroll taxes are already too high. Social Security taxes have
been raised 38 times in rate or base since 1971. I want no part in raising them even
higher. My plan also avoids the issuance of any new debt. We have already piled
too much debt on future generations.

PAYING FOR CHANGE

Maintaining benefits for current retirees while building a stable Social Security
system based on worker savings will have a cost. These changes are made gradually
under the Social Security Solvency Act.

The best choice for financing the new system is to dedicate budget surpluses to
this purpose. The bill would transfer $829 billion from projected government sur-
pluses to Social Security over the next ten years. There is no better purpose for
these surpluses than to build a brighter future for all American workers. The bill
also includes stringent budgetary controls to help ensure that Congress doesn’t
spend those surpluses before they can be transferred.

In addition, the proposal slows down the growth rate in Social Security benefits.
The average monthly Social Security check is now around $750. Because these bene-
fits are adjusted to reflect wage growth—which has outstripped the Consumer Price
Index—the average Social Security benefit will rise to between $1,100 and $1,400
in 1999 dollars depending upon the economy’s performance by 2048. The Social Se-
curity Solvency Act will slow down this growth in benefits in exchange for private
savings. Further, the changes in the benefit formulas are designed to spare our least
affluent workers.

WILL 1T WORK?

To answer this question, I submitted the plan to the actuaries at the Social Secu-
rity Administration. They have analyzed my plan and have certified that it would
restore the system’s solvency for at least the next 75 years.

The Social Security Solvency Act is a comprehensive reform that will create a
more secure retirement system for American workers. Its features include:

¢ personal retirement security accounts (PRSAs) to give workers control over
their own retirement plans while increasing income and wealth at retirement;

¢ protections for women that include shared PRSAs for nonworking spouses and
increased widow’s and widower’s benefits;

 the repeal of the Social Security earnings test;

¢ a safety net for low income and disabled workers;

¢ no benefit or COLA reductions for current retirees;

* no new taxes or new debt; and

¢ the restoration of Social Security’s long-term solvency.

A wide variety of interested individuals and organizations have also looked at the
proposal and lent their support. Federal Reserve Chairman Alan Greenspan, who
also chaired the 1983 Social Security Reform Commission, has written me and ex-
pressed support for my approach. Organizations supporting the Social Security Sol-
vency Act include the U.S. Junior Chamber of Commerce, the Seniors Coalition, and
60+.

This legislation is the culmination of six years of study since I came to Congress.
Hundreds of experts and thinkers have contributed to it, many of whom I spoke to
as I chaired the Budget Committee’s Social Security Task Force. This is a proposal
that can strengthen this vital program for the 21st century.

O
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