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SOCIAL SECURITY TAX CUT

MONDAY, FEBRUARY 5, 1990

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 2:05 p.m., in
room SD-215, Dirksen Senate Office Building, Hon. Lloyd Bentsen
(chairman of the committee) presiding.

Also ﬁresent: Senators Moynihan, Riegle, Packwood, Dole, Dan-
forth, Chafee, Heinz, Durenberger, and Symms.

[The press release announcing the hearing follows:}

{Prees Release No. H-3, January 23,1990]

SENATOR BENTSEN ANNOUNCES HEARINGS ON SociAL SecuriTy Tax Cut; PROTECTING
SociaL Securrry SHouLb BE Top PRIORITY, FINANCE CHAIRMAN Says

WaSHINGTON, DC—Senator Lloyd Bentsen, Chairman of the Senate Finance Com-
mittee, announced Tuesday the Committee will hold hearings on a proposal to
reduce Social Security taxes.

Bentsen (D., Texas) said the Committee hearings on the proposal of Senator
Daniel Patrick Moynihan (D., New York) will be at 2 p.m. on Monday, February 5,
1990, and at 10 a.m. on Thursday, February 8, 1990 in m SD-215 of the Dirksen
Senate Office Building.

The proposal would involve a roll-back of the 1990 increase in Federal Insurance
Contributions Act (FICA), or Social Security, taxes. A larger reduction would take
effect on January 1, 1991, reducing the rate from its present law level of 6.2 percent
(plus 1.45 percent for Medicare) to 5.1 percent.

“In considering this proposal, my first priority is making certain that we never
have to cut Social Security benefits for future generations of Americans. That
means answering a lot of questions, and that's why I am calling a hearing of the
Finance Committee,” Bentsen said.

‘“Senator Moynihan has proposed a kind of fiscal surgery here. I don’t know
whether it can keep Social Security and the budget healthy, but I propose to find
out,” Bentsen said.

OPENING STATEMENT OF HON. LLOYD BENTSEN, A U.S. SENATOR
FROM TEXAS, CHAIRMAN, SENATE FINANCE COMMITTEE

The CHAIRMAN. The hearing will come to order. Last month Sen-
ator Moynihan certainly captured the national interest when he
proposed to cut substantially the current Social Security tax rates
and to return to pay-as-you-go status. He deserves a lot of credit.
He has put on the table an issue that can no longer be ignored. We
are running substantial def*~its in the budget and they are being
masked by a growing Social Security surplus.

The Social Security financing system that is now in place arose
out of some amendments that were adopted in 1977 and 1983. In
considering those amendments, the Congress and the Administra-
tion never really debated the issue of pay-as-you-go versus building

§))



2

up large reserves to pay the future retirement benefits of the baby
boomers.

Neither the experts nor the Congress nor the Administration an-
ticipated that Social Security reserves would build up at such a
rapid rate as has actually taken place. After the enactment of the
1983 Financing Reform Amendments, the Social Security actuaries
tried to project when the trust fund contingency ratio would reach
100 percent or a full year of benefits. They said 1994. Now they are
saying 1991. -

So clearly, the trust funds are in better shape than the actuaries
anticipated that they would be. They are projected to grow very
rapidly for the next quarter of a century.

"~ Today the Social Security system is sound. That is my number
one priority. The number one priority of this committee—and I am
sure the number one priority of Senator Moynihan—is to keep it
sound. I hope that today’s hearings will provide the members of
this committee and the American public with a thoughtful and a
thorough discussion of what kind of policy is best for Social Securi-
ty.

What policy will best assure that future beneficiaries will receive

the full benefits to which they are entitled? How do we ensure a

fair and equitable tax structure to finance that system?

I defer now to the ranking minority member for such comments
as he might want to make, Senator Packwood.

OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S. SENATOR
FROM OREGON

Senator PAckwoobp. Mr. Chairman, thank you.

I would wager that everyone at this table—Republican and Dem-
ocrat, conservative and liberal—comes to the same conclusion.
That is, we want to make sure that there will be sufficient money
available to pay the benefits that we are promising to Social Secu-
rity recipients.

If we guarantee that we will cut taxes now and in the future,
run the system on a pay-as-you-go basis, then, as more and more
recipients become eligible, it presumes that we will raise the taxes
in the future. I feel a little more comfortable about having a re-
serve now in the form of Treasury Notes to pay benefits in the
future, than in having a hope that we will raise the taxes in the
future to pay for benefits.

As far as surpluses being invested in Treasury bonds, I perfectly
understand that this money is not in a sock. It is in Treasury bonds
and the money is being used for the general purposes of Govern-
ment. But I would rather have had them, Mr. Chairman—with all
deference—in Treasury bonds over the past 8 years than in Texas
real estate. I fear——

The CHAIRMAN. We seem to have a lot of company on that nowa-
days. [Laughter.]

Senator Packwoob. I fear that had Social Security been able to
invest their funds in something other than Treasury bonds, they
would have done what many, many other managers of funds did,
including savings and loans. And we would have found ourselves in
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a situation where we had to bail Social Security out. We will not
have to do that to Social Security.

So, as long as the money is in Treasury notes and as long as the
U.S. Government does not renege on its Treasury notes, that
money is as safe as anything—and I emphasize again, anything—it
could be in. And if we ever do renege, it will not be on just the
Treasury Notes that Social Security holds. It will be on the Series
E bonds and the money that Prudential has invested and everyone
else hes invested. The country will have gone bankrupt. I hope that
day never comes.

But at the moment, Social Security has a safer investment than
anything else it could be investing the surplus in.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator Moynihan?

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN, A
U.S. SENATOR FROM NEW YORK

Senator MoYNIHAN. Mr. Chairman, briefly I would like to speak
principally to thank you, sir, for holding these hearings which I
would think of in a form of oversight hearings. There are other
committees that have oversight over Federal insurance programs
and savings and loan and institutions, for example, or Federal in-
stallations that manufacture nuclear weapons, for example.

We have oversight over the Social Security trust funds. And we
have taken this as a steep responsibility. As you recall, sir, and as
others here will do, in 1985 we found that the Treasury had disin-
vested—or prematurely cashed in $27 billion in Social Security
trust fund bonds and they had not told us. They had not told the
public trustees that were created by the 1983 Social Security
amendments. But we learned about it and we held hearings. It was
arranged that the trust funds would be made whole. We did not
just let it go by and figure it would work out for itself.

That was the first time, in 1985, when we began to see the accu-
mulation of trust funds coming up now very fast. At this point, as
gollll know, they are rising at $1 billion a week and heading for $3

illion.

So in the summer of 1988 your subcommittee requested the Gen-
eral Accounting Office and our distinguished Comptroller Gener-
al—Mr. Bowsher is here today—if they would look at this question
of what was happening to these surpluses and what should be done
with them. And we got a really great report.

As, Mr. Chairman, you will recall, January of last year the GAO
reported to us and they said, save the money in the only way it can
be saved—by buying down privately held Treasury debt-—or if you
are not going to do that, return Social Security to pay-as-you-go fi-
nancing when you have an adequate reserve.

In May and June of 1988 your subcommittee held hearings on
this subject. We heard, for example, from Robert J. Myers for 23
years the Chief Actuary of Social Security. He said at that time, it
is not going to be saved; go back to pay-as-you-go.
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And here we are. I would hope it would not come as any surprise
that we are holding these hearings. This issue has risen because we
have been systematically raising it for 3 years.

And lastly, if I can say, we begin to get some acknowledgment
out in the President’s budget—acknowledgment that the money is
now being used as general revenue—it is not being saved. But that
there should be established a Social Security integrity and debt re-
duction fund. But the problem with this fund is that we get integri-
ty after the next Presidential election.

Senator DoLE. Phased in.

Senator MoyNIHAN. Phased in.

Senator DoLE. Phased in integrity.

Senator MoyNIHAN. Phase in integrity. Yes, sir.

The Republican Leader has said it better than I. My friend, Sen-
ator Heinz, when confronted with an editorial description of this,
that what is going on is thievery—he said it is not thievery; it is
embezzlement.

And the very distinguished Senator Dole has just said we are
goin§ to have phased in integrity. I ask, can we have integrity
now?

I thank you very much, Mr. Chairman.

The CHAIRMAN. Senator Dole.

OPENING STATEMENT OF HON. BOB DOLE, A U.S. SENATOR FROM
KANSAS

Senator DoLE. Well, first, I would like to thank you, Mr. Chair-
man, for having this hearing. Senator Moynihan has started what I
think is a good opportunity to debate the issue of the Socnal Securi-
ty Trust Funds.

Some of us here today—myself, Senator Heinz, Senator Moyni-
han—as well as some of the people who will be testifying here
today were on the 1983 Commission. Our task was to rescue the
system. It now appears we may have over-rescued the system. But
in any event, we did the best we could.

I keep reading all about these taxes that were raised in 1983.
Well, I want to make one point clear—we did not raise taxes in
1983. Although we accelerated the 1977 rate a bit, there was not
any increase in payroll taxes.

One question the Commission discussed then was how big the re-
serve should be. Some said 100 percent. I thought it ought to be
bigger myself. But in any event, I think we succeeded in coming to
an agreement because of the work of the 1983 Social Security Com-
mission. At one point, the Commission almost collapsed. I recall
meeting Senator Moynihan on the Senate floor 1 day and we both
agreed we ought to go back and try one more time. And after some
period of time we finally came together. The President and Speak-
er O’'Neill came together as well, and I think that was very impor-
tant.

What has the 1983 Social Security Commission Agreement done?
It has restored confidence in the system to about 38 million Social
Security recipients, and that is the one thing we do not want to
shake. Social Security is all some people have. That is their only
income.
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While I certainly commend Senator Moynihan for starting a
debate, I do not know how many votes he has. It is pretty much
like my foreign aid proposal. I am ahead in the cloak room, but I
cannot get any votes on the floor. He may be in the same fix, but
he has started the debate. -

Let me first state that I do not want to add to the deficit. I do
not want to raise taxes and I do not want to cut benefits. I think
Senator Packwood may have stated that pretty well. If we ever
reach the point where we renege on the promise to always have
Social Security there for our seniors, we are in deep, deep trouble
as a nation. But this is an opportunity to possibly make some ad-
justments and I certainly commend the Chairman and Senator
Moynihan for starting this debate.

The Administration, I believe, does have a proposal. I think
members on both sides of the aisle have already talked with Mr.
Darman and others about some modification, so we do not wait
until after the next election to start setting aside the Social Securi-
ty trust funds.

I think the bottom line is, whatever happens, the reserves are
going to depend more on the behavior of the economy than on any-
thing we might do in Congress. The outstanding performance of the
Reagan economy is why I think we have had a pretty good surplus
build up so far. I think most people are pretty happy about the cur-
rent state of Social Security, and I just hope we can find some way
to underscore the confidence we have in the system. I, in fact,
think confidence in the system is growing. I do not find a lot of
support in my State for reducing payroll taxes. I think the Presi-
dent made it pretty clear in the State of the Union message that
he disagrees—not with Senator Moynihan personally, but only
with his proposal.

So we will start the debate and see what happens.

The CHAIRMAN. Thank you.

Senator Heinz?

OPENING STATEMENT OF HON. JOHN HEINZ, A U.S. SENATOR
FROM PENNSYLVANIA

Senator HEINz. Mr. Chairman, Pat Moynihan and I have sung a
duet on this subject for quite some time. What he has quite appro-
priately called thievery I call embezzlement. I thank you for a cap-
tive audience for us to be able to continue our brief performance.

The CHAaIRMAN. I understand that the difference was a class dif-
ference between thievery and embezzlement.

Senator HEINZ. Yes, I read that.

But the reason I choose the term ‘‘embezzlement” is because
what Congress has done is to embezzle the future security of Amer-
ica’s retirees. I say Congress because occasionally the implication
that this is something an Administration did gets brought into the
debate. The fact is that this is a practice that Congress legislated
and relegislated and has condoned ever since 1983.

