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THIRD IN A SERIES OF SUBCOMMITTEE
HEARINGS ON PROTECTING AND
STRENGTHENING SOCIAL SECURITY

THURSDAY, MAY 26, 2005

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON SOCIAL SECURITY,
Washington, DC.

The Subcommittee met, pursuant to notice, at 2:05 p.m., in room
B-318, Rayburn House Office Building, Hon. Jim McCrery (Chair-
man of the Subcommittee) presiding.

[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON SOCIAL SECURITY

FOR IMMEDIATE RELEASE CONTACT: (202) 225-9263
May 19, 2005
No. SS-3

McCrery Announces Third in a Series of
Subcommittee Hearings on Protecting and
Strengthening Social Security

Congressman Jim McCrery (R-LA), Chairman, Subcommittee on Social Security
of the Committee on Ways and Means, today announced that the Subcommittee will
hold the third in a series of Subcommittee hearings on protecting and strengthening
Social Security to hear the views of Members of the House. The hearing will take
place on Thursday, May 26, 2005, in room B-318 Rayburn House Office
Building, beginning at 2:00 p.m. or immediately following the conclusion of
the full Committee hearing.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from Members of the House only. However, any individual or organi-
zation not scheduled for an oral appearance may submit a written statement for
Iclonsi.deration by the Subcommittee and for inclusion in the printed record of the

earing.

BACKGROUND:

This hearing provides Members of the House the opportunity to testify on Social
Security issues of importance to their constituents, including views on how to pro-
tect and strengthen this vital program.

In announcing the hearing, Chairman McCrery stated, “Social Security affects the
lives of nearly every American, and the deliberation regarding its future is far too
important for partisan politics. I look forward to working with all my House col-
leagues on this historic opportunity to thoughtfully and carefully consider all options
to strengthen and update this essential program.”

FOCUS OF THE HEARING:

The hearing will focus on the views of Members of the House regarding how to
protect and strengthen Social Security.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
hitp:/lwaysandmeans.house.gov, select “109th Congress” from the menu entitled,
“Hearing Archives” (hitp:/lwaysandmeans.house.gov/Hearings.asp?congress=17). Se-
lect the hearing for which you would like to submit, and click on the link entitled,
“Click here to provide a submission for the record.” Once you have followed the on-
line instructions, completing all informational forms and clicking “submit” on the
final page, an email will be sent to the address which you supply confirming your
interest in providing a submission for the record. You MUST REPLY to the email
and ATTACH your submission as a Word or WordPerfect document, in compliance
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with the formatting requirements listed below, by close of business Thursday, June
9, 2005. Finally, please note that due to the change in House mail policy, the U.S.
Capitol Police will refuse sealed-package deliveries to all House Office Buildings.
For questions, or if you encounter technical problems, please call (202) 225-1721.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing record. As al-
ways, submissions will be included in the record according to the discretion of the Committee.
The Committee will not alter the content of your submission, but we reserve the right to format
it according to our guidelines. Any submission provided to the Committee by a witness, any sup-
plementary materials submitted for the printed record, and any written comments in response
to a request for written comments must conform to the guidelines listed below. Any submission
or supplementary item 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 submissions and supplementary materials must be provided in Word or WordPerfect
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies 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. All submissions must include a list of all clients, persons, and/or organizations
on whose behalf the witness appears. A supplemental sheet must accompany each
submission listing the name, company, address, telephone and fax numbers of each
witness.

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

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.

——

Chairman MCCRERY. The meeting will come to order. Good
afternoon. Welcome to the third in our series of Subcommittee
hearings on protecting and strengthening Social Security. Nearly
70 years ago, when President Franklin D. Roosevelt (FDR) signed
the Social Security Act (P.L. 74-273) into law, he said this law, too,
represents a cornerstone in the structure which is being built, but
is by no means complete.

Indeed, Social Security has become a cornerstone of protection
against poverty for millions of Americans. Yet, without change, we
can see that the security of Social Security is at risk due to our
country’s aging population. Americans are living longer, families
are having fewer children. As a result, the number of people receiv-
ing Social Security is growing faster than the number of workers
supporting the program, causing serious financial challenges in the
years ahead.

President Bush, like President Clinton before him, has traveled
across the Nation to inform Americans about the fiscal challenges
facing Social Security and the opportunities available to strengthen
this vital program. I commend President Bush for his commitment
and his leadership, and I commend every Member of Congress who
has introduced a plan to save Social Security, or who has thoughts,
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willingly given at the hearing today, for their courage and fore-
sight. President FDR had the foresight to view Social Security as
a program that would change to meet the evolving needs of Ameri-
cans. As Members of Congress, it is our duty to thoroughly and
carefully examine all ideas to strengthen and update Social Secu-
rity. We welcome all our colleagues’ suggestions on how best to
achieve that goal.

We have a distinguished list of witnesses with us today. Mr.
Shaw, if you want to go ahead and take your seat at the witness
stand, we will get started as soon as I allow my esteemed Ranking
Member, Mr. Levin, the opportunity to make opening remarks.

Mr. LEVIN. Thank you, Mr. Chairman. I join you in saying this
hearing is a good idea, and appreciating our colleagues joining us
for this hearing. The more citizens have heard about the Presi-
dent’s privatization proposals, the less they have liked them, and
that has cut across all lines, including age. It is interesting in that
regard, the Columbia Broadcasting System poll of today, I think,
underlines that. This is what one of the releases says:

“It is a troubling sign for the President, those who have heard
a lot about his Social Security plan, are the most likely to say it
is a bad idea. Furthermore—and everyone should understand
this—the more we Democrats have heard real-life experiences from
our constituents, the more we have been determined to preserve
Social Security, a guaranteed benefit for retirement, for disability,
and for survivors. Now, some of the proposals, and we are going to
hear some of them today from our colleagues, have been straight-
forward. Some of them would preserve Social Security and handle
the issues in different ways. I will not comment on that now. Oth-
ers have not been nearly as straightforward. Some have said they
want to strengthen Social Security, when really the clear import
and clear line of those proposals has been to replace Social Secu-
rity.”

My feeling is this: that it doesn’t matter what kind of sheep’s
clothing you try to put on a wolf, it is still a wolf. Privatization is
basically a wolf that, over time, would eat up Social Security’s
guarantee. The President’s continued insistence—and he has re-
peated it in recent days—on privatization really stands in the way
of a bipartisan effort to address the shortfall in Social Security. He
made privatization in the State of the Union his first order of busi-
ness. So, we Democrats have very much focused on it, with all of
the benefit cuts and the borrowing, and we are going to hear from
our Democratic colleagues underlining those very points. So, we
welcome our colleagues here, and welcome the opportunity to hear
further about their plans. Thank you, Mr. Chairman.

Chairman MCCRERY. Thank you, Mr. Levin. First, the Ranking
Member of the full Committee on Ways and Means, the Honorable
Charles Rangel, who undoubtedly has much to offer in this debate
and this effort to save Social Security, as our first witness. We wel-
come you, Mr. Rangel, and you may proceed as you prefer.
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STATEMENT OF THE HONORABLE CHARLES B. RANGEL, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF NEW
YORK

Mr. RANGEL. Thank you, Mr. Chairman. I do hope I would have
an opportunity at some point to be a part of the solution and not
of the problem that we face with Social Security. I hope, further,
that today, Thursday, May 26, a couple of minutes after 3:00 p.m.,
that maybe this Subcommittee can make some history. You said it
was a serious problem that we face. There is no question that it
is a problem. It is certainly not a problem that House Members and
the Senate cannot fix.

Recently the other body had a problem with judges and the fili-
buster. They won. They won because they decided to talk with each
other. They did not make good judges bad or bad judges good, they
did not take away the filibuster, they did not take away the prob-
lem, but they decided that the institution was so important that
they were willing to talk and to compromise their positions to see
whether or not they could work their way out of a bad situation
glat was moving toward the polarization that now exists in this

ouse.