It is clear to me that it is Congress’ fault for not having owned
up and admitted to this problem. We all had a little debate in No-
vember on the Senate floor where the Senate leadership was so em-
barrassed with the prospect of telling the American public the
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truth, that they did not want to face up to an amendment that I
and others wanted to offer which would have protected the Social
Security system and ended the deficit deception which has been
practiced.

Mr. Chairman, I am grateful that Pat Moynihan has performed a
service here in getting this issue on the right track. But I must tell
you that I am extremely concerned that the Moynihan proposal—
S. 2016—will wreck the entire train by derailing years of efforts to
ensure that the Social Security system remains sound.

I have three brief comments that I would like to make and illus-
trate, if I may, with some pictures. My first point has to do with
the deficit. The deficit we are reporting, of course, supposedly is
going down. The surpluses in Social Security are going up. But if
you look at the real deficit without counting Social Security sur-
pluses, it goes up and keeps rising.

The Moynihan proposal will almost certainly bankrupt the Social
Security system in short order. Now this, Mr. Chairman, is not my
own conclusion; it is from the charts and tables provided by the Fi-
nance Committee Staff that you have distributed to us all. Based
on an entirely plausible set of economic assumptions, table 32,
which we all have, shows that the Moynihan proposal would create
an annual and rapidly growing shortfall in the entire Old Age and
Survivors Program beginning in 1992 and will literally completely
pa?gggpt the system so it cannot make any benefit payments at all
in .

In short, those who support the Moynihan plan are proposing a
clear and present danger to the safety and soundness of Social Se-
curity and its present and future retirees.

The CHAIRMAN. Senator, would you limit your statement because
we have a long hearing.

Senator HEINz. Mr. Chairman, I have been trying to bring this
subject up in the Finance Committee and with your deference I
would very much appreciate——

The CHAIRMAN. Senator, I would be delighted to allocate time for
you as a witness if you would like it. But if you will, please——

Senator HEeINz. If the Senator would yield me 3 additional min-
utes I will be able to wrap up.

The CHAIRMAN. All right.

Senator HEINZ. Some will say that the more optimistic set of as-
sumptions are the right ones. Let’s look at these assumptions
before we accept them. They are based on inflation of exactly 4
percent every year for 10 years, in spite of the fact we know energy
prices will be going up; the purchasing power of the dollar down,;
an entire decade without a recession or even an economic slow
down; unemployment that never rises above 5.5 percent; and wages
that are increasing 30 percent faster than prices. In the face of
more and tougher foreign competition from EC and Eastern
Europe, I wonder who we are kidding.

Mr. Chairman, that is a world we would z!! like to live in. It is a
world we dream about living in, but it is not the real world as we
know it.

Therefore, my first point of concern about the Moynihan plan is
that it is nothing less than a sugar-coated poison pill for Social Se-
curity—the equivalent of the Medieval practice of purging the pa-
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tient with a disease by bleeding him to death. And it is the commit-
tee’s own numbers that prove it.

My second point is that this plan, which is very attractive initial-
ly *» individuals, splits the payroll tax cut 50-50 between individ-
uais and employers. But it is not at all certain that this same split
will apply to new taxes needed to make up this $55 billion deficit.

If we take Senator Hollings proposal of a 5-percent sales tax,
something like 90 percent of the money will come out of the pocket
of consumers. Something like 80 percent, if you go the increased
gas tax route, will come out of the pocket of consumers and work-
ers. So what appears good going into your pocket is not going to
feel too good when the money comes out.

To put it in the context of somebody who is a typical wage
earner earning $24,000 a year, going into the pocket is $240 per
year, but coming out of that person’s or family's pocket would be
$360 in the form of Senator Hollings VAT tax—or $401 in the form
of a motor fuels tax.

Mr. Chairman, I appreciate your forbearance of my making these
points. The fact that raising additional revenues to balance this tax
cut burdens workers and families and consumers so heavily is that,
of course, half of the $55 billion in cuts goes to business. Indeed, if
enacted it would be the largest business tax cut in history.

That really brings me to my last brief point. I have said that this
would be the largest business tax cut in history—a minimum of
$150 billion over 5 years for every type of business from McDonalds
to General Motors. But if we did it, it would mark the first time
where the Congress would knowingly shift a massive amount of tax
burden off of business and onto the shoulders of wage earners and
consumers.

The Moynihan plan is tax reform thrown into reverse. Mr. Chair-
man, we should reject the Moynihan plan because its sugar coating
hides a twin toxic menace—poison that will bankrupt the Social
Security system and burden the many to benefit the few.

Many of us think the right way is to remove Social Security from
the budget and many of us will try and do that.

The CHAIRMAN. The Senator’s time has expired.

Senator HEiNz. Mr. Chairman, my time has expired.

The CHAIRMAN. It certainly has. [Laughter.]

Senator HEINz. | thank the Chairman for his forbearance.

The CHAIRMAN. If the Senator would like another hour at the
end of this testimony, I would delighted to accommodate him.

Senator HEINz. I would move to revise and extend my remarks.

The CHAIRMAN. | had anticipated that.

Senator Durenberger?

OPENING STATEMENT OF HON. DAVE DURENBERGER, A U.S.
SENATOR FROM MINNESOTA

Senator DURENBERGER. Thank you, Mr. Chairman. | assure you I
have no charts. I have a thought or two and one suggestion.

First, I want to say that I think we all owe a debt of gratitude to
the voters in New York who have sent Pat Moynihan to the United
States Senate. He has never been reluctant to speak his mind and
the more controversial the issue, the more controversial he makes
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it. But he has also been willing to share with us some very positive
suggestions.

Seven years ago, as we all know, when the Social Security
system was in crisis and when things were so bad the Government
was forced to borrow from the Medicare hospital insurance trust
fund, it was Pat and Bob Dole and John Heinz and others who
have spoken here who helped make a difference. What Bob Dole
said here today about the security of our elders is important. Be-
cause not only if they are confident in Social Security but they are
confident in the other things, except Catastrophic, that we may try
to do in this committee.

The problem that, if I may say so, the problem we have with Pat
Moynihan is not of his making, it is of ours. We often do not hear
what he is saying because—n»t necessarily the folks here, but a lot
of people have come to understand that he is talking in terms that
many of us are not yet willing to come to grips with. The best
known example is welfare reform where he described for us dec-
ades ago something we finally go to. His problem was, he described
it when we were at the height of the great society and he could not
get it passed until we reached the depths of that same approach.

Pat Moynihan is a reformer who always comes too soon. Just like
a fixl‘(eman who gets to the fire 2 hours before anybody sees any
smoke.

So I for one welcome Pat’s proposal and I welcome these hear-
ings in particuiar. Because I think they give us an opportunity to
debate in front of the American public how to make the income se-
curity and the social insurance system of this country work for the
generations of current and future workers.

What is at issue here is simply the fact that today we are eating
our children’s seed corn. We priced them out of higher education,
out of housing, and out of health care so that all the rest of us
could have without paying for it. Now we have the gall to raise the
tax on their work—ostensibly to secure their retirement, but actu-
ally to spend it on ourselves—prolonging the depth of our current
debt—as John showed on one of his charts—and buying it with
their retirement taxes.

Mr. Chairman, I would suggest that our colleague is not talking
about cutting Social Security or cutting taxes or cutting the deficit.
He is trying to get his generation, our generation, to stop lying to
its kids about how much we are willing to pay so they can be
almost as well off as we. Ours is the first of 13 American genera-
tions which is about to leave its children less well off than we were
left by our parents.

Pat Moynihan knows that and it is time that the rest of us paid
him and our kids some respect.

The CHAIRMAN. Thank you, Senator.

Senator Symms?

OPENING STATEMENT OF HON. STEVE SYMMS, A U.S. SENATOR
FROM IDAHO

Senator Symms. Thank you very much, Mr. Chairman. I join
with my colleagues in my appreciation to Senators Moynihan and
Heinz and others who have lead this debate on proper accounting
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for the Social Security trust fund. And, Mr. Chairman, I thank you
for having these hearings.

I would point out to my colleagues that the General Accounting
Office report, which Senator Moynihan showed, on page 6 it says,
“In our view, the preferable course of action would be to make the
accumulation of Social Security trust fund reserves an economical-
ly meaningful process, one that represents net additional national
savings.”

Now, Mr. Chairman, I have introduced a bill that I think should
be an important part of this debate. I would hope that my col-
leagues would look at this proposal very seriously. It would provide
an economically meaningful process to actually put the increase,
where it would increase the national private savings rate for every
American family. My bill provides for establishing for every Ameri-
can worker a new account within the framework of Social Securi-
ty—a defined contribution account using the accumulated Social
Security surplus. Show the surplus fund chart, please.

These accounts would be substantially the same as President
Bush’s family savings accounts. But I would start the process by
putting the accumulated Social Security surplus—this portion
here—into each worker’s account. By putting the money in the
family savings account it would protect it from spending by the
Congress, which is what Senator Durenberger, and Senator g,leinz
and Senator Moynihan are talking about.

We are spending the savings on other projects, putting Treasury
bills or Treasury bonds in an account that someday will have to be
redeemed. I am suggesting you put it in each American’s account
so that it will not be able to be used or be able to be used to cover
up the Federal deficit.

The Social Security system is a so-called ‘“defined benefit pro-
gram.” I would not change that in any way. _

I also want to say to the President and others who have made
this very clear that I am not messing around with Social Security.
My proposal is to create an additional benefit within the frame-
work of Social Security to establish a defined contribution account
similar to what we, and others, and the Federal employees already
enjoy with the Federal Employees Thrift Savings Plan.

Now, Mr. Chairman, every American—they write this Congress,
they write all of us—they are in anger about their Social Security
taxes being used for other purposes other than savings toward
their own retirement.

I would just Tike to point out a simple example. Let me give one
simple illustration. Let’s see if there is any points there I do not
want to leave out. But I want to get this through within my allot-
ted time.

Take the average worker who earns an average wage today of
$20,400. That is the average wage of someone subject to the Social
Security tax. Let’s assume this person works their entire life—49
years until retirement—at this average, assume the average wage
grows at the real, adjusted for inflation rate of 0.5 percent per
year. That is a rather slow rate for wages to grow. They have often
grown faster in the past.

Under cuirent law the real Social Security benefit of this worker
will increace from $7,100 per year now to $13,272 in the year of the
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retirement of_the worker. That is a substantial increase from his
current defined benefit under Social Security as it exists today.

Now assume further that we take the Social Security surplus,
the point that I showed in_the other chart, approximately 2 per-
cent, and save it in a tax sheltered account as I have proposed.
Here is the benefit. At 2 percent it would be $37,000; at 5 percent it
would be $91,000; at 7 percent it would be $176,000. That is why I
have called this bill the Social Security Benefits Enhancement Act.

These additional amounts of savings available to the average
worker cannot be provided under the current defined benefit Social
Security law. The accumulated surplus is simply taken by the Gov-
ernment, as Senator Moynihan has stated so clearly, and used else-
where.

Mr. Chairman, this is manifestly unfair. Social Security actuar-
ies have assumed in all of their calculations of the Social Security
surplus that the trust funds accumulate interest on their Govern-
ment bond funds at the very low rate of 2 percent. The average
yield on the stock market since the mid-1920’s has been closer to 9
percent. The current yield on corporate triple A bonds is between 5
and 6 percent. This i1s not only doable, it is feasible. It would be
honest to the American people. It could be done.

The question will be, of course: What do you do about the deficit?
You do the same thing about the deficit you would do with the
Moynihan proposal and that is, you slip the target date for the bal-
anced budget from 1993 where it comes here if you take the Bush
line—and that is the Darman fund there—or if you take the Moy-
nihan line here, you have the budget balanced by 1995 and you
have taken all of this-accumulated savings and you start putting it
into private accounts.