In my 35 years as a Federal legislator, it never entered my mind
that any party would ever think about touching Social Security un-
less it was in a bipartisan way. Why? It is a complex piece of legis-
lation; whenever you pay more out than you take in, fixing it
means somebody is going to lose. The loser should have at least the
sense of confidence that it was not a partisan issue. The Repub-
licans and Democrats tried to work it out the best they could. They
wish we would have done better, but they knew we did our best.
I do not think the American people can ask for more than that. I
cannot think of anything that has been done since the President
has made this a priority that would allow anyone to believe that
he or the majority party intends to do anything in a bipartisan
way, except we are prepared to accept Democratic ideas. You were
present in the White House, Mr. Chairman, when the President
said, or asked, that none of us be critical of his plan until he gets
a bill together. Keep your powder dry.

Now that has changed because clearly he is not going to give us
a bill. The President had decided to go to 60 cities in 60 days to
sell private accounts and to be critical of those people that oppose
private accounts. This is no way to create the atmosphere for bipar-
tisanship. I do not run away from it, because being partisan does
not annoy me; it is just that you cannot get the job done in that
fashion, and that is the reason why we have this problem with the
Central American Free Trade Agreement today.

Having said that, what is the issue that encourages even more
polarization and the failure for us to sit down and try to work this
thing out? One would be the hearing today. There wasn’t a lot of
talk about what we intended to accomplish today, so that I could
try to meet the Chair half way, knowing that there is a plan.

Because, after 34 years, I do not want to be a part of 435 people
throwing plans around, when I belong to the awesome and power-
ful Committee on Ways and Means, where we do not just ask peo-
ple for plans, we make things happen. We come from districts. We
are appointed to this Committee because we have the—not the po-
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litical courage, but we have the type of districts that allow us to
make the hard decisions. That is why we are on the Committee,
in part. So, I would have thought for the initial launching of ex-
ploring where we go from here, that bipartisanship would at least
have been some part of it, something to hang your hat on, to say
it was not enough, but at least they tried. So, that is behind us.

So, from a very political point of view—since I don’t have a lot
of options left—what appears to be the major obstacle in us sitting
down, not as Republicans and Democrats, and saying what can we
do? It appears to me that it is private accounts. Now, the President
has made it abundantly clear to me that as long as he is President
he is going to be supporting private accounts. The President, as
well as all of the witnesses that testified in front of the Full Com-
mittee, know that private accounts have nothing to do with sol-
vency. But everyone recognizes that solvency is the issue that
frightens the American people. Will they be able to continue to get
their checks, and will those who follow be able to have their dis-
ability benefits, their survivor’s benefits, and their retirement bene-
fits?

What a great coup you could have, Mr. Chairman, or the Presi-
dent, or the Chairman of the Full Committee, or the leader of the
Majority party, in saying: We take this off the table. We are con-
cerned with solvency. Now, let us get together and see what we can
agree about, agree upon. But, if you decide that it is in the Nation’s
interest, the Congress’ interest, the Majority party’s interest, to
proceed in the way that you have—in saying that private accounts
will not dismantle Social Security, private accounts will not cost $2
trillion, private accounts are the same as thrift accounts, and the
same thing you have everyone else should have—if we are going to
go down this, we are just debating an issue that has nothing to do
with solvency, then let us do it.

If, on the other hand, there is an option where we can say we
are going to work together, we are going to deal with solvency, and
at some other time, if we want to have incentives for savings that
are unrelated to Social Security, I think that makes a lot of sense.
But since my time has run out, I thank you for the courtesy of the
additional minutes. I thank you for this opportunity.

[The prepared statement of Mr. Rangel follows:]

Statement of The Honorable Charles B. Rangel, a Representative in
Congress from the State of New York

Mr. Chairman, thank you for holding this hearing. I think it is important that
the Committee hear from members of the full House before we undertake the proc-
ess of drafting and marking up a Social Security reform bill.

I believe that the most important element of Social Security reform needs to be
that we engage in a true bipartisan effort.

Social Security is—or will be—central to the lives of nearly every American. If we
don’t do the job right, we’ll hear from them. Indeed, we’ll probably hear from them
even if we do the job right. There is no pain free solution.

We’ll be able to make the tough choices required here only if we have the kind
of atmosphere of trust and confidence in each other that a true bipartisan process
can bring us.

The major thing standing in the way of such an atmosphere—and thus standing
in the way of progress on Social Security—is privatization.

Privatization has its origins among conservative intellectuals looking for a way to
replace Social Security. It requires deep benefit cuts. It requires us to borrow tril-
lions of dollars for decades—on the promise that if we just leave the new system
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in place and untouched, we’ll make up the losses fifty, seventy-five, or a hundred
years from now. And it replaces guaranteed benefits with a guaranteed gamble.

As important as it is to strengthen Social Security, our first priority must be to
do no harm. And privatization would do grave harm, to Social Security and to our
budgetary and economic future.

Social Security does not face an imminent crisis. We have time to do the job right.
We don’t have to act for action’s sake.

If privatization remains the real goal for the President—and he personally has
made it clear to me that it is—we have time to wait until he and the majority are
willing to make saving Social Security the real goal.

I urge my colleagues to drop privatization. And join with us in a bipartisan effort
to save Social Security, instead of a partisan effort to replace it.

However the majority chooses to proceed on the substance, I would ask that the
Chairman continue with the process he has followed so far, and which this hearing
is a part of.

In 1983, the Committee on Ways and Means held 11 hearings on the rec-
ommendations of the Greenspan Commission. There were three full Committee
hearings and eight days of hearings in various Subcommittees. These 11 hearings
were in addition to general hearings on the problem that had been held earlier—
the kind of hearings we are now having.

These 11 hearings were followed by four days of Subcommittee mark-up sessions
on a draft bill, and then two days of full Committee mark-up of the Subcommittee
recommendations.

We should follow that example and have hearings on various components of the
Chairman’s mark before we act on it. This issue is too important for the Committee
to act without a full understanding of the legislation and its implications.

If we do act without that understanding, we may not recognize the full nature
of what we are voting upon. If we don’t learn of problems until after the bill is law
and the public begins to scrutinize it.

Those of us who have served on the Committee for a while remember our experi-
ence with catastrophic health care. If we repeat that experience with Social Secu-
rity, those who support the legislation may pay a heavy price.

The need for such hearings is all the more important given the Chairman’s intent
to broaden the legislation beyond Social Security to address other critical retirement
issues such as pensions, savings, and long-term care.

I would suggest that we hold at least as many hearings after we unveil the legis-
lation as we hold beforehand.

I applaud the Subcommittee and full Committee Chairmen for the series of hear-
ings they are holding. They are giving this subject the attention it deserves. I hope
that the unveiling of legislation is only a stage of this process and not its endpoint.

I would close by asking the Chairman if he and Mr. Thomas intend to hold hear-
ings on the legislation they develop, or if they intend to push a package through
without determining if it can withstand careful scrutiny.

Thank you.

Chairman MCCRERY. Thank you, Mr. Rangel. The Ranking
Member of the Subcommittee and I talked before the hearing
began, and it is our view that we should try to get as many Mem-
bers through without questioning as possible, since there are votes
which will occur fairly soon, and then some people probably want
to go home. So, if it is okay with the Members of the Sub-
committee, we will continue to hear from Members who are present
who have asked to testify today. If you have just a burning ques-
tion, I suggest you get my attention and we will certainly allow
that. Otherwise, we will proceed and go to Mr. Shaw.

Mr. HULSHOF. Mr. Chairman, would it be okay for Members
then to insert statements, perhaps to respond to some of the ques-
tions or hypotheticals being proposed, so that we could at least go
on record to explain, for instance what the Ranking Member just
had to say; if I had a comment to that, could I insert that in the
record?
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Chairman MCCRERY. Without objection. Any Member wishing
to insert a statement in the record may do so.

STATEMENT OF THE HONORABLE E. CLAY SHAW, JR., A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF FLORIDA

Mr. SHAW. Thank you, Mr. Chairman. I very much appreciate
you and Mr. Levin having this hearing. I think it is going to shed
a lot of light on the direction this Congress should go, as well as
a light on some of the problems we have at this point in trying to
work together as Republicans and Democrats. I do come to this
table with a great deal of history behind me, having chaired this
Subcommittee for 6 years. Going back a number of years, my good
friend, Charlie Rangel, will certainly recall that he and I sat with
Mr. Archer a number of years ago, following the White House con-
ference, to solve the problem of Social Security, which I might say,
that President Clinton not only attended, but he sat with us the
whole day and we worked very hard to work together in a bipar-
tisan way.

None of us on the Republican side give any preconditions to sit-
ting down with the President. We recognized that we were facing
a huge problem, and we were ready to work with President Clin-
ton, as President Clinton was certainly willing to work with us. I
have long held the opinion that if it were not for the impeachment
process that this House went through, that we would have accom-
plished this during the Clinton Administration, as President Clin-
ton himself advised me on two occasions that he was ready to go
forward. We never could, as Republicans, bring the Democrats
aboard in order to accomplish this.

Fact: in 2017, we are not going to have enough Federal Insur-
ance Contributions Act (FICA) taxes coming in to pay benefits. Pe-
riod. That is the end of the story as far as what the problem is.
Fact: Social Security was created back when there were 40-some
workers per retiree. Now we are down a little over three. Soon it
is going to be two. Fact: two workers cannot produce enough FICA
tax in order to take care of one retiree.

So, what are we going do? To do nothing is simply to say, well,
we are either going to have cut benefits or raise taxes, we are going
to have to cut other Federal benefits or borrow a lot of money.
Fine. If we go decide we are going to borrow a lot of money, we
are going to have a $26 trillion shortfall over the next 75 years.
That cannot sustain our economy. This country, with the great size
of our economy, cannot sustain a $26 trillion shortfall.

So, what do we do? We forget our kids? Do we forget the fact that
they are going to be old, too? I talk to college students very often.
The first thing I say is, you know something? You do not realize
this, but someday you are going to be old. You are going to have
to, all of your working years, pay into a pension system, a Federal
pension system which is not going to be there for you unless your
Congress acts in order to add something to Social Security. Now,
the individual accounts, can they solve the problem with Social Se-
curity? Yes, if they are an integrated account. Integrated simply
means that those accounts will be available down the road when
the worker reaches retirement age. That is exactly what these ac-
counts, all of those programs do that I know about.
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Do you have to dismantle Social Security or do you have to
change it in any way in order to reach solvency? No, you do not.
We heard in this room, 2 days ago, the Social Security actuary, Mr.
Goss, testify that the plan that is before this—the plan that I have
before this Committee did reach solvency. In fact, over 75 years, it
would even create a surplus. Create a surplus. Are you going to
have to borrow in order to get there? Yes. Do you have to divert
the FICA tax? No. I do not do that. I leave it totally alone. I can
tell you, we can even improve the benefits that we have today in
order to improve the benefits.

I am feeling like a commercial. Wait, there is more. We increase
the widow or widower’s benefit of low-and average-wage couples by
as much as 50 percent in my plan. For widows with disabilities, we
help those with insufficient wages to qualify for the disability bene-
fits. Divorced spouses, divorced women, no longer have to wait 2
years to receive spousal benefits of their ex-spouse if their ex-
spouse marries somebody else. For working women it provides a
child care credit equaling 25 percent of the homeowner’s previous
wages up to 5 years. If the worker is carrying for a child aged six
or under, this helps improve the benefits of persons who take time
out of the work force in order to raise their kids.

We hear an awful lot about this. For Federal workers, State and
local workers, including the teachers, which we have heard a lot
about, it reduces the Government Pension Offset of spousal benefits
from two-thirds to one-third. This is something that our friends
and the schoolteachers who have separate pension plans have been
fighting for. It is in this bill, and this bill goes to solvency. We sim-
ply take an amount equal to 4 percent of the wages, up to a cap
of 4 percent, and give a refundable tax credit which goes into to
a pre-approved personal savings account, and the money is then in-
vested. The savings account is chosen by the worker himself from
a pre-approved list. The money goes in there. Now, if the worker
should die before retirement, it is inheritable wealth. What is
wrong with that? Who can say that is wrong? We know right now
that you, except for survivor benefits, lose anything that you paid
into Social Security.

Does this in any way affect the Social Security as it is today? No.
When the worker retires, the worker retires; they are entitled to
the higher of either existing benefits, which are guaranteed, or the
amount that annuitizing their individual account would add to
their retirement benefits. It is good. It solves Social Security for all
time. But, I can tell you, though, to tell the President that he has
got to drop his plan before the Democrats would sit down with
him—that is ludicrous. Nobody is going to say I will abandon my
plan if you come and talk to me. That is ridiculous. The Democratic
Party, the great Democratic Party that was responsible—not for in-
venting, because other countries had Social Security before we
did—but for bringing Social Security to this country in the mid-
thirties, is now becoming part of no. That is too bad, because there
are some great ideas on your side of the aisle, great ideas that
should be brought forward.

If we can stop the leadership of the Democrat Party from
stonewalling us from coming up with a solution, then we are mak-
ing progress. Groups that have opposed individual accounts have
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come out and said, well, if there are add-ons, we could agree we
could possibly work with that. We have organized labor now that
is beginning to look at it, with the Teamsters beginning to look at
it. We are making progress; I can tell you, and I will say this to
my Democrat friends, you are not going to be with us on the land-
ing unless you are with us on the take-off. That is what you have
got to do. Come aboard. Give us your ideas. Work with us and let
us get this thing done. This is not about the next election. This is
about the next generation. That is who we are working for, and
that is who I am working my heart out to be able to say that I
helped save Social Security for you kids now, that can you enjoy
it in your old age just as I will enjoy it in mine
[The prepared statement of Mr. Shaw follows:]

Statement of The Honorable E. Clay Shaw, Jr., a Representative in
Congress from the State of Florida

The Social Security Guarantee Plus Act of 2005, H.R. 750

1. Prepared Remarks of Chairman Clay Shaw on the Social Security
Guarantee Plus Act of 2005

2. Why Social Security Must be Strengthened

3. Keeping Social Security’s Promise

4. How the Guarantee Plus Plan Works

5. Increasing Protections for Today’s Women

6. Enhancing Income Security for Minority Workers

7. Promoting Fiscal Responsibility

8. Questions and Answers

Chairman McCrery, Ranking Member Levin, and members of the Subcommittee,
thank you for the opportunity to talk with you today about the protecting and
strengthening our Social Security system.

Whether we live in prosperous or uncertain times, American families need eco-
nomic security— the kind of economic security that Social Security provides. For 70
years, Social Security has protected workers and their families from falling into pov-
erty if a breadwinner retires, suffers disability, or dies. Social Security has endured,
unlike many other government programs, because its architects designed it to be an
earned right and to treat all workers fairly.

Social Security has evolved over the decades, strengthening its protections and fi-
nances along the way. However, our nation’s demographics and economics are fun-
damentally changing, and Social Security’s ability to continue meeting its promises
is threatened.

President Bush has made it clear that time has come for an honest, straight-
forward, and realistic discussion about the future of the Social Security system. As
the immediate-past Chairman of the House Subcommittee on Social Security, I have
spent an enormous amount of time crafting a plan that would save Social Security
for future generations. For the last six years, I have proposed the Social Security
Guarantee Plus Plan (HR. 750), a measure that I originally created with then-
Ways and Mean Chairman, Bill Archer.

The Social Security Guarantee Plus Plan I reintroduced in February will enable
Social Security to continue fulfilling its vital role in the lives of all Americans with-
out touching the current Social Security system. In other words, my plan saves
Social Security for the next 75 years and beyond, without raising taxes,
lowering benefits or changing the retirement age. And it creates a $3.1 tril-
lion surplus for the government.

First, the Guarantee Plus Plan keeps intact the Social Security safety net. Prom-
ised benefits, including cost of living increases, are guaranteed for people receiving
benefits today, tomorrow and for all future generations.