Thank you very much. I hope the committee will seriously con-
sider this proposition.

The CHAIRMAN. Thank you, Senator.”

Senator Danforth?

OPENING STATEMENT OF HON. JOHN C. DANFORTH, A U.S.
SENATOR FROM MISSOURI

Senator DANFORTH. Mr. Chairman, Senator Moynihan has made,
I th(ink, two good points and come up with one idea that is not so
good.

The two points relate first to the masking of the deficit in the
Federal budget; and second, to the equity of the tax system as it
now exists. It is true that the surplus in Social Security receipts
does mask the deficit in the Federal budget and will until 1993
under current law.

This, I think, is regrettable. I think Senator Moynihan has done
a service by pointing out the seriousness of the budget deficit. We
talk a Jot about it here in Congress; we do not do very much about
it. We use, as we say, smoke and mirrors to try and conceal the
budget deficit. I think anything that can be done to highlight the
seriousness of this economic problem to our country should be done
and Senator Moynihan has made a contribution in that regard.

With respect to the equity of the tax system as it now exists,
again, I think a service has been done. We hear about reading lips
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and whatnot. I think that the notion that we get is that the tax
law as we created it in 1986 is set in stone. I would hope that it
would not be set in stone. I think that thers are some serious prob-
lems with the current state of the tax law. I do not see anything
that should be viewed as permanent or a holy rite in suggesting
that the higher your income goes the lower your tax rate goes.

That is now the case. Your marginal tax rate actually goes down
as your income goes up. I believe that the 1986 tax law was one
that discouraged savings and investment, encouraged immediate
consumption; and, therefore, I would hope that our committee at
some point would look at the tax structure from the standpoint of
equity and economic effect.

The idea that Senator Moynihan has put forward, I think, is not
such a good idea. Back in 1983 with a lot of difficulty, we put to-
gether a fix for the Social Security system. It was an intergenera-
tional fix. In doing this we could assure younger people that the
Social Security system would be there when they retired. I cannot
count the number of people who are 20 or 30 years old who come to
me and say, “Will it be there when I retire? I'm putting all this
money in.” N

We have been able to assure them the answer to that is yes, that
we did create a long term solution to the Social Security problem
when we passed the 1983 Act. Senator Moynihan’s proposal would
undo that 1983 fix. It would break the compact between genera-
tions that we created in 1983. And, therefore, I think it is not a
good idea.

The CHAIRMAN. Thank you, Senator.

Senator Chafee?

OPENING STATEMENT OF HON. JOHN H. CHAFEE, A U.S. SENATOR
FROM RHODE ISLAND

Senator CHAFEE. Mr. Chairman, would you object if I didn’t take
my full time? [Laughter.]

The CHAIRMAN. Senator Chafee, whatever you would like.

Senator CHAFEE. Mr. Chairman, first of all I believe that if the
Moynihan proposal were enacted, a jump in our deficit to over $210
billion would be extremely damaging for the country in many
ways.

Secondly, I am troubled by the provision in the Moynihan pro-
posal that in effect would have it on a pay-as-you-go basis. All of us
enjoy a tax cut, but it would be disastrous for the out years—the
amount that would have to be paid then. In other words, I see it as
moving from an insurance program to something else. It is an in-
surance program,; that is what it is. That would be changed.

So, for that reason I am not in favor of the Moynihan proposal,
but I think it is worthwhile for us to hear some of the testimony
and some of the light that will be shed upon the suggestion.

Thank you.

The CHAIRMAN. Senator Riegle?

OPENING STATEMENT OF HON. DONALD W. RIEGLE, JR,, A U.S.
SENATOR FROM MICHIGAN

Senator RiEGLE. Thank you very much, Mr. Chairman.
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I think what we are going to hear from our witnesses today helps
illustrate the dilemma that faces us. I am told that two of our most
distinguished witnesses—Mr. Ball and Mr. Myers—come out on dif-
ferent sides of this issue with respect to the Moynihan proposal.

I have not made a final judgment on it myself because I think
the problem is now so severe in terms of the looting of the Social
Security trust fund that an answer is needed. This may be the best
answer we can find. I am reserving judgment on that until we have
had a chance to study it in some detail.

But I think two points need to be made. They go along the lines
of a couple of the points that Senator Danforth just made. That is
that I think if you look at the changes in tax policy over the last
decade, the Reagan tax cuts are increasingly being paid for by
Social Security tax increases. You really have a tax transfer in
effect.

The inequity of that takes several forms. But one form is that if
you look at the overwhelming amount of the value of the tax cut—
the Reagan tax cuts, if you will—they tended to accrue to higher
income people. So on the one hand that is where a lot of the money
or the benéfit from those tax cuts went. Whereas, the increases in
the Social Security taxes, in part to replace that revenue, are in
effect coming from people who are basic wage earners for the most
part.

So we have had a replacement of the source of the taxes. That
replacement is hidden in a misleading way due to the way we cal-
culate the Federal budget deficit. So we are not honestly telling the
American people that that is what has happened here.

The second thing is this: The workers today, if we stay with this
plan, will be asked to pay twice for their Social Security. They are
paying now. Their money goes into the fund but it is not being pro-
tected. It is being taken out of the fund and spent for the normal
conduct of Government. It is being replaced by an 1.0.U. And then
down the line those same workers are going to be asked to pay off
the 1.0.U.s. So in effect they are going to be asked to pay for their
Social Security twice.

That is a profound change in what we have had in the past. |
think we have to find a way to put a stop to that. Maybe the way
we do it is revise our deficit targets. I think the fact that we are
working against the arbitrary nature of the Gramm-Rudman num-
bers causes us to go through distortions of this kind.

To ask workers in this country to pay for their Social Security
two times, rather than one time, which is the effect of the current
looting of the trust funds, I think, is just—it is wrong and it is
unfair. And by the time this debate is over and we get to the time
where we vote on the Moynihan proposal—and I know you have
said that there will, sir, be votes on that proposal—I think the
public will be fully educated.

As a result I do not think there will continue to be the masking
of the budget gyrations; and the dishonest accounting will have
been stripped away by then. I think that this will have a great
bearing on how this vote goes when it eventually comes.

But I want to say particularly to our witnesses—King, Bowsher,
Ball and Myers; and very particularly Mr. Ball and Mr. Myers—
that I for one appreciate very much their service on this set of
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complex issues as to how to make Social Security strong and secure
in the future. I appreciate the fact that they are appearing as
expert witnesses today.

The CHAIRMAN. Thank you very much, Senator.

As you can see from the preliminary comments, it is a very com-
plex issue as to whether we should develop it on pay-as-you-go or
follow the more traditional insurance pattern. It has also been
stated time and time again that Social Security is in excellent
shape and the surplus has been building even faster than the actu-
aries had anticipated that it would.

But in putting this hearing together one of the things I have in-
sisted on is that we get the very best expertise that we can have,
that we have people of integrity, a commitment to Social Security,
and people with experience in the field, and that we have varying
points of view.

I think today’s witnesses are superbly equipped to answer these
questions. Our lead off witness will be Gwendolyn King, the Com-
missioner of Social Security: and she is accompanied by Harry Ba-
lantyne, the Chief Actuary of the Social Security Administration.
Commissioner King will be followed by the Honorable Charles
Bowsher, the Comptroller General of the United States. His organi-
zation, the General Accounting Office, has prepared a most useful
study on the Social Security trust fund reserves and their implica-
tions for the economy.

We are also going to hear from Robert Ball who was Commis-
sioner of Social Security for more than a decade, serving under
three Administrations. And our final witness this afternoon will be
Robert Myers whose distinguished career with the Social Security
Administration covered close to 40 years, including some 23 years
as Chief Actuary.

I do not believe we have any more knowledgeable witnesses in
the nation on this subject than the witnesses we have brought
before us today. We are very honored to have them.

Mrs. King, if you would proceed with your testimony.

STATEMENT OF HON. GWENDOLYN S. KING, COMMISSIONER,
SOCIAL SECURITY ADMINISTRATION, ACCOMPANIED BY
HARRY C. BALLANTYNE, CHIEF ACTUARY, SOCIAL SECURITY
ADMINISTRATION, BALTIMORE, MD

Mrs. KinG. Thank you, Mr. Chairman. Mr. Chairman, if you will,
1 wouéd like to place the full text of my testimony in the record as
if read.

The CHAIRMAN. That will be done.

[The prepared statement of Mrs. King appears in the appendix.]

Mrs. KinG. | am very pleased to be here today to participate in
this hearing because I know this issue is of utmost importance for
our nation’s future. And, Mr. Chairman, if I may, I would just like
to commend you for holding these hearings so quickly. There are so
many people who are so very concerned about this issue. It is good
that we are taking the time early on to get these matters before
the public.

When you announced these hearings, Mr. Chairman, you said
you would be seeking answers to questions concerning Social Secu-
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rity financing. Let me say to you, as the Commissioner of Social
Security, I can honestly report to you that the Social Security trust
funds are in good shape. Last year alone our investment in U.S.
backed securities earned $13 billion, at an interest rate of 9.6 per-
cent. And that, sir, I would offer is a lot more than simply worth-
less 1.0.U.s. It is an investment backed by the full faith and credit
of the United States.

I believe very strongly that the American people need to be fully
aware of the current health of Social Security and its reserve, as
well as current legislative proposals and their impact on Social Se-
curity's well being. The Bush Administration and the Congress
share a solemn commitment to protect and preserve Social Securi-
ty. We want to assure its continued solvency, the integrity of its
trust funds, and the growing public confidence in the system.

The only question, of course, is: How do we best achieve these
noble goals? It was just 7 years ago that we stood on the brink of
disaster. Social Security trust fund reserves were nearly exhausted.
Since that time the system has made a remarkable turnaround, a
turnaround largely attributable to the courageous actions of the Bi-
partisan National Commission on Social Security Reform. And as
everyone here has noted today, four members of this committee
served on that panel as well.

We are on the right course, Mr. Chairman. Social Security has
for 50 years paid benefits every month on time to millions of Amer-
icans and we continue to provide prompt and accurate service. As
the program’s trust funds continue to build, public confidence in
the program grows as well. And much of the credit for this success
belongs to you, your colleagues and your predecessors.

Now, though, we are faced with the question: How do we keep
Social Security on that steady track? As the person mandated by
the President and the Congress to assure the health and well being
of Social Security, I believe major surgery at this time would be ill
advised. To alter Social Security’'s financing formula and abandon
our strategy for trust fund reserves at this time would have some
severe consequences.

But I am more concerned, Mr. Chairman, that in this debate
there have been some distortions. Two in particular are of concern
to me. The first is the charge about worthless 1.O.U.s. If I may I
would like to submit for the record in the interest of saving time
excerpts from a statement from May of 1938 by Mary Dewson, who
was an early member of the Social Security Board.

I think she addressed the issue of worthless 1.0.U.’s better than
any of us could when she said, ‘“These criticisms aim most of their
fire at the fact that the Treasury is directed to invest old-age insur-
ance funds in the U.S. Government obligations. This line of reason-
ing implies that it would be safer to hide the currency under a
mattress or to bury it in an old iron pot.”

And she goes on, “To call the government obligations purchased
for the old-age reserve account mere 1.0.U.'s gets nowhere. The
same thing could be said—and would be just as meaningless—
about every bank deposit, every insurance policy, every private se-
curity investment in existence.”

I submit this, if I may, Mr. Chairman, for the record.

The CHAIRMAN. Without objection.
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[The statement appears in the appendix.]

Mrs. KiNGg. Mr. Chairman, the other statement that I think
needs to have a little bit of amplification is the charge about pay-
roll tax regressivity. That argument ignores the fact that Social Se-
curity is a social insurance program with a benefit structure that is
highly progressive, and that it also pays benefits to people if they
become disabled or to survivors in the event of an early demise of a
working person.

So I just want to offer that to rebut a couple of those arguments
that we hear all the time.