Second, the plan treats all workers fairly. Workers have paid into the system, it’s
their money, and we must protect and enhance their investment. It’s not fair to
workers to raise their payroll taxes or lower their benefits. Nor is it fair for the gov-
ernment to tell workers to work longer. That’s why my plan does not raise taxes,
does not lower benefits, and does not change the retirement age.

Third, Social Security payroll taxes belong to the workers who paid them. My plan
gives workers a real ownership stake in Social Security by allowing them to choose
to receive a tax cut to invest directly in prudent, individually-selected, market in-
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vestments. For the first time, a nation of savers, not the government, will own and
control the assets backing Social Security. Should an individual die before becoming
eligible, the balance of their money will be passed along to their heirs.

Fourth, under my plan, Social Security can be counted on for the next 75 years,
and beyond. Real assets guarantee current and future benefits, establishing a sound
and sustainable financial footing. No longer will there be a need to periodically in-
crease taxes or lower benefits to keep the program working.

Beyond keeping these promises to all Americans, we must also do more to im-
prove Social Security for the women of our nation. Because of their longer life
expectancies and lower earnings, women are more likely to suffer poverty in old age.
Social Security is a vital safety net for these women. In addition, because benefits
are based on earnings, women are disadvantaged when they choose to stay home
to raise their children. The Guarantee Plus Plan protects our daughters, our moth-
ers, our aunts and our grandmothers, not only by securing the future of Social Secu-
rity and guaranteeing full benefits, but also by enhancing benefits for widows, di-
yorcedbsﬁouses, and working mothers. These benefits become available immediately
in my bill.

Here’s how the Social Security Guarantee Plus Plan works. The plan guarantees
full, promised, current law benefits for all workers, whether you are 6 or 65. Just
as companies must back your pension plan with real assets, the Guarantee Plus
Plan saves Social Security by setting aside real assets, not IOUs, to pre-fund bene-
fits. These assets are saved in each worker’s own account, thereby providing work-
ers the opportunity to create real wealth for themselves and their families.

My plan is voluntary. Workers who choose to participate will receive a refundable
credit of up to 4% of their earnings to establish their own Social Security Guarantee
Account. Workers would have several prudent, approved options for investing their
personal account funds. The money in these accounts would grow tax-free. No with-
drawals would be permitted until a worker starts receiving benefits to ensure that
the money is preserved for retirement.

At retirement or when the worker becomes disabled, the worker will receive 5%
of the Guarantee Account paid directly to the worker and the rest is used to help
pay full, guaranteed Social Security benefits. But that’s not all.

In addition to the much needed improvements in benefits for women I mentioned,
my plan eliminates the retirement earnings penalty for all workers age 62 and older
and reduces the so-called Government Pension Offset affecting spouse and survivor
benefits to certain government workers.

Other plans may cost less, but that’s because they cut benefits or raise taxes. If
our goal is to pay full promised benefits, boost women’s benefits, and return Social
Security to financial independence, the Guarantee Plus Plan is the lowest-cost pro-
posal to date. The Guarantee Plus Plan does all this and pays for itself over the
seventy five-year actuarial period and creates a $3.1 trillion dollar surplus, and
that’s confirmed by the Social Security Administration’s Office of the Actuary in the
109th Congress. Even under the most conservative estimates, the Guarantee Plus
Plan allows the new Social Security system to generate surplus cash in the latter
part of the century, actually adding black ink to the government’s bottom line.

My plan uses general revenues to fund the transition to a solvent Social Security
program. Even assuming this money is borrowed, my plan pays back every borrowed
dollar plus interest within the seventy five-year evaluation period. My plan also re-
quires that Social Security surpluses created by the plan be dedicated to reducing
publicly-held debt. Not only would we pay off the mortgage on Social Security, we
would leave workers with substantial account balances and the federal government
with excess cash.

The Guarantee Plus Plan also meets or exceeds all of the President’s principles
for reform— pays promised benefits to retirees, near-retirees, and all workers; no
tax increases; no government investing; fully preserves disability and survivor bene-
fits; offers individually controlled, voluntary personal retirement accounts that will
augment and ultimately save Social Security. In addition, my plan is consistent with
the first option to establish personal accounts recommended by the President’s Com-
mission to Strengthen Social Security.

President Bush has made the strengthening of Social Security now and for gen-
erations to come a top priority. Americans are showing their willingness to explore
new ideas to strengthen this vital program, since the old ways must be improved
upon for future generations. Now is the time for a straight-forward, honest and real-
istic discussion about the future of Social Security. The longer we wait to address
the coming crisis, the more difficult and expensive the job will be down the line.

From the time of Social Security’s enactment until today, the history of the pro-
gram’s evolution has demonstrated that while everybody has his or her own ideas
on how to strengthen the program, progress toward that goal is only achieved
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through bipartisan cooperation. It’s long past time for us to lay all our best thoughts
on the table and work together to build on our success to make a stronger Social
Security system that is an asset to all and not a liability to our children and grand-
children.

The Social Security Guarantee Plus Plan
Why Social Security Must Be Strengthened

Social Security can’t cope with the upcoming demographic changes fac-
ing our country.

People are living longer and families are having fewer children. That means the
number of workers supporting each retiree will continue to fall. In 1945 there were
over 40 workers for every retiree; in 1960 there were 5 workers, and within a gen-
eration there will be only about 2 workers for each retiree. Without changes to the
system, Social Security will be unable to bear the burden of the demographic chal-
lenges as fewer and fewer workers pay into the system to finance the benefits of
retirees.

The President’s Commission and Social Security Trustees from both Re-
publican and Democrat Administrations agree—cash flow deficits start in
approximately the next fifteen years.

The 2005 annual report of the Social Security and Medicare Board of Trustees,
and the 2000 Trustees report (whose trustees included the Clinton Administration’s
Treasury and Labor Secretaries plus the Commissioner of Social Security) concluded
precisely the same thing as the President’s Commission—that in approximately
twelve years (2017 according to the 2005 Trustees report) the system will face grow-
ing cash shortfalls.

In 2041 the trust funds are projected to be completely exhausted, and the system
will only be able to pay 74% of promised Social Security benefits, with even less of
promised benefits payable in subsequent years.

Without reform, we would need benefit cuts, tax hikes, increased bor-
rowing, or cuts to other government programs.

Between 2017 and 2041, government bonds credited to the trust funds will keep
the system going. These bonds will be honored, but only by increasing federal debt,
cutting other spending, or raising taxes, in the absence of budget surpluses. In 2017
the cash shortfall is projected to be about $9 billion, and by 2041 is projected to be
about $358 billion (in today’s dollars).

The Social Security system is unfair to today’s workers who already can expect
only a low rate of return on their contributions. This rate of return is only expected
to fall further in the future if we do nothing and there are no changes to the current
system.

Inaction is Social Security’s greatest enemy.

The longer action is delayed, the more the cost and the risk to Social Security in-
creases.

The Social Security Guarantee Plus Plan
Keeping Social Security’s Promise

1. Preserves and Guarantees the Social Security Safety Net

Fully preserves and guarantees Social Security benefits for life.
Fully preserves and guarantees cost-of-living adjustments.
Fully preserves and guarantees survivor and disability benefits.
No exposure to individual investment risk.

2. Treats All Workers Fairly

No tax increases.

No increase in retirement age.

No unfair burden on young and future workers.

Eliminates the senior work penalty, helping seniors who want or need to work.

e o o o

3. Worker Ownership

o Workers voluntarily elect an annual refundable income tax credit equal to 4%
of wages up to $1,000, to be deposited in their own Guarantee Account.

o Workers—not the government—choose where to invest their retirement savings.

e Accounts may pass tax-free to the heirs of workers who die before retirement—
creating real wealth for many for the first time.
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4. Saves Social Security for 75 years and Beyond

e In the 109th Congress, the Actuaries of the Social Security Administration con-
firm the plan saves Social Security beyond current law (2041) and beyond 75
years.

e Updates Depression-era pay-as-you-go financing structure to reflect today’s
aging population, thereby placing Social Security on a sustainable path so there
are no more threats of future tax hikes or benefit cuts every few years.

e Creates a saving plan within Social Security to pay future benefits.