Mr. Chairman, in conclusion, let me just say that I welcome this
debate. I thank you for the opportunity to participate in it.

The CHAIRMAN. Mrs. King, do not pay any attention to that
clock. You go ahead.

Mrs. KiNnG. Thank you. I believe that when people of good will
and noble intentions discuss important issues such as these at least
three positive developments can result. First, there can be a better
understanding of Social Security—and that means most of those
who participate in the program. Second, we will achieve stronger,
more effective protection for Social Security trust funds. I am confi-
dent of that. And third, at the end of the day, Mr. Chairman, I and
the 63,000 employees of the Social Security Administration stand
ready to continue to make this program work for the millions of
working men and women who have earned eligibility in it.

Mr. Chairman, members of this committee, Social Security is
headed in the right direction. We have stability. We have continui-
ty. We have the opportunity to assure continued security for gen-
erations. That is our goal and we are indeed achieving it.

Mr. Chairman, I would be happy to answer any questions that
you have.

The CHAIRMAN. Thank you.

Mrs. King, in the President’s State of the Union Address he said,
“don’t mess around with Social Security.” Now, if by that he
meant, ‘‘do not cut the benefits,” well then we are delighted to
have him as a part of the choir. A lot of us have fought for a long
time to be sure that we did not cut those benefits. But making an
adjustment in the Social Security tax rate could be something quite
different.

Mr. Myers, one of the foremost authorities on Social Security,
says that for a long time we did just what Senator Moynihan is
now proposing—ran the program on a pay-as-you-go basis. It served
us well for years. Mr. Myers contends that that would not be a
major, drastic change for Social Security, but rather a fine tuning.

How do you respond to that kind of an argument?

Mrs. KiNG. Mr. Chairman, I would suggest that going back to
pay-as-you-go puts us back on that same roller coaster we were
facing at the end of the 1970’s and the beginning of the 1980’s
when we did not anticipate that we would be caught with only 14
percent of the assets needed to pay a year’s worth of benefits and
we were frightfully close to becoming bankrupt.

I do not believe this is the time to go backwards. I believe we
must always look ahead. I believe that intentional or not the 1983
reforms did put us in a posture of moving ahead.
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The CHAIRMAN. Well let me make another point or two then. I
heard one of my colleagues saying all of this was the Congress’
fault. I do not happen to agree with that at all. I think there is
enough blame to go around. I think it is partially the Congress’
fault. I think it has also been the Administration’s fault, that is the
masking of the budget deficit. And I do not think either side has
lived up to the kind of discipline that should be exercised.

I heard my friend from Michigan talking about a change in the
burden of taxes. I was looking at some numbers over the weekend
which show that—and these are OMB numbers—the percentage of
tax paid, as related to the GNP, is more today than it was in 1980.
More today than it was in 1980. Moreover, the shift has been for
lower income people to pick up more of the tax—on a percentage
basis—than higher income people. And that has to give us some
concern as we look at these projections.

Would you care to make any comment on that?

Mrs. KiNG. Yes, I would, Mr. Chairman. I would only suggest to
you that as you look at that broader issue of where revenues
should fall you consider that changes to Social Security have
always come in the thoughtful context of the kind of expert discus-
sion that looks at the long term impact on the Social Security pro-
gram. Social Security has never been a program to lend itself to
short term fixes.

And certainly if we are talking about the broader revenue pic-
ture or even budget deficit reduction, Social Security should not
bear the burden of trying to solve all those problems. This is a pro-
gram that you know has been delicately handled over the years
and most of the amendments have come as a result of deliberations
by the quadrennial Social Security Advisory Commissions that
come together every 4 years.

I would suggest, Mr. Chairman, that even this year, since there
is a duly constituted quadrennial advisory council looking at some
of these very issues for Social Security, we would do well to await
their recommendations as well.

The CHAIRMAN. Well I think we are all agreed that we should
not see the deficit masked by Social Security surpluses. And I
think Senator Moynihan has provided a service in calling attention
to that. But my concern is what replaces the loss of revenue when 1
look at the overall budget. You could have a very substantial
impact there that would be of concern to all of us. That requires,
obviously, further probing.

I see my time has expired.

Senator PaAckwoobp. Mrs. King, in this argument about progres-
sivity and regressivity, you very carefully and correctly touched
upon the benefit structure in addition to the tax structure. It is a
very progressive benefit structure.

Would you like to comment also about the earned income tax
credit which was of course passed to give back to them the money
that they were paying for Social Security taxes.

Mrs. KiNG. Indeed it does, Senator. When we talk about revenue
burden falling on individuals we tend to look at FICA taxes, EITC
and income taxes. In this debate—and the reason that I brought it
up—is that the unfair comparison has always seemed to fall on
FICA taxes and income taxes. And it has been exacerbated by the
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fact that people have pointed to the amount of payroll taxes paid,
not only by employees, but also by employers.

So they have put together an illogical comparison of what ar em-
ployee and an employer pay for FICA with what an employee alone
pays for income taxes. But indeed full earned income tax credits
are available to workers who have a child and who earn up to
$10,730, I believe, a year.

Credits begin to be reduced by income for over $10,730 this year.
The credit goes up every year according to the CPI. And it supple-
ments a $10,700 salary to the tune of some $953. When all of that
is factored in, indeed we can see that there is some reduction of the
burden on lower income workers.

But again, when we are talking about Social Security I must
urge that you consider it as a program that also pays benefits. And
on the benefit side of things, lower wage earners do receive back in
benefits each month some 57 percent of what they were earning at
the time of retirement. And they get back everything they paid
into the system, plus interest earned, in 4 years.

Whereas, those on the higher end of the scale receive back in
benefits each month only 24 percent of what they were earning
and it takes approximately 7 years for them to get a return of what
they paid into the system, including the interest earned.

And I would also point out that Social Security does pay disabil-
ity benefits and pays benefits to survivors. It is not just a tax. And
that is the only point on which I have been trying to correct the
record. It is not just a tax. It is a social insurance program. And as
I have said before, we do not get monthly benefits from the IRS
when we retire or when we become disabled. The payroll tax is for
Social Security. So we must look at the program in its entirety.

Senator Packwoob. Well, the reason I particularly asked you
about the earned income tax credit is because 1 see stories fre-
quently in the press that talk about nothing but the Social Security
tax. The stories don’t mention the benefits or the earned income
tax credit, making it seem as if the lower income people were actu-
la;llykpaying all of the Social Security tax and getting none of it

ack.

Mrs. KiNG. I know.

Senator PAckwoob. And that may partially be the fault of the
way we account for things in the budget. The earned income tax
credit is not found in the same section as Social Security. But if
you mean: Do people earning roughly below $10,000 a year techni-
cally pay a Social Security tax? Technically, yes.

But do they get it back? Actually, yes, through the earned
income tax credit. But happen to be in two different categories.

Mrs. King. That is true. That is exactly right.

Senator PAckwoobp. Let me ask you a last question about pay-as-
you-go. You indicated even if we now to a pay-as-you-go system we
are only at about 75 percent of the reserves necessary to keep the
system going. Is that correct?

Mrs. KiING. Currently, that is right. And our estimates, if we use
the alternative II-B assumptions, are that it would be about 1991
before we have 100 percent contingency available. And for those
experts who believe—and I am not an expert—but I do too happen
to believe that you need probably about 150 percent contingency
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just to insure safety and that we do not go back to where we were.
We will not be there until 1993.

Senator Packwoob. Then all we need is 1 year of 8 or 9 percent
inflation and 1 year of recession and we are back to 1983.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Moynihan.

Senator MoyYNIHAN. Mr. Chairman, I thank Mrs. King once again
and welcome Mr. Ballantyne.

If I could just make two preliminary points. The bill that we put
in at the beginning of this session, as we said we would, will only
have a budget cost of $4 billion in this calendar year and next cal-
endar they are scoring it at $38 billion. That is just a clarification.

The other thing is to say that with respect to benefits, if we were
to go back to a pay-as-you-go basis, employees, workers today would
have that tax reduction for 25 years. We would not go back up to
the current rate until 25 years from now—2015—and they would
still get the same benefits.

But let me just ask you, you being the first person to come before
us in the Congress and the most appropriate person, to comment
on the President’s proposal in his budget to establish the Social Se-
curity Integrity and Debt Reduction Fund. Now without trying to
be clever here, I would assume that the President, by proposing
that there be a Social Security Integrity and Debt Reduction Fund
is implicitly suggesting what is going on now is something less
than integrity.

We have heard the word ‘“looting.”” We have heard the word
‘“embezzlement.” But no matter. Could you describe the plan?

Mrs. KiNG. Yes, of course, Senator. As you know, the current
downward glide path for Gramm-Rudman Hollings takes us to a
zero deficit in the unified budget in 1993.

Senator MoyYNIHAN. Yes.

Mrs. KiNnG. The proposal in the President’s budget continues a
zero deficit out into the future. Beginning in 1993, each year there
would be set aside and included in the budget outlays, an amount
of revenues eventually equal to the increase in Social Security
trust fund reserves. The monies so set aside would be used only for
buying down debt.

And the idea here is that you would create a fund which would
stand behind the investment, and that fund could not be used for
anything other than buying down debt. And the ultimate purpose,
of course, is to ensure a sound economy because it is only to the
extent that our trust funds can contribute to national savings and
investment and to building a stronger economy that we can reduce
the relative burden of future Social Security costs.

Senator MoyNIHAN. Right. And this would be what the GAO pro-
posed as the preferred alternative?

Mrs. KING. Yes. Well, I suggest again that within the context of
the current law—Gramm-Rudman Hollings—that downward glide
path to 1993—a set path—so many of the——

Senator MoyNIHAN. Could I ask you then when you get back—
and Mr. Ballantyne you sit down and get your pencils out—could
you tell us how much of the trust funds will be used as general rev-
enues between now and the time when you have a true balanced
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operating budget and all the surplus goes into the buying down
debt, if you follow me?

Because clearly you anticipate using trust fund revenues for gen-
eral purposes of Government between now and the final moment of
that plan. Which is out to 1996, is it it?

Mrs. KING. Yes. Because the original proposal will come in three
increments of 15 percent——

Senator MoyNIHAN. Could we get that information? It would
help the committee a lot.

Mr. BALLANTYNE. Sure.

[The following information was subsequently received for the
record:]

The following table shows the amounts of offsets to the deficits in the President'’s
1991 Budget that are attributable to the annual increases in the combined OASDI
and DI Trust Funds during fiscal years 1990-95. The figures for fiscal years 1993-95

reflect the effect of the Administration’s proposal to establish a ““Social Security In-
tegrity and Debt Reduction Fund.”

Fiscal year Amount (in billons)
1990 $62.0
1991 803

1992 93.1
1993 93.2
1994 107
1995 354

Senator MoyNI1HAN. Thank you.

The CHAIRMAN. Thank you very much.

Senator Dole?

Senator DoLE. I just wonder, as a practical matter, if you are get-
ting any reaction to this proposal. Are you getting any letters or
phone calls?

Mrs. Kinc. Very few, Senator. I did poll our 800 telephone
number. We have minimal response there—approximately 60 calls
that we could count as of Friday.

Senator DoLE. I think we have had two. The media plays this up
every day. They must be calling each other. [Laughter.]

No one is calling us, but maybe the media can call us and get our
numbers up. I think it was a slow day the Friday this story broke
and it was a slow weekend, and then Moynihan left the country.
When he came back he had all this firestorm created.

I seriously wonder if there is a lot of support for this proposal. 1
have had town meetings since it was introduced and I think most
people do not want to make any changes. I think, Mrs. King, that
is what you indicated in your statement. The Boston Globe was 7 to

Mrs. KING. Seventy-two percent of those polled in the Boston
Globe poll indicated they do not want to reduce pay roll taxes. The
other poll that we cited, the Wall Street Journal poll, indicated
that some 53 percent of the people polled did not want to lower
those taxes.