Real assets back benefits, not IOUs.

o Pays for itself and improves the government’s bottom line in the long run.

5. Enhances Benefits for Women

Increases widows’ benefits.

Expands eligibility for widows with disabilities and for divorced spouses.

Helps eliminate the homemaker penalty experienced by women who choose to
stay at home to take care of their children.

e Lessens benefit reductions applied to spouses who work for certain state and
local government jobs not covered by Social Security.

6. Consistent with the President’s Principles, the President’s Commission

e President—Guarantees promised benefits to retirees, near-retirees, and all
workers; no tax increases; no government investing; fully preserves disability
and survivor benefits; offers individually controlled, voluntary personal retire-
ment accounts that will augment Social Security.

e President’s Commission to Strengthen Social Security—Consistent with the
Commission’s first option to establish voluntary accounts.

The Social Security Guarantee Plus Plan
How the Guarantee Plus Plan Works

The Social Security Guarantee Plus plan saves Social Security by updating the
Depression-era pay-as-you-go financing system. Rather than just taxing workers
more and more to meet benefit commitments, the Guarantee Plus Plan gives work-
ers the opportunity to save money today to ensure payment of full promised benefits
tomorrow without increasing payroll taxes.

When benefits are funded in advance and take advantage of the better rates of
return available in the equity and bond markets, less in taxes is needed to pay full
benefits and the program’s cash shortfall is eliminated, thus saving Social Security.

For the first time ever, real assets will back benefits, instead of government I0Us
that simply represent claims on future taxpayers.

1) Each year (starting with 2005), workers who pay Social Security payroll taxes
will receive a refundable tax credit equaling 4% of wages up to a cap of $1,000 (in
2005), with the cap indexed to annual increases in wage growth. The tax credit is
automatically deposited into the worker’s account.

2) Workers will have a choice of qualified asset managers to invest their accounts.
The investments would be required to meet safety and soundness standards. A So-
cial Security Guarantee Board, composed of 6 members appointed by the Board of
Trustees and similar to the Federal Retirement Thrift Savings Board, will establish
regulations for investment policies.

3) Workers will have a choice of three investment mixes for their contributions—
60/40, 65/35, or a 70/30 mix of equity index funds and high-grade corporate bonds.
A nationwide education campaign will be launched to help workers learn about their
options before they make a selection. Workers who elect to participate in a Guar-
antee Account but do not choose an investment option will be automatically placed
in a standard investment option. Workers will be able to change their asset man-
ager each year. Account earnings accrue tax-free. Accounts cannot be accessed for
any reason prior to retirement or disability.

4) Once a worker begins receiving retirement, disability or survivor benefits, the
worker will receive 5% of the account balance to take as a lump sum. Social Security
will calculate a monthly payout from the account based on the remaining account
balance. The calculation accounts for expected future inflation, earnings on the ac-
count, and survivor benefits. Men and women are treated equally, even though
women tend to live longer on average. Workers will receive the higher of their prom-
ised Social Security benefit or the payout based on the account. Nobody receives a
benefit cut, regardless of how the account performs.



14

Workers are guaranteed the higher of the current-law Social Security ben-
efit or the annuity based on the account. Nobody receives a benefit cut,
regardless of how the account performs.

5) Every month, the beneficiary will receive a single check from the Social Secu-
rity Administration. Every month, the payout from the account will be transferred
to the trust funds to help pay benefits. Even if the account is depleted while the
individual is still collecting benefits, he or she will still continue receiving the full
Social Security benefit. If the payout from the account is higher than the individ-
?al’ls.fpromised Social Security benefit, then he or she will receive the higher amount
or life.

e Workers who die before collecting benefits may leave their accounts to their
heirs tax-free.

e Workers who outlive their account balances continue to receive full benefits fi-
nanced wholly from the trust funds.

e Workers who are not eligible for Social Security once they reach full retirement
age will receive their account balance as a lump sum.

o Workers who choose not to collect Social Security may leave their accounts to
their heirs tax-free.

The Social Security Guarantee Plus Plan
Increasing Protections for Today’s Women

The Social Security Guarantee Plus Plan provides increased protection for women.
It secures Social Security’s finances, ensures full promised benefits and cost-of-living
adjustments, and enhances benefits for widows, divorced spouses, and working
mothers. Finally, the Guarantee Plus Plan strengthens Social Security without ex-
posing women to individual market risk.

Women are heavily dependent on Social Security benefits during retirement, be-
cause they often have little or no pension savings or other sources of income. In
2002, Social Security provided the only source of income for 29 percent of unmarried
women age 65 and older.

Several features of the Social Security program are important to women: lifetime
benefits, inflation protection, a progressive benefit formula, and family benefits. The
Guarantee Plus Plan fully protects these features of Social Security, ensuring
women will be financially secure during retirement.

In addition, the Guarantee Plus Plan improves benefits for women by increasing
widows’ benefits, providing credit for years spent out of the workforce caring for
young children, and expanding eligibility for divorced spouses and disabled widows.
These enhancements respond to trends in marriage, child-rearing, and labor force
participation. Most importantly, they will help prevent more women from living in
poverty in old age.

Benefit improvements in the Guarantee Plus Plan:

o Widows—For all new and current widow beneficiaries in 2006, increases
widow(er)s’ benefits from 100% of the deceased worker’s benefit to 75% of the
couple’s benefit while both were alive, up to a maximum of the average retiree’s
full benefit amount, thereby increasing the widow(er) benefit of low-wage cou-
ples by as much as 50%.

e For widows with disabilities—For all new disabled widow beneficiaries in
2006, allows widows of any age with disabilities to qualify for benefits based
on the deceased workers’ earnings. This helps widow(er)s with disabilities who
may have insufficient wages to qualify for disability benefits.

e For divorced spouses—For all new divorced spouse beneficiaries in 2006, di-
vorced women would no longer need to wait two years to receive spouse benefits
if their ex-spouse marries someone else.

e For working women—For all new and current beneficiaries in 2006, provides
a child-care credit equaling 25% of the homemaker’s previous wages for up to
5 years, if the worker is caring for a child age 6 or under. This helps improve
the benefits of persons who take time out of the workforce to care for young
children.

e For certain State, Local, and Federal workers, including teachers—For
all new and current beneficiaries in 2006, reduces the Government Pension Off-
set (GPO) of spousal benefits from 24 to 5 of the pension from non-covered
work. In December 2003, three-fourths of persons affected by GPO were women.

Enhancing Widow’s Protection

The Guarantee Plus Plan improves benefits for widows and enables more
disabled widows to receive benefits. These provisions will help improve the eco-
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nomic security of elderly and disabled women. In addition, widows may inherit the
Guarantee Account of their spouse, further increasing their financial security and
retirement wealth.

Widows are one of the largest and most vulnerable groups among the elderly
beneficiaries. In 2002, 16% of elderly widows were in poverty, compared to only
10.4% of all the elderly. Widows and widowers with disabilities are especially vul-
nerable—their average monthly benefit was only $583 in December 2004, compared
to $920 for aged widows and widowers and $894 for disabled workers.

The Guarantee Plus Plan increases benefits for widows.

Under Social Security today, widows receive benefits that are between 50% and
67% of the benefits the couple received when both were alive. The Guarantee Plus
Plan would allow widows to receive either 75% of the couple’s combined benefit be-
fore the worker died, or the average retired worker benefit, if lower. In no case
would a widow receive less than under current law.

Widows and widowers with disabilities receive additional benefit protec-
tions.

Under current law, a widow with a disability may receive benefits if she is age
50-59 and became disabled within 7 years of her spouse’s death. The Guarantee
Plus Plan expands this protection by allowing widows with disabilities of any age
to receive benefits, regardless of when the spouse died.

Also, young widows who become disabled would be able to receive their widow’s
benefits earlier than age 50. The median family income for disabled beneficiaries
under age 50 is about half the income of non-disabled workers. In addition, women
who are not married and workers under age 40 have the highest poverty rates
among the disabled. Around 36% of unmarried women who are receiving disability
benefits are poor, and about one-half are poor or near-poor.