Senator DoLE. I think, following up on the very valid point made
by Senator Heinz, that if this bill passed half the cut would go to
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the employer—General Motors, Fortune 500. Have you figured out
how much employers might get back?

Mrs. KinG. Not in total. But what we have taken into account—
half, of course.

Senator DoLE. Well, half, yes.

Mrs. KiNg. What we have taken into account is that currently
no one talks about the fact that employers also write that off when
they file their income taxes as well. And the charge that that
money would go back to the employees has not held true yet.

Senator DoLE. I have been told that 60 percent of the benefits
would go to companies with 10,000 or more employees. That is a
pr(ﬁty good size business. So. I think there is that consideration, as
well.

In addition, if I understand the Moynihan propnsal correctly,
there is a tax increase involved in the out years. You do ultimately
have to raise the payroll tax.

Senator MoyYNIHAN. 2015 you move back up towards where we
would otherwise have been for 25 years.

Senator DoLE. Right. So, I think Senator Moynihan’s proposal is
something there are a lot of questions on. I am going to ask that I
might submit some questions for the record—we have a Clean Air
meeting going on in Senator Mitchell’s office—questions for Bob
Ball and Bob Myers and Mr. Bowsher.

The CHAIRMAN. Correct.

Senator DoLe. Thank you.

[The questions appear in the appendlx ]

The CHAIRMAN. genator Heinz?

Senator HEiNz. Mr. Chairman, thank you.

Commissioner King, the Administration’s proposal is certainly
complicated. If we were to devise something clearer, that made
sure that Congress did not continue to engage.in what Pat Moyni-
han and I have described as deficit deception, and which put the
Social Security trust funds in an appropriate status where people
could not get their hands on them for unintended purposes, do you
know if the Administration is wedded to the specifics of the so-
called Darman plan or is it willing to entertain a reasonable alter-
native to it?

Mrs. KING. Senator, I believe the Administration is open to every
reasonable alternative. I think Director Darman made that clear to
Senator Moynihan. I think he has made it clear every time he has
spoken publicly about it.

Our concern is protecting the trust fund and ensuring the contin-
ued sound financial footing that this committee, and the Congress,
and the Administration have seen Social Security on for the last 7
years. We simply do not want to go back.

And while I am not here suggesting that I will thereby cut a deal
with every great suggestion that comes to the floor, I am suggest-
ing that the Administration is willing to work cooperatively with
this committee and with anyone who has an interest to try to solve
this problem.

We must do it, again, in the context of protecting that trust fund
and certainly not adding immeasurabiy to the deficit that we are
struggling with. Because therein we undo all the good work we

could do.
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Senator HEINz. In my opening remarks I referred to Table 32.
Table 32 is provided to us by the Social Security Administration,
Office of the Actuary, dated January 31 of this year. It is an analy-
sis of the effects of the Moynihan plan on the Social Security’s net
increase or decrease in funds and on the funds at the end of the
year, assuming the adoption of the Moynihan plan——

Senator MoYNIHAN. And assuming Alternative III.

Senator HEINZ. Yes, I am going to get to that. As I read Alterna-
tive 3, starting in 1992 if we adopted the Moynihan plan, and if the
assumptions of Alternative 3 were correct or represented the most
likely scenario for the future—and that is another issue—is it not
correct that we would see net decreases in Social Security funds
every year beginning in 1992 on through 1998 in ever increasing
amounts?

Mrs. Kinc. That is correct, according to this chart, using Alter-
native III assumptions, Senator.

Senator HEiNz. Well let me—I have a couple of questions I want
to ask you.

Mrs. KING. The answer to your question is yes.

Senator HEINz. Secondly, is it not accurate—if I understand this
chart correctly—that again if we adopted the Moynihan plan that
the system would be totally out of funds sometime in 1998? Isn’t
that what the —6.1 billion means in the third column over from
the right? That there would be a negative fund balance.

Mrs. KING. Yes.

Senator HEINz. And therefore it would be accurate to say that
under these circumstances, if we adopted the Moynihan plan, the
Social Security system would not only be in common parlance
bankrupt, but you would be unable to issue a single benefit check
as long as there was a negative balance; is that correct?

Mrs. KinG. You are exactly right, under Alternative III assump-
tions, Senator. Because if the trust fund is in a negative balance,
the law does not allow for the Federal Government to pay those
benefits for us.

Senator Heinz. Now, obviously, then it is not Senator Moyni-
han's intention to cut off benefits to Social Security beneficiaries.
He has a very different objective, I think, which is to stop what he
calls thievery and I call embezzlement.

By the way, I would like to make clear, Senator Moynihan and
Senator Bentsen, for the record, the difference between thievery
and embezzlement just in case the Senator from Texas, I think,
said there is a difference that is the one that has been ascribed to
Senator Moynihan. It is this: Thievery is thought to be rather petty
and opportunistic and every day. Embezzlement usually deals with
serious sums of money and is thought to be a premeditated white
collar crime.

I notice that that describes members of the Congress and the Ad-
ministration better than it does the average working person. And
so I would only make the point, for the record, that while I think
the intent of our descriptions is met in either case, embezzlement
fits this crime better than other terms, notwithstanding a certain,
s}}:all we say, white collar versus blue collar differentiation between
the two.

Senator MoyNIHAN. Granted. [Laughter.]
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The CHAIRMAN. Senator Symms?

Senator Symms. Thank you, Mr. Chairman and Mrs. King. Do
you have any figures—and maybe Mr. Ballantyne might have
them—but comparing how a young worker would do on invest-
ments today at various rates of return if all of the Social Security
contributions could be saved in a defined contribution account?
That is the first question. .

The second question: Does a young worker who will retire about
35 years from now, do you project that they will get anywhere near
as good a deal as the current retirees are getting?

Mrs. King. Harry, would you like to respond?

Mr. BALLANTYNE. Okay.

Senator Symms, we do not have with us an answer to your first
question but we could look at that.

Senator Symms. I would appreciate it if you could get that.

Mr. BALLANTYNE. On the second question, the return would not
be as favorable for people who retire in the future as it is today
because of increasing tax rates. But considering only the employ-
ee's share of the tax, it would still be a favorable return for a
young worker retiring in the future.

We could supply figures for that as well.

Senator Symms. All right. Thank you.

[The figures follow:] -

ACCUMULATED VALUE OF A WORKER'S OASI CONTRIBUTIONS AT AGE 67, FOR A WORKER AGED 20 IN
1990 WHO HAS LOW, AVERAGE, OR MAXIMUM EARNINGS IN 1330-2036, FOR VARIOUS RATES OF
INTEREST

[¥n thousands)

o (evel of earmings

Annual niterest rate R S Sl td A —

Low Average Maumum

6%.... O $339 $754 $1,796
1 .. . L e 428 952 2,261
8. . . e i 548 1.218 2,800
9. L o e e e 110 1,577 3797
0. .. ... . e s 930 2,067 4924

Note Average earnrgs are assumed 1o be $21.537 in 1990 “Low™ earnings are assumed o be 45 percent of average earnings “Maximum”
earnings are the maximum earnings sudject to the OASI fax rate—$51,300 n 1330 Al levels of earnings are assumed o increase at an annual
rate of 59 peicent after 1990 The OASI tax rate for an employee 1s 56 percent i 1990-99 and 549 percent n 2000 and later

T Number of months to recover GASDI contributions,
Year of retirement «ele:m?lage S with wtesest =
Low Average Maxmym
1990 . . e e 65 48 67 86
2000 . . o e et s 66 8l 111 153

Notes

1 Contributions are accumulated at rates equivalent to the average effectve yeld on investments 1n the OASI and DI Trust Funds in each year

2 Future annual ncreases i earnings and benefits and the future annual wnterest rates are based on the alternative I-B set of assumptions in
the 1989 Annual Report of the Board of Trustees

3 Only employee contnbutions are considered i the above exampies

4 Life expeclancy at age 65 n 1330 15 181 monlhs for males and 227 manths for females Life expectancy at age 66 i 2010 s 181 moaths
for males and 230 months for females (The “normal relwement age,” or the earbest age at which full-rate benefils are payable, 15 66 in 2010)

Senator Symms. Mrs. King, I share your view about Government
bonds being secure investments. Even though I agree with that,
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would you agree with m.2 that Government bonds are promises by
Treasury to allocate tax dollars at some future date and they do
not really represent true capital formations such as what private
sector bonds do?

Mrs. KiNG. Senator, while that is true, it may not be the whole
truth in the instance of a Social Security trust fund. Because what
we would not—I don’t believe—want to see is the benefits of 39
million beneficiaries of Social Security today of the 70 million bene-
ficiaries expected at the height of the baby boom rising and falling
with the numbers from Wall Street.

When we talk about a safe investment we are talking about an
investment backed by the full faith and credit of the United States.
It is the reason that T Bills are owned, not just by individuals in
this country, but by banks and businesses and pension funds and
foreign governments as well.

Senator SymMms. But if you agree that they do represent an allo-
cation of tax dollars in some future year, don’t you have to agree in
part at least with Senator Moynihan that the surplus is really a
bookl;eeping device? Because at some point in time this has to be
paid for.

Mrs. KinG. Well it is as much a bookkeeping device as any bank
account is a bookkeeping device. It is not a situation where we take
the money and put it in an iron box and stick it in a closet or slide
it under the bed. But when you look at any investment, when you
look at any monies that you put away to earn interest, whether it
is in a Government insured bank account or some other invest-
ment, what you are doing in effect is expecting that investment to
grow.

And people who place their assets with U.S. backed obligations
expect their assets not only to grow but to be sate as well.

Senator Symms. Well I appreciate that. I want to ask another
question with the projections say to the 110th or the 112th or 113th
Congress will be facing say down the road 20 to 25 years from now.
What assumptions did you make with respect to immigration?
What would be the case? Did you assume there would be zero im-
migration?

Mr. BALLANTYNE. No, Senator Symms. We have assumed that ul-
timately there will be a total of 600,000 per year net immigration
into the country for our intermediate alternative II-B assumptions.

Senator Symms. And at what age group do you assume that those
people would be eligible? .

Mr. BALLANTYNE. Well, we have them at various ages. There are
some limited data on that, and we do have a reasonable age distri-
bution for those who are coming into the country as immigrants.

Senator Symms. Well it seems to me that if the immigration—if
the age of people that come in are workers, well you are going to
get a positive impact on the transfer payment in the system as it—
the immigration would be a very positive net impact. So that in
Senator Moynihan'’s bill oge of the differences between his proposal
and mine is that I give your trustees the authority to increase or
lower the FICA tax rate as needed to keep an 18 month fund bal-
ance for the current beneficiaries and current benefits that are
now in the system.
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He is assuming that you may have to have an increase at the
year 2010. But it seems to me like it might be possible that we
might get to the year 2010 and you would not need an increase.

Mr. BALLANTYNE. Well that is possible. We do not think it is very
likely under Senator Moynihan’s proposal that we would not need
it aro''nd 2010 or soon thereafter.

Senator SyMMs. You are assuming though that there will only be
600,000 people coming into the country.

Mr. BALLANTYNE. Right.

Senator Symms. And you are projecting what for birthrates? I
think my time is up.

Mr. BALLANTYNE. Well for the Alternative II-B assumptions it is
1.9 children per woman, which is about where we are today.

Senator Symms. All right. Thank you very much, Mr. Chairman.

Senator MoyNIHAN. May I simply say to Senator Symms and
Commissioner King that when you said that a banking arrange-
ment is just, you know, bookkeeping too. If a bank were to accept
deposits and spend those deposits entirely on the salaries of the of-
ficers of the bank, it would not exactly be saving your money
would it?

Mrs. KinG. No, Senator, it would not. But again, all I was talking
about was the bookkeeping.

Senator MoyNiHAN. That'’s right, bookkeeping. But we have run
into some of those banks.

Mrs. KING. Yes, in fact. And we did not exactly call them banks,
but we want to in the future.