Providing Economic Security for Divorced Women

Divorced women would no longer need to wait to receive spouse benefits
if their ex-spouse maries someone else with two years. Under current law, in
certain circumstances where the retired individual is working or hasn’t started col-
lecting benefits, women must wait two years after divorcing before they may receive
divorced spouse benefits. The Guarantee Plus Plan eliminates this two-year waiting
period when the ex-spouse marries someone else.

Women would receive equal shares of the couple’s contributions in the
event of divorce. The contributions and accumulations to a couple’s Guarantee Ac-
counts during a marriage would be divided equally upon divorce as long as the mar-
riage lasts at least one year. This recognizes that couples share assets during mar-
riage, and that a lower-earning spouse should not be penalized at divorce.

Benefits for divorced surviving spouses could be higher than under cur-
rent law.

In addition to allowing divorced women to keep a portion of the Guarantee Ac-
count accumulated during marriage, the Guarantee Plus Plan increases widow’s
benefits to 75% of what the couple was receiving before the worker died, or the aver-
age retired worker benefit.

Enhances Benefits for Working Women

The Guarantee Plus Plan enhances benefits for women who take time
away from the workforce to raise young children and those whose jobs are
not covered under Social Security. These provisions will help improve the eco-
nomic security of women when they retire or if they become disabled.

More and more, women are participating in the workforce. Yet, many must either
reduce their work hours or withdraw completely for several years to care for their
children. As a result, women have three times more years with no earnings and
even more years of reduced earnings figured into their benefit amounts, which re-
duces their monthly benefits.

The Guarantee Plus Plan would give a credit equaling 25% of the work-
er’s average wages to a mother (or father) who takes time out of the work-
force to care for their children age 6 or younger

Women with young children are less likely to work full time than other women.
Only 65% of women with children under age 6 were working in 2000, compared with
79% with older children. The childcare credit helps insure these women continue to
build Social Security benefits while performing this vital role in our society

The Guarantee Plus Plan increases benefits for persons with pensions
from work not covered under Social Security.

Today, many women are dually entitled to benefits. They may receive their own
Social Security worker’s benefit, and if that is less than 50% of their spouse’s ben-
efit, they receive the additional amount as a Social Security spousal benefit. How-
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ever, if a spouse receives a pension from work not covered by Social Security, she
is affected by the Government Pension Offset (GPO). Under the GPO, her spouse
benefit is reduced by %5 of the amount of her pension from non-covered work. Of
those affected by the GPO, about three-fourths are women. The Guarantee Plus
Plan would reduce the GPO offset to 5 of the pension from non-covered work, and
increase the benefits for about half of those currently affected by the GPO.

The Social Security Guarantee Plus Plan
Repealing the Earnings Penalty on Working Seniors

In 2001, over 190,000 beneficiaries ages 62 and older had their benefits com-
pletely withheld at least one month because of wages higher than allowed under the
earnings penalty. The earnings penalty was abolished for workers who reached the
full retirement age (age 65-67, depending on year of birth) effective January 1,
2000.

The Social Security Guarantee Plus Plan helps seniors by repealing the
earnings penalty for workers ages 62 through full retirement age.

Under current law, workers age 62 through full retirement age who earn more
than $11,520 in 2003 have their benefit reduced by $1 for every $2 of earnings over
that amount. The Guarantee Plus Plan gradually phases out the limit by 2009.

Seniors who want to work should be allowed to continue working, even after they
begin receiving Social Security benefits. Eliminating the earnings penalty will make
it easier for seniors to work and contribute their experience and talent to the econ-
omy.

The Social Security Guarantee Plus Plan
Enhancing Income Security for Minority Workers

The Guarantee Plus Plan guarantees full promised current law Social Se-
curity benefits, including disability and survivor benefits.

e About 40% of elderly African American and Hispanic beneficiaries rely on Social
Security benefits for all of their retirement income.

e African Americans also disproportionately benefit from the disability and sur-
vivor’s benefits. In 2002, about 13 percent of the population was African Amer-
ican; however, 17 percent of disabled workers receiving benefits were African
American.

e In addition, African Americans make up approximately 13 percent of the Amer-
ican population, but about 23 percent of all children receiving Social Security
survivor benefits in 2002 were African American.

e The Guarantee Plus Plan guarantees Social Security can continue to provide in-
come security to African American and Hispanic workers and their families
without any benefit cuts or tax increases.

In addition, the Guarantee Plus Plan provides all workers the oppor-
tunity to accumulate financial assets and build inheritable wealth.

e This is particularly important to African American and Hispanic workers. In
2000, African Americans had a median net worth (excluding home equity) of
$1,166, and Hispanics had $1,850, compared with $13,473 for all families.

e The Guarantee Plus Plan creates wealth by letting workers keep 5 percent of
the account balance at retirement and using the rest to fund guaranteed cur-
rent law benefits, regardless of the how the investments performed.

e Workers who die before receiving retirement or disability benefits may leave
their account balances to their heirs. This is especially important for minority
workers who have less wealth, lower earnings, and shorter life expectancies
than other workers. In addition to inheriting the account balance, survivors still
receive full benefits promised under current law.

e Minorities would also benefit from enhancements included in the Guarantee
Plus plan, such as increased benefits for widows (including disabled widows),
divorced women, workers with pensions from work not covered under Social Se-
curity, women who take time out of the workforce for childcare, and workers
who continue to work after retirement.

The Social Security Guarantee Plus Plan
Promoting Fiscal Responsibility
For the past two-thirds of a century, Social Security has essentially operated on

a pay-as-you go basis— payroll taxes coming in go right back out in the form of ben-
efits. That worked fine around the time Social Security began and there were 42
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workers supporting every retiree. However, people are living longer, families are
having fewer children, and the number of workers supporting every retiree is declin-
ing. Soon after baby-boomers start retiring, there will be only 2 workers supporting
each retiree. That means there won’t be enough payroll taxes coming in to pay full
benefits. Like individual families, the great American family needs to start saving
for the future.

The Guarantee Plus Plan is fiscally responsible.

The Guarantee Plus Plan temporarily uses general revenues to establish personal
accounts and pre-fund benefits. While this investment in Social Security’s future re-
quires more funds up-front than current law, it ultimately saves the government
money. Over time, it reduces the amount of payroll taxes needed to pay benefits and
permanently fixes Social Security’s finances.

The Guarantee Plus Plan makes Social Security a budget priority.

Some say we cannot afford to save Social Security because of budget deficits. I
say we cannot afford not to, and we must make Social Security a budget priority.

o Just like families who set aside funds or borrow to invest in a new home or
start a business, my plan sets aside assets today to ensure a financially sound
Social Security in the future.

e If we do not make Social Security a budget priority, those who depend most on
Social Security would face a bleak future. Without any changes, benefits would
be cut by 26% when the trust funds are exhausted in 2041, increasing to a 32%
cut in 2079. Social Security payroll taxes would have to increase 34% in 2041,
g'frkowing to nearly a 46% increase by 2079 in order to keep paying promised ben-
efits.

e If we do not invest in Social Security’s future, we would also miss the chance
to provide larger and fairer benefits to women and low-wage workers and give
our kids and grandkids the peace of mind that Social Security is there for them.

e By saving assets to pay benefits and enabling workers to build real wealth, the
Guarantee Plus Plan ensures Social Security remains as successful as it has
been in the past in helping to provide an adequate income for retirees, disabled
workers, and survivors without putting an undue burden on our kids and
grandkids.