Senator SyMms. Thank you, Senator Moynihan.

Senator MoyNIHAN.The Senator from Michigan, Mr. Riegle.

Senator RIEGLE. Thank you, Mr. Chairman.

I think another way to express that point would be in a private
company. Senator Moynihan, if a company took the retirement pro-
grem of the workers, that the workers were paying into, and took
and in effect looted the retirement program and spent it on other
things—the day-to-day operations of the business—and then later
on down the line the money was not there to pay the retirement
geneﬁts you would have something analogous to what is happening

ere.

And I must say——

Senator MoyNIHAN. It is what Senator Heinz calls embezzlement.

Senator RIEGLE. Yes.

Senator MoyYNIHAN. And what happens to people who do that?
This is not for you to hear Mrs. King.

Mrs. KiNnG. That is perfectly all right, Senator.

Senator RIEGLE. I thought Senator Heinz was revealing some of
his Harvard Business School training there when he used that
phrase; and maybe I was using my background from Flint, Michi-
gan when I used the phrase “looting” in terms of the——

Senator HEINz. The record ought to show that Senator Riegle is
no stranger to the Harvard Business School. But he has overcome
it. [Laughter.]

Senator RIEGLE. Thank you.

Mrs. King, I think you have an obligation to go bei):ond what you
have said here today. I say that respectfully. I think you have an
obligation to blow the whistle on what is happening here. Because 1
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think what is happening here is far more serious than the way it is
papered over. And it is not just the Social Security trust fund.

If you look at all of the trust funds that the Government man-
ages, we are systematically milking all of the trust funds today and
using the surpluses for other activities of Government and not
really facing up to it. We are reporting lower deficits. We are doing
that with respect to the Highway and Airport Trust Fund, the Mili-
tary Retirement Fund, and so forth. -

It just happens that Social Security is the largest area trust fund
where this is happening. If you look at the actual Federal funds
deficit, which I consider to be a much truer measure of our Federal
budget deficit year by year, for fiscal year 1990 the deficit is $270
billion according to this document put out by the Congressional
Budget Office. I assume that is not a strange number to you. And it
keeps rising as you go out in terms of the baseline—$273 billion in
1991; $280 billion in 1992.

I think you have an obligation not just to manage the Social Se-
curity fund properly from an actuarial and check printing point of
view and so forth, I think you have an obligation to understand
what is happening to the trust funds.

If the trust funds are being spent and replaced with an 1.0.U.
that the workers themselves are going to be asked to pay off in the
future, at some point I think you have an obligation to say that. It
is not just to run the machinery; it is to really take a look at the
question of whether or not we are creating a liability for workers
in the future.

It is very interesting—if you look at this chart. This chart has
been done by the Senate Budget Committee and it shows—in refer-
ence to a point I was making earlier—the effect of the tax law
changes during the 1980’s, from the period of 1980 to 1988. And
these 10 columns show each 10 percent of the income levels of the
people of the United States who have had their taxes either go up
or down. ‘

And as Senator Moynihan would know, if you look here, the
people who earn the least amount of money—the lowest 10 percent
of wage earners in the country—have seen their tax burden go up.
Then as you come across here, the second 10 percent group and the
third and so forth, you see up to the halfway point, all of those
families have had their net taxes as a percentage of family income
go up. And as you get out here into the high income levels, all the
way out finally to the final 10 percent, who are the highest income
earning families in the country, they have a very substantial tax
cut.

The reason that this chart looks this way is you have the basic
tax cuts offset by the Social Security tax increases. So we have a
very substantial redistribution of the tax burden going on in the
country where the people who earn the least, percentage wise, are
paying more and more taxes.

And if that were not bad enough, we have the problem of the
Social Security surplus being spent on other things and then need-
ing to be repaid in the future. And you have not said anything like
that here boda{.

Now I am all for people investing in Government bonds as well.
But if you are running an actual Federal funds deficit of anything
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above $200 billion, and approaching $300 billion, anybody who un-
derstands mathematics—and you folks are experts at it—has to re-
alize that somebody is going to have to pay that money back in the
future.

Now where is it going to come from? Who is going to redeem all
these 1.0.U.’s that you have in the drawer these days?

Mrs. KING. Senator, as you well know, under Section 201 of the
Social Security Act, we are required to invest dollars paid into the
trust funds in U.S. backed securities.

Senator RIEGLE. I understand that. But that does not relate to
the fact that we are running deficits at these levels.

Mrs. KiNG. And we are running deficits. And I would respectful-
ly suggest that budget deficits must be addressed. And the question
of what we accomplish through reducing Social Security payroll
taxes is something that we are facing by the discussion we are
having here today.

The question of what we do about budget deficits I think is a
very relevant one. That is the one that I have indicated to Senator
Heinz and to Chairman Bentsen and to Senator Moynihan that we
want to work cooperatively on. But I would suggest to you that the
American people understand their investment in Social Security,
which has paid benefits for the last 50 years, and which they have
seen work for their parents and their grandparents; they under-
stand that the changes made in 1983, in effect, were going to pro-
vide some partial intergenerational payment of what could be a
very steep bill in the future.

They were willing to do that. I do not think that is the part of
the problem that we need to focus our energies on. It is the other
part of the problem that is getting away from us. It is not Social
Security. ,

Senator RiEGLE. Well let just say one other thing, if I may, Mr.
Chairman. I will be very brief.

If you were to put a plain language insert into next month'’s
Social Security checks and also send it out to the wage earners that
are paying in their Social Security taxes now, and said, “By the
way, we in Social Security would like you to know that we are
taking the trust fund surpluses, we are investing them in Govern-
ment notes, and they are being used to pay the normal activities of
Government, totally unrelated to Social Security, and we are incur-
ring a huge debt in the future, and we want to be honest with you
and just warn you that you may have to pay twice. You are paying
in your Social Security payments now and we may very well have
to come back—as we are almost certainly going to have to—and
ask you to pay a second time in the future to redeem the 1.0.U.
that is owed to you in terms of your benefits.”

I think if you were mandated to put that disclosure in the enve-
lopes—and something like that needs to be sent out. People do not
understand this. It is too complicated. I think you have some obli-
gation to uncomplicate it. I say that not just to you personally. But
I think the Social Security Administration has an affirmative obli-
gation to help people understand what is going on here. I do not
think people presently understand it. I do not think they think
these funds are being drawn down that way and replaced by an
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I.O.U. which in many cases they, themselves, are going to have to
repay a second time.

I thank the Chairman.

Senator MoYNIHAN. Gentlemen, let's hear it for Ida Mae Fuller,
the first Social Security beneficiary. She paid $22 into the fund and
she retired in January of 1940 and collected benefits for 25 years.
That is what widows are like up in Vermont. [Laughter.]

Commissioner, we thank you so much for your coming. As
always, you have been open with us. You know you have a friend
and supporter in this committee. You are earning our confidence at
a rate accumulating as fast as the Social Security reserve itself.

We would like to hear as early—at your convenience and Mr.
Ballantyne's—your assessment of the money flows, cash flows, if
you like, in what we will call the Darman plan. Is that all right?

Mrs. KING. Yes.

Senator MoyNIHAN. Thank you very much.

Mrs. KinG. Thank you.

Senator MoyNIHAN. Thank you, Mr. Ballantyne. It is always
good to see you, sir.

Mr. BALLANTYNE. Thank you.

Senator MoyNIHAN. And now for our second witness, it is a very
special privilege for us to have the Comptroller General of the
United States, Mr. Bowsher; and Mr. Lawrence Thompson is with
him, who is the Assistant Comptroller General, and who was par-
ticularly associated in the preparation of the report which we men-
tioned earlier.

We welcome you, Mr. Bowsher and, of course, Mr. Thompson,
and would you proceed, sir.

STATEMENT OF CHARLES A. BOWSHER, COMPTROLLER GENER-
AL, U.S. GENERAL ACCOUNTING OFFICE. ACCOMPANIED BY
LAWRENCE H. THOMPSON, ASSISTANT COMPTROLLER GENER-
AL, U.S. GENERAL ACCOUNTING OFFICE

Mr. BowsHER. Thank you very much, Mr. Chairman. It is a real
pleasure to be here to discuss this very important issue. As you
know, we have been trying for 2 or 3 years to make well known
just how much masking is taking place with the Federal deficits.

In other words, we have been very concerned at GAO that we
are using so much blue smoke and mirrors in trying to convince
everybody that we are meeting the Gramm-Rudman targets that I
think we are doing the country a disservice. And last year, I put a
chart together to point this out to the Secretary of the Treasury—
the new Secretary of Treasury—and the new Director of OMB.

I pointed out to the two of them in November of 1988 that they
were inheriting a Federal Government—the Bush Administra-
tion—that was in much deeper financial trouble than what the offi-
cial records indicate. I also took along that day the OMB reports
from 1977 and 1981 and pointed out just how optimistic the official
figures looked when President Carter and President Reagan came
into office. So I said to them, the deficit is much greater than what
these official numbers indicate.

Now I have updated this chart for this hearing, and it is the next
to last page in my testimony. I would like to quickly walk you

32-393 0 - 90 - 2
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through that chart because I think to a great extent it describes
the problem that we are facing here today.

If you look at the top two lines you see the revenues, the outlays,
and next the total deficit. That is on the unified budget basis. You
can see that this is using CBO estimated numbers in the out years,
but it is using actual OMB numbers for fiscal year 1985, fiscal year
1986 and fiscal year 1989.

Now if you go down to the bottom line you will see the same
numbers. But then let’'s work back up. In other words, if you work
back up on fiscal year 1985, which was the year before our Gramm-
Rudman process began, we were using only $9 billion of Social Se-
curity trust funds as surplus in computing what the unified deficit
was. We were using $45 billion of other trust funds, as Senator
Riegle pointed out, so we had a $54 billion trust fund surplus in
total, which brought us down to that unified deficit of $212 billion.

Of course, that was the figure that worried everybody in the
summer of 1985 because it showed how big the Federal deficit had
gotten.

Now if you look across to 1989 you will see that our total deficit,
officially, is $152 billion. But again, if you work up you will see
that now we have $52 billion of Social Security trust funds; we
have 371 billion of other trust funds; and so by borrowing those
$123 billion we compute the $152 deficit; but we are really running
a $275 billion deficit, which shows that we have not really made
any progress on the Federal funds deficit, or what I call the gener-
al government operations deficit.

Now if you move to the out years where you see fiscal year 1990,
fiscal year 1991, fiscal year 1993 and fiscal year 1995, and if you
look at the Federal funds deficit line, you will see that in 1995, ac-
cording to the CBO figures, you will be moving up to a $303 billion
Federal funds deficit, but that would be masked by a $128 billion
Social Security surplus and $57 billion of other trust fund surplus-
es. You can see there that the other trust funds really are not
growing that much. It is really the Social Security trust fund that
is growing significantly. This results in a net or unified deficit of
$118 billion.

Now OMB, of course, presents the deficit somewhat differently.
They say we will be down to a unified balanced budget in 1993. 1
think it is important to emphasize, though, how much debt are we
going to add if we accept the numbers of the Gramm-Rudman proc-
ess. If we accept those numbers we are going to add about a trillion
dollars to the debt between now and 1993, going up to $3.9 trillion
in 1995. And if we accept the CBO numbers, we add about $1.5 tril-
lion. So we would be up to $4.5 trillion in debt.

Now if we were to pass your legislation we would add another
$300 billion. So you can see, many people focus only on what this
proposal would do to the deficit. But I think you also have to recog-
nize that we are on a budget reduction plan that is not really re-
ducing the budget as far as the general funds of the Government
are concerned.

As the debt is increases, we are also running the interest costs
up at quite an amazing pace. The interest cost in the Treasury
report for the year just ended is $240 billion. It is now the second
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largest item in the Federal budget. This $240 billion includes what
we owe to the trust funds, so we have to make that entry.

If you accept the numbers of CBO and add that $1.5 trillion of
debt you will see your interest costs go to $334 billion. It could well
pass the defense and all other items in the Federal budget. So 1
think the real problem we are facing here, and I think the one that
you tried to highlight with this proposal, is how poorly we are
doing on the budget reduction and on using the Social Security sur-
plus funds for real net savings.

We are not making progress and that is why I think we have to
solve this problem. In other words, 1 think that if we could get the
general fund of the Government in balance, then as Senator
Symms quoted from our report, we think the present plan to accu-
mulate reserves, as devised by the Commission in 1983, is a very
valid plan for the Social Security trust fund.

But if you are going to use this money just to pay current operat-
ing bills indefinitely ther. these figures indicate to me that you are
doing nothing more than using Social Security income to meet gen-
eral government operations.

Now, Mr. Chairman, I think that the concerns that we have ex-
pressed here and in our report do indicate that the real problem is
in the budget for the rest of the Government—in the general funds.
We would hope that this problem could be solved by a multi-year,
bipartisan, plan to reduce the budget deficit.

I am often asked the question: Would you have to look at the
revenue side? I do believe that if you have a deficit this large, it is
hard to exclude the revenue side.

I think, though, where we ought to start is with the Treasury
report last year which highlighted the increase of the major items
to $80 billion. What makes up the $80 billion? It's defense, it’s in-
terest costs, it’s health care, it's agriculture, it's the savings and
loan problem. What you had in there was a $10 billion surplus on
the Social Security income versus the Social Security outgo.

Mr. Chairman, I think these are the major points that we would
like to make. We would be happy to answer any questions any of
you might have.

4 [’Iihe prepared statement of Mr. Bowsher appears in the appen-
ix.

Senator MoyNIHAN. Well thanks a lot. No one has ever accused
you of ambiguity, sir. We appreciate that very much. Those are
devastating numbers and they just show us living off trust funds to
an extraordinary degree.

Can I ask two things? First of all, it does legitimately character-
ize your study for us last year that you said, save this money or go
back to pay-as-you-go.

Mr. BowsHEeR. That is right. Our first preference is to save the
money.

Senator MoYNIHAN. Is to save the money.

Mr. BowsHER. To buy down the debt, yes.

Senator MoyNIHAN. You could not have been more clear.

Mr. BowsHEgR. That is right.

Senator MoyNIBAN. As our Comptroller General, would I be fair
to suggest that you find it simply inappropriate to be using trust
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funds for purposes other than the trusts for which the trust was
created?

Mr. BowsHER. Yes. We put out another booklet this year recom-
mending a new way of summarizing the Federal budget because of
this concern. We think it should be split into three major catego-
ries—the general government operations, the trust funds, and the
enterprise funds—and still have the total column to show the uni-
ﬁedkbudget. But then you would see exactly what progress you are
making.

I think that would be full disclosure, which is what you really
want and what the average worker in this country expects when he
looks at a set of financial statements, whether it be from his com-
pany or from a bank or from the Government, I think.

Senator MoYNIHAN. He gets the full disclosure.

Could I ask you this. This may be just a little speculative. The
President’s budget has given us a Social Security Integrity and
Debt Reduction Plan which presumably gets to a completely bal-
anced operating budget by 1996. That is implicit as far as I can
see—a true balanced operating budget—-not counting Social Securi-
ty.
Mr. BowsHER. Yes, in the non-Social Security budget.

Senator MoYNIHAN. Yes.
Mr. BowsHER. I believe it still has the other trust funds in there.
Senator MoYNIHAN. Yes.
Do you think that is doable at the rate we are going?
Mr. BowsHER. Well the CBO, which is the organization for the
Congress that makes the projections on the budgets, would indicate
that you are not going to get there. In other words, they are show-
ing a Federal funds deficit of over $300 billion.

enator MoyNIHAN. Yes, $300 billion at the year—just before the
year we are supposed to be at zero.

Mr. BowsHER. That is right. Then you would offset that by $128
billion of Social Security trust funds and get down to the net.

Senator MoyNIHAN. But I would have thought—and perhaps you
- will give us an explanation—can we ask you, Mr. Thompson, to
give us an explanation of how you see the cashflows with this in-
tegrity fund. Because if the integrity fund is to be integrity-——

Mr. BowsHER. Well I think what they are——

Senator MoYNIHAN [continuing]. There would have to be an effec-
tive surplus of $128 billion at that point.

Mr. BowsHER. | think what they are trying to do is when they
get to a balanced budget—and they are basing it on the Gramm-
Rudman process is what they are doing—they are making the as-
sumption that they will achieve those targets. Then they are
making the assumption that they will gain the further surpluses
that would equal the Social Security trust fund and then what they
want to do is protect the Social Security surpluses at that point in
time.

The two major problems I have with that are that we are adding
so much debt between now and then——

Senator MoyYNIHAN. Another trillion.

Mr. BowsHER. Another trillion. Really another trillion and a half
before you really start to address the problem. I think that is a
very worrisome situation. Then you have to buy that debt down
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with Social Security trust funds surpluses and all. So you have
added another trillion and a half to the problem.

Senator MoyNIHAN. But you do agree that statistics prove that
the U.S. Government budget is always balanced 3 years from now.

Mr. BowsHER. That is the point I made to Mr. Darman and Mr.
Brady, using the OMB reports in 1977 and 1981, and that it always
looks good 3, 4 years out.

Senator MoyNIHAN. But it is true. It is always balanced in 3

ears.
Y Mr. BowsHER. That is right.

Senator MoyYNIHAN. It is just never now.

Mr. BowsHER. Yes.

Senator MoyNIHAN. Thank you very much, sir.

Senator Packwoob. Mr. Chairman, let me make sure I under-
stand what you want to do with the money. You would prefer not
to cut the taxes. You would prefer to actually keep the taxes and
invest them in something solid.

Mr. BowsHER. That is right. And with having such a large debt
that I think you get net savings by paying down on the debt.

Senator PAckwoob. You would have the Social Security fund buy
existing debt?

Mr. BowsHER. That is correct.

Senator PAckwoob. So that they would still hold Treasury notes?

Mr. BowsHER. That is correct.

Senator PAckwoobp. And presumably——

Mr. BowsHER. But this is the debt to the public. In other words,
you have so much debt out to the public, and if you finally got your
general budget in balance and you had surpluses coming in on your
trust funds, then you could literally buy down some of the debt
that the other people have bought in the public, including some of
the people overseas.

Senator Packwoobp. I hear what you are saying. But you are
going to have them buy existing debt, existing notes that are al-
ready out?

Mr. BowsHER. Yes. What you really would not do is refinance
some of the debt that you already have out there.

Senator Packwoob. Okay.

Mr. BowsHER. Yes.

Senator Packwoobp. So you are still going to presume at some
stage that whatever it is Social Security holds will be redeemed by
the Government whether they buy existing debt or not?

Mr. BowsHER. Absolutely.

Senator PAckwoob. Okay. That is what I thought.

Mr. BowsHER. Now I do have one worry that on that, Senator
Packwood. That is, if you continue on the budget glide path that
we are on right now and keep adding to this debt, then you have a
real problem down the road as far as making payments to the
people who want to get their money back on that, plus making pay-
ments to people on Social Security.

In other words, you do run into the problem that some people
have raised about the 1.0.U.’s because at some point it is going to
take an awful lot of financing to satisfy both the debt holders and
the people who have claims on the Social Security system.

Senator PAckwoob. Let me ask you this.
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Mr. BowsHER. So I am saying, that is why I think we have to get
our fiscal house in order.

Senator Packwoop. Let's assume theoretically that we cut the
payroll tax sufficiently; that we go to a pay-as-you-go system now
as well as for the next 20, 30, 40 years. At some stage in the future
you are going to have to raise taxes a whale of a lot to make the
payments.

r. BowsHER. You are going to have to raise taxes if you cut it
now to keep on.

Senator Packwoobp. In your opinion, which is more likely to
guarantee future Social Security benefits—Social Security holding
Treasury bonds, which every Treasury Secretary will say we've got,
and which we cannot renege or the United States credit will go to
hell—or a hope that future taxpayers would increase the taxes on
themselves to pay the Social Security benefits?

Mr. BowsHER. It is very hard for me to make a judgment on the
best timing for the tax. But I think the important thing is that if
we do not close this gap right now that we are digging that finan-
cial hole deeper and deeper.

Senator PAckwoop. I agree with you. Let me ask you one last
question now. At the moment, people say we need to raise the
taxes to finance the debt. Indeed Social Security taxes are taxes
and we are paying for the debt with these taxes. Let's say we went
to a pay-as-you-go system, eliminating the roughly $55 billion sur-
plus in Social Security taxes next year. If we keep it pay-as-you-go,
we increase our annual deficit. We just change the Gramm-
Rudman totals and borrow more.

Which would be better for the economy? Going to the pay-as-you-
go system now and simply increasing our borrowing, or keeping the
present system of collecting the surpluses and investing them to
reduce the current deficit?

Mr. BowsHER. Well I think if you do nothing but just reduce the
Social Security income then you are adding to the problem and
éhgn you are adding to the financial risk, I think, in financing your

ebt.

Senator PaAckwoon. Thank you very much, Mr. Bowsher.

Mr. BowsHEr. What I would hope is that this proposal could
force what the original intent was of Gramm-Rudman and that is
for the decision makers to come to the table, put everything back
on the table and solve the budget problem or come much closer
than we are now. That's really the real answer.

Senator Packwoob. Thank you very much. I appreciate it, Mr.
Chairman.

Senator MoyYNIHAN. Mr. Bowsher, may I just point out-—the
record probably should have this—that spring a year ago there was
the continued talk all over this Capitol, was that later in the year
we would have a grand accord, that it would—people downtown
said they knew they had a pretty hokey budget, but it was not
theirs really. The next one will be a real budget and it will come
about in the aftermath of a grand accord; and then no grand
accord occurred. Most importantly, none was attempted.

Instead, they looked at the Social Security surpluses and said,
“That is our answer.” Well, obviously, we do not think so. But I

thank you.



33

Senator Heinz?

Mr. BowsHER. If I could make just one comment on that.

Senator MOYNIHAN. Yes, sir.

Mr. BowsHER. | often say this is very similar to New York City.
A lot of people do not think it is because they think we have the
printing press. But you have to sell bonds before you run the print-
ing press. I think that what the Government needs is a jolt of some
sort to force this issue.

I think last year with the S&L crisis there would have been hope
that people would have recognized it. But what we did is exactly
what New York City did in 1973 and 1974. We moved operating
costs over and we sold bonds. In other words, just like New York
City balanced their budget by moving operating costs to the capital
budget, and then they sold bonds and said, well, look, we balanced
our budget.

That is what we did last year. When we closed up the books for
fiscal year 1989 and we also declared that we met the Gramm-
Rudman targets, it was all based on off-budget financing and phon-
ying up some of the numbers so that we could declare a victory.

Senator MoyNiHAN. Phonying up, did you say, sir?

Mr. BowsHER. Phonying up. That is right.

Senator HEINz. What is the difference between thievery and em-
bezzlement?

Senator MoyNIHAN. The grand accord is emerging despite.

Senator Riegle?
hSenat,or RIEGLE. Just for one minute. We tried very hard to avoid
that.

Mr. BowsHER. Yes, I know, Senator.

Senator RIEGLE. You testified very importantly before the Senate
Bank Committee.

Mr. BowsHER. Yes.

Senator RIEGLE. We tried to make sure that it was handled on
budget, that we got the lower financing costs. We got part of it
handled that way, although it had to be put behind us a year. But
for the lion’s share we were not able to win the support of the Ad-
ministration. So we did precisely there what is happening here—
that is, out of sight, out of mind. And in that case, there even was
a financing premium.

I thank the Chairman.

Senator MoyNIHAN. Thank you, Senator Riegle.

Senator Heinz?

Senator HEINz. Thank you, Mr. Chairman.