The Social Security Guarantee Plus Plan
Questions and Answers

Fiscal Responsibility

We are now facing budget deficits for several years. Wouldn’t this plan
require the government to borrow extensively or require steep tax in-
creases?

e Some plans address Social Security’s future cash shortfalls by cutting benefits,
raising taxes, using general revenues, or a combination of these options. Tempo-
rarily using general revenues is preferable to raising payroll taxes or cutting
promised benefits. Those who criticize using current Social Security surpluses
or general revenues need to explain how they would save Social Security forever
without cutting benefits. Giving workers the opportunity to save money through
personal accounts that will back up Social Security benefits with real assets is
not a “cost,” but an investment in a fiscally sound Social Security program.

e Social Security faces significant financial challenges whether or not the rest of
the federal budget has surpluses or deficits. Any plan that saves Social Security
?ddresses one of the greatest long-term fiscal challenges the federal government

aces.

e General revenues should go towards securing the program by saving today to
pay for future benefits and avoid raising taxes on our kids and grandkids.

e The Guarantee Plus Plan would use general revenues only during a transitional
period, until the accounts are firmly established. Ultimately, the Guarantee
Plus Plan, including contributions to Guarantee Accounts, returns the system
and the trust funds to self-sufficiency. By the end of the 75-year estimation pe-
riod, even if needed funds are borrowed, the plan repays all funds and begins
generating excess cash to plump up the government’s bottom line.

e Borrowing money to secure Social Security through personal accounts means
that for the first time, the government will be using the funds to create a nation
of savers rather than paying off the spending bill of the federal government.
Also, even if the government had to temporarily borrow the funds to establish
personal accounts, the effect on the economy would be neutral. $1 of govern-
menl‘z debt would be offset by $1 of worker savings and assets in the private
market.
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o Doing nothing potentially commits the government to borrowing $36 trillion (in
2004 dollars) by 2079 just to maintain current benefits, with debt continuing
to grow each year thereafter. Unlike any temporary borrowing for personal ac-
counts, this additional government debt buys no fiscal security for Social Secu-
rity, does not strengthen the safety net, and does not provide more equitable
benefits for women.

Isn’t investing under the Guarantee Plus Plan more inefficient than simi-

lar investing through the trust funds?

e Not necessarily. The Guarantee Plus plan provides for low administrative costs
that are capped at Y4 of 1 percent of the account’s assets. This ensures that re-
turns on investments are not consumed by high administrative costs.

e Alan Greenspan has said of investment through the trust funds “. . . [IIt would
be exceptionally difficult to insulate the government’s investment decisions from
political pressures. Thus, over time, having the federal government hold signifi-
cant amounts of private assets would risk sub-optimal performance by our cap-
ital markets, diminished economic efficiency, and lower overall standards of liv-
ing than could be achieved otherwise.” (Hearing before the Committee on the
Budget, U.S. Senate, January 25, 2001.)

e Government investment denies workers the right to pass an account on to heirs
in cases of death before retirement and the opportunity to accumulate addi-
tional wealth by keeping a portion of their account upon retirement, all of which
the Guarantee Plus Plan provides.

There is no such thing as a free lunch. How can this plan guarantee at
least current law benefits, improve benefits for women, restore Social Secu-
rity’s solvency, and increase budget surpluses?

e The Guarantee Plus plan relies on general revenues to pay for the baby boom
transition and fund the savings accounts that secure the system. These funds
are in high demand to pay for other priorities, such as Medicare, national de-
fense, and education. The Guarantee Plus Plan makes Social Security a priority
by putting aside money, without any excuses, like smart families do when they
plan for their retirement.

e If we do not start saving now, the alternatives would have devastating con-
sequences for those who depend most upon Social Security for retirement in-
come and upon future workers.

e By starting to save now, we will help ensure Social Security remains as success-
ful as it has been in the past in helping to provide an adequate income for retir-
ees, disabled workers, and survivors without putting an undue burden on our
kids and grandkids.

If the investments do not perform as well as expected, will the program
still be solvent, or will people face benefit cuts or tax increases?

e Under the Guarantee Plus Plan, the trust funds are never exhausted even if
total returns are about one-fifth lower than what is expected.

e Since the Guarantee Accounts would be invested and drawn down over several
decades, annual fluctuations will smooth out over time and are expected to pro-
vide a sufficient rate of return to ensure solvency for 75 years and beyond.

Since the government would pay current law benefits regardless of the
Guarantee Account’s performance, wouldn’t workers have an incentive to
take too much investment risk and leave the government holding the bag?

e No. Investment options under the Guarantee Plus Plan would be required to
meet high standards for soundness and would be approved by the Board that
administers personal accounts, similar to the savings plan federal workers and
Congress enjoy. Workers would have a choice of a 60/40, 65/35 or 70/30 mix of
stocks and bonds. The investments would be indexed funds that diversify risk.
Therefore, workers could not gamble on individual high-risk stocks at the gov-
ernment’s expense. Also, though workers would receive their full Social Security
benefit regardless of the Guarantee Account’s performance, they would still
have to consider how their investment choices would affect the lump sum paid
from the account at retirement or the balance that could be passed to heirs in
cases of death before retirement.

Nature of the Guarantee Plus Plan

Won’t the Guarantee Plus Plan lead to substantial weakening of support
for Social Security, since some higher-wage workers would see little dif-
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ference between the payment from their Guarantee Accounts and the ben-
efit level to which they are entitled?

e No. The Guarantee Plus Plan will lead to even greater support for Social Secu-
rity, since workers at all wage levels would be better off than under current
law. Workers who collect benefits will receive a lump sum payment that they
may use as they wish. Workers who die before collecting benefits will have an
account to bequeath to their heirs.

e Higher taxes and lower benefits, the inevitable consequence of delay, would fur-
ther erode public support for Social Security, not only among wealthier tax-
payers, but also lower-income workers who would fare worst if we do not act
now to sustain promised benefits. Under that scenario, workers, retirees, or
both would be worse off than under current law.

Won’t the Guarantee Plus Plan expose retirees to unnecessary risk?

e No. The real risk is doing nothing. By foregoing proposals like the Guarantee
Plus Plan, we

Risk driving the system into insolvency

Risk not enhancing benefits for women

Risk not giving low-wage workers bigger savings accounts

Risk not strengthening the social safety net

Risk not providing retirees with lump sum payments to ease retirement needs

e The Guarantee Plus plan shields everyone from individual investment risk by
guaranteeing current law benefits regardless of how their investments perform.

e The plan requires workers to invest in broad equity index funds and high-grade
corporate bonds. These are not high-risk investments, especially over the long
term.

e Maintaining the current financing structure is much riskier, because benefits
must be cut or taxes must be raised to keep the system solvent.

Individual Impacts
Can the elderly and poor be taken advantage of under this plan?

o Absolutely not. The refundable credit is given to all workers electing to partici-
pate in Guarantee Accounts and must be invested with mutual funds and other
financial institutions meeting strict stability and soundness standards. More-
over, Guarantee Accounts must be invested in a diversified mix of equity index
funds and high-grade corporate bonds. These safeguards are designed to protect
workers who do not have experience with market investments.

o Regardless of the Guarantee Account’s investment performance, workers will re-
ceive their full promised benefits from Social Security.

Social Security benefits today are tilted toward low-income families. Won’t
the Guarantee Plus plan just maek the rich richer?

e No. The Guarantee Plus Plan ensures full promised benefits using today’s for-
mulas, so that it maintains the exact same protections for low-income workers
as the current system.

e The Guarantee Plus Plan contributes a larger percentage of wages to the ac-
counts of low-wage workers than to high-wage workers, enabling them to build
wealth more quickly. The Guarantee Plus Plan also gives low-income families
an opportunity to invest in stocks and bonds, many of which would have no
other opportunity. In 2000, only about 9% of families with income in the lowest
one-fifth of all households owned stocks and mutual fund shares, compared with
27% of households at all income levels.

e In addition, the Guarantee Plus Plan would help low-income workers, who tend
to have shorter life expectancy, to create wealth they could pass along to their
children if they die before receiving benefits. This would be in addition to cur-
rent-law survivor and disability benefits.

e Moreover, maintaining Social Security’s current financing structure would re-
quire large tax increases or benefit cuts. These tax increases or benefit cuts
Wouldlhurt low-income families the most. The Guarantee Plus Plan avoids that
entirely.

Won’t this plan hurt women, minorities, and other low-income workers
whose account contributions—amd thus balances at retirement—will be
lower?

e Absolutely not. The whole point of the Guarantee Plus Plan is that no one is
“hurt” compared with current law. The progressive benefit structure remains in-
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tact and the plan avoids the benefit cuts or tax increases that would particu-
larly hurt women and low-income workers the most.

e In fact, the Guarantee Plus Plan enhances benefits for divorced and elderly
women, who have higher than average poverty rates.

e The Guarantee Plus Plan also contributes a larger percentage of wages to the
accounts of low-wage workers than to high-wage workers, enabling them to
build wealth more quickly.

e In addition, all workers would be entitled to keep 5% of their account balance
at retirement or disability. Therefore, everybody will be better off under the
Guarantee Plus Plan and nobody will be worse off.

Since women and minorities are more risk averse, wouldn’t they be dis-
advantaged by lower account balances?

e No. First, low-wage workers will receive contributions that are a larger percent-
age of their wages than higher-wage workers. Second, all workers would invest
their Guarantee Accounts in a prudent mix of equity index funds and high-
grade corporate bonds.

e With promised benefits ensured, all individuals, not just the wealthy, can build
wealth without worrying about the risks.

Investment Safeguards

What will happen to Social Security if the stock market declines?

e Beneficiaries will not be affected, even if an individual retires during a market
downturn, because current promised benefits are paid regardless of individual
market returns.

e Depositing and withdrawing contributions over long periods of time (also known
as dollar cost averaging) is a proven way of building wealth and minimizing the
effect of short-term fluctuations in the private market. Moving toward a system
in which some benefits are paid for ahead of time will only improve Social Secu-
rity’s financial outlook.

Wouldn’t the large infusion of money into the stock market affect stock
prices?

e A General Accounting Office Report states that equity and bond markets should
be able to absorb the additional inflow without any significant long-term disrup-
tions of either market. This is because the annual deposits would be only a
small fraction of the equity and bond markets as a whole (1% or less).

e Government investment of the same funds, however, would very likely result
in negative economic effects according to the Federal Reserve Chairman, Mr.
Greenspan.

Efficient Administration to Control Costs

Won’t administrative cost hurt low-income workers with small account
balances?

e No. Under the Guarantee Plus Plan, administrative costs of the Guarantee Ac-
counts are limited to % of 1 percent per year (25 cents of every $100 invested).
Social Security’s actuaries say this is “reasonable” given how the accounts are
designed.

e Costs are controlled by: (1) utilizing current tax collection and benefit adminis-
tration systems; (2) keeping investment options and procedures simple and
straightforward; and (3) pooling account balances before they are allocated to
accounts.

Personal Accounts: Money for families when they need it most

How does the Guarantee Plus plan treat balances remaining in the work-
er’s account at death?

o If the worker dies prior to collecting benefits, the worker’s Guarantee Account
passes tax-free to the worker’s estate. Once the Guarantee Account passes to
a worker’s heirs, they are free to spend it as they see fit.

o Workers who retire or are disabled receive a lump sum of 5% of the account’s
balance when benefits start. The remaining balance is used solely to help pay
full Social Security benefits, both for the worker and his spouse. Balances in
a beneficiary’s Guarantee Account after both the beneficiary and spouse die go
to the Social Security program, just like “unused” Social Security taxes benefit
the program today.
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If the government effectively uses most of the account balance to pay
benefits, why should a worker care how this money is invested during or
after his working years?

e Depending on investment performance, the Guarantee Accounts may result in
the worker receiving larger retirement benefits than under current law. Also,
the 5% lump sum paid at retirement could be significant. It might pay off a
mortgage, buy a new car, or fund health insurance benefits.

e Also, workers who die before receiving benefits will have larger accounts to
leave to their heirs if they invest wisely.

Chairman MCCRERY. Thank you, Mr. Shaw. Next, the Ranking
Member of the Subcommittee on Trade of the Committee on Ways
and Means, a gentleman who has worked long and hard on the
issue of retirement security, particularly in the pension area, Mr.
Cardin.

STATEMENT OF THE HONORABLE BENJAMIN L. CARDIN, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF
MARYLAND

Mr. CARDIN. Well, thank you very much, Mr. Chairman. I have
a full statement that I will put in the record, and I will just sum-
marize it. Let me just say in response to Mr. Shaw, I also talk to
college students. I tell them that Social Security will be there when
they retire. I think our goal should be to make sure that Social Se-
curity is as strong for our children’s and grandchildren’s genera-
tions as it was for our parents’ generation. We shouldn’t be weak-
ening it; we should be strengthening Social Security.

Social Security is very important. It represents a core basic re-
tirement amount that is guaranteed for life, inflation proof, and it
will be there. It is not enough for a person to live on when they
retire, but it is a core amount, approximately one-third of their
final income. Forty-eight million Americans depend upon Social Se-
curity for retirement, for annuity and death benefits, and for sur-
vivor benefits. The current financial circumstances of Social Secu-
rity are not, as described by the President, in crisis or heading for
bankruptcy. I think we do a disservice to the Nation when we use
those terms. There are enough funds in Social Security to guar-
antee benefits for 36 years. We know that. We know that. It is not
the same challenge that we have in dealing with the budget deficit.
That is in crisis. Or the trade deficit. That is in crisis. Or our sav-
ings deficit. That is in crisis. Or financing of health care. These are
issues that do demand immediate attention.

I will tell my friend, Mr. Shaw, I am not so sure I want to be
there on the take-off, if we are going to have a crash landing on
Social Security. That is where I think the President is heading. The
reason that we are concerned about the President’s proposals for
private accounts within Social Security is that they would move the
program in the wrong direction. We want to move in the right di-
rection. It is hard to move in the right direction when you hasten
insolvency by 11 years by diverting money from the Social Security
Trust Fund. We want to work to strengthen Social Security. That
is a reasonable request for this Congress, to strengthen Social Se-
curity.



22

I agree with the Chair that it is easier to handle the issue now
than it will be 10, 20, or 30 years from now. Yes, we should be
talking about ways that we can strengthen Social Security. We
should be working, Democrats and Republicans, as Mr. Rangel has
pointed out, to deal with proposals that will strengthen Social Se-
curity. There have been proposals that have been made by both
Democrats and Republicans. I might say one of the first proposals
that we should act upon, that Democrats and Republicans have
talked about, is tell the trustees to act as fiduciaries and take con-
trol of the trust funds. Then you can use with confidence the 36
years that the money will be there, because the trustees will have
control over the money, and it won’t be used to commingle with our
other spending, and make it easier for us to spend it without pay-
ing for our current needs today.

That is one proposal that we all should be willing to embrace:
allow the Trustees to be fiduciaries. You tell me one fiduciary who
wants to invest solely in nonnegotiable government bonds. We
should talk about a diversified portfolio for the benefit of the bene-
ficiaries, with the trustees taking control of the funds. There are
other proposals out there that are bipartisan. We understand that
you need to increase savings in retirement. Former Congressman
Portman and I worked with other Members of this Committee to
provide more opportunities for people to have greater retirement
savings, particularly lower-wage workers. That is where our focus
needs to be. Yes, we can work together, Democrats and Repub-
licans, on these proposals that will extend the strength of Social
Security.

When you ask us to make Social Security less relevant to future
generations than it has been to prior generations, or to this genera-
tion, then I must tell you—I can speak for this Member—I do not
want to be a part of that. I want to be part of a solution that
strengthens Social Security and makes it just as relevant to future
generations so that we do have that guaranteed core retirement
benefit, so that we do have survivor benefits, and so that we do
have benefits for disability.

I am worried that when you head down a path and start to tell
Americans, you are on your own, you can provide for your own re-
tirement through private accounts, that we are going to com-
promise a program that has worked so well for this Nation. With
minor adjustments, and by working together, we can make sure
that Social Security is there for future generations. Thank you, Mr.
Chairman.

Chairman MCCRERY. Thank you, Mr. Cardin. Next is a Member
of the Subcommittee, and also a Member of the full Committee,
Sam Johnson from Texas. Mr. Johnson has a plan that he has in-
troduced. Mr. Johnson, you may proceed.

STATEMENT OF THE HONORABLE SAM JOHNSON, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS

Mr