Mr. Bowsher, I would like to ask you a couple of questions about
the economic assumptions that we use to project the health of the
Social Security system. In my opening remarks I indicated that I
felt that there was a terribly high degree of optimism in the as-
sumptions that most people use, assumptions so- called II-B when
we talk about the health of the trust fund.

As I look at the assumption about real GNP all the way through
the year 2000, II-B assumes that there will be no recession and no
economic down turn. Would that be a correct characterization of
those tiny little numbers on page 25?

Mr. BowsHER. [ think that is correct.
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Senator HEINZ. Would you say that that is a realistic assump-
tion? What are the chances of going 12 years without either a re-
c;assi?on or an economic downturn? Would you say they are a little
slim’

Mr. BowsHER. Well I think if you look at the top there you see
the history of the previous years. You can see that we generally
run into a recession. It was amazing here in the 1980’s that we did
not. So what you would be banking on is another decade, literally,
of the same type of growth.

Senator HEINz. In that period, 1975 through 1987, as you look at
those numbers, how many downturns or recessions did we have? 1
see three of them—1975, 1980 and 1982.

Mr. BowsHER. That is about right, yes.

Senator HEINZ. Now obviously interest rates are rather impor-
tant. Alternative II-B assumes an average interest rate over the
next 10 years of 7.1 percent. By the way Alternative III, which is
thought to be a draconian set of assumptions by some, assumes an
interest rate of about 8 percent, and presumably the performance
of gross national product and interest rates does have a quite close
relationship.

As you look at the Table up above, how many times in the last 8
ears—that is to say between 1978 and 1987—how many times
ave interest rates been under 8 percent?

Mr. BowsHER. Only once. I think what you are seeing——

Senator HeEiNz. What year was that? Between 1978 and 1987,
wnen were they——

Mr. BowsHER. If I can read it right, I think it is 1978 or 1977.

Senator HeiNz. It is only in 1977.

Mr. BowsHER. Yes, 1977.

Senator HEINz. So the answer is: not once have interest rates
during that 10-year period been under 8 percent. Yet that is the
assumption of III. Would it be a fair or unfair characterization to
say that II-B, which assumes interest rates of practically a percent-
age point, given all the borrowing that you have talked about that
we have done over the last 10 years, would you say that interest
rates are likely to be closer to 7.1 percent or 7.7 percent or 8 per-
cent and above?

Mr. BowsHER. Well Paul Volker told me one time never to esti-
mate interest rates. So I think I had better take his advice. But I
will grant this, that I think with what you are looking at with the
pressures from the capital markets, to assume that you are going
to go down too much on interest rates I think is more hope than it
is——

Senator HEINz. Reality.

Mr. Bowsher—reality, possibly. Of course, I would also like to
point out one of my main concerns with some of the numbers that
the Administration uses in projecting the budget and the trends
there, because they are down there at 5 percent and I think we
should be realistic. I think, again, Senator Riegle would agree with
me, that one of_our problems last year on the S&L problem was
trying to get some realistic assumptions which were all tied to the
President’s budget submission the previous year.

I think again I would much sooner see on all these difficult situa-
tions realistic assumptions.
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Senator Heinz. I think all of us here agree. The reason this is so
pertinent is that if we get this wrong, the Social Security sysiem
goes bankrupt.

Now one last question has to do with something that is rather a
mouthful. It is called the ‘“real wage differential.” It is the extent
to which, annually, wages rise faster than prices. And of all the as-
sumptions that are pertinent to Social Security, the assumption
about the real wage differential is critical. Because if wages rise
faster than prices you do not have to be a Ph.D. in economics to
understand that more wages rising faster means more income,
lower inflation means less outgo.

May I have 30 seconds, Mr. Chairman?

Senator MOYNIHAN. Sure.

Senator HEiNz. In the II-B assumptions, my rough analysis is
that the real wage differential average roughly 1.4 percent per
year, either looked at from 1988 through the year 2000 or 1991
through the year 2000. Does that look about right to you?

Mr. THompPsoON. That looks about right.

Senator Heinz. Under III, what some people say are pessimistic
assumptions, it was about 0.5 percent—the real wage differential,
the grow of wages faster than prices. Is that about right?

Mr. THoMPsON. It looks about right.

Senator HEINZ. My question is: What was the growth of the real
wage differential for the 13 year period, 1975 through 1987?

Mr. THoMPsON. You may have calculated that. The period obvi-
ously of the 1970’s was very bad on this indicator.

Senator HEINZ. Yes.

Mr. THoMPSON. It has been better since 1982.

Senator HEINz. I get .57 percent for that 13 year period or very
close indeed to the III so-called pessimistic economic assumptions.
Does that look about right to you?

Mr. THOMPSON. Yes.

Senator HEiNz. Would you say that based on what we have
talked about—on interest rates, on GNP, on the real wage differen-
tial—which corresponds more closely to the future, if the future is
anyvthing like the past—III or II-B?

Mr. BowsHER. Let me let Larry answer and then I want to add
scmething.

Mr. THompsoON. I would say that 1II is probably closer to the situ-
ation as we experienced it in the 1970’s; and II-B is probably a
little closer to what we have experienced in the 1980’s and we hope
would continue to experience.

Senator HeiNz. But how can you say that since we have experi-
enced recessions, higher interest rates and lower real wage differ-
entials?

Mr. THoMPsON. Well in general III is closer to the situation in
the 1970’s. From 1972 or so up through 1980 or so.

Senator MoYNIHAN. For the time in the oil shock.

Mr. THoMPsON. Yes. And since we came out of the recession in
1982 we have had unusually good growth, probably actually a bit
better than II-B.

Senator HEiNz. Would you guess that oil prices are more likely
to go up than down?

Mr. THomPsON. I defer to the Comptroller General on that.
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Mr. BowsHER. Again, I do not make predictions on interest rates
or where the stock market is going or oil prices, Senator.

But I think that is true. What Larry said is, if you look at the
1970’s you do not get the more favorable pattern. That was one of
the reasons I think your Commission estimated lower than the
actual results you got as far as building up the reserves in the
1980’s. I think in the 1980’s we had——

Senator HEINZ. My time has expired. But would you supply for
the 1980’s, not the 1970’s, the real wage differential number?

Mr. Bov/sSHER. Sure, we would be happy to.

[The information follows:]

The -r2al wage differential is defined as the difference between the percentage
change in average annual covered wages and the percentage change in the average
e.nnual Consumer Price Index (CPI-W). The data found below were obtained from
tic Anaual Report of the Board of Trustees, OASDI for 1989 and the Office of the
Actuary, Social Security Administration.

The actual real wage differential (in percent) for the 1980s is as follows:

1980 -4.7
1981
1982
1933
1984
1985
1986
1987
1988

These figures average 0.91 for the period 1980-88 compared with the real wage
differential assumptions for 1989-1998 of 1.36 in Alternative 1I-B (intermedia.e) and
0.31 in Alternative III (pessimistic). For years after 1998, the intermediate and pessi-
mistic assumptions are 1.3 and 0.8, respectively.

The actual experience of the real wage differential in the 1980s was rather dichot-
omous. The early 1980s were characterized by poor economic conditions, including
inflation and recession. This is indicated by the large negative (—4.7) real wage dif-
ferential in 1980. After 1982 the economic recovery was characterized by robust
growth in real wages and much higher real wage differentials. The table below sum-
marizes the actual average real wage differential (in percent) for selected periods
within the 19%0s and the Trustees' assumptions for Alternatives II-B and III

|
(=
-
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ReEAL WAGE DIFFERENTIAL

History Assdmptions
1980-1988 0.91 Alternative I1-B:
1981-1988 1.61 1989-1998 1.36
1982-1988 1.90 after 1998 1.30

1983-1988 2.13 Alternative III:
1989-1998 0.31
after 1998 0.80

Senator Heinz. I might say, it is going to look very much like III,
not II-B.

Mr. BowsHER. Okay.

Senator MoyYNIHAN. | have a hypothetical question, but Senator
Heinz can answer it right here and now. If we go back to a pay-as-
you-go system based on Alternative III, do we have your support?

Senator HEINz. I would not like to take the chance, Mr. Chair-
man, with balancing Social Security on any knife edge.

Senator MoyNIHAN. Knife edge? That is allowing for the most
pessimistic prospect.

Senator HEINz. If we were to balance the—to premise the——
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Senator MoyYNIHAN. No, I said it is a hypothetical question. You
do not have to answer it.

Senator HEINz. Yes. And the answer is, if we were to go to pay-
as-you-go on III, my guess is there would be a 50/50 chance that
Social urity would go bankrupt within 10 years and that is a
chance I would not want to take.

Se.;lator MoyNIHAN. Do you really want to use that word bank-
rupt’ -

nator HEINZ. Yes.

Senator MoyYNIHAN. The Social Security system has never been

anywhere near bankrupt.
nator HEiNz. Mr. Chairman, you and I were on that Commis-
sion.

Senator MoyYNiHAN. The worst event would have been checks
would have gone out 3 days late. The system would continue to be
in place and Congress would have fixed it. .

Senator Symms?

Senator Symms. Thank you very much, Mr. Chairman.

Mr. Bowsher, I share your view that running a true surplus and
buying down the public debt would be superior to our current prac-
tice of whether we want to call it looting as Mr. Riegle did or thiev-
er{l ?is the Chairman said or embezzlement as Senator Heinz has
called it.

But I want to ask this question: Do you make any distinctions in
your model between an increase in the national private savings in
gontrast with the Government surpluses? Is that what—on page

Mr. BowsHER. Yes. Well, go ahead.

Senator Symms. No, go ahead. I'm sorry.

You make no distinction?

Mr. BowsHER. No, we do not.

Senator Symms. Okay. On page 6 you say, “A preferable course
of action would be to make accumulation of Social Security trust
fund reserves an economically meaningful process, one that repre-
sents a net addition to national savings.” Now some economists
argue that Government surpluses can cause a slow down in the
economy.

Do you agree with that?

Mr. BowsHER. Well I think in all of the work that we have done,
going back even to the original role we played in Gramm-Rudman,
that you have to be very careful to bring this down in an organized
fashion and not to bring it down too fast so that you can throw
yourself into a recession.

I think that the monetary policy and the fiscal policy has to be
kept together.

Senator Symms. Senator Packwood gave you a hypothetical
choice between paying off the Government bonds in the year 2015
versus raising taxes. Let me give you a hypothetical choice. Be-
tween saving for retirement with higher yield securities, such as
AAA rated corporate bonds versus low yield Treasuries, if all this
money that is in between these two lines were put into higher yield
AAA very secure savings, which way would the country end up
being the strongest in 35 years?
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Mr. BowsHER. Well, Congressman Porter has asked us to stud
his plan which has some similarities, I think, to your plan. I thin
it would be better, rather than me giving a quick answer here, to
study some of the features of your plan, if you would like, and to
get back with you.

Senator Symms. The reason I asked that question is that on your
Table I, I noticed that revenues from general taxes have increased
from $257 billion since 1985, but spending has only gone up $197
billion. Now that shows that we are on the track to get rid of the
deficit in the futyre.

But if I look to 1990 to 1995, when I look at those numbers, you
have made an assumption that spending goes up to $350 billion and
revenues up by $371 billion. So it is an increase in the rate of
spending. Are you assuming that the sequester process is not going
to work?

Mr. BowsHER. Now these are the CBO numbers. In other words,
we have just arrayed them here to show the interrelationship of
the unified budget with the trust fund surpluses. So we have not
made any assumptions, other than what they have made.

They do make the assumption in their numbers. The way they
have put their numbers together, they are saying that you will not
get to a balanced budget by 1993. That is right.

Senator Symms. That is CBO numbers?

Mr. BowsHER. That is CBO numbers. That is right.

Senator Symms. Are they assuming then there will not be a se-
quester?

Mr. BowsHER. They are just giving you the base line costs in
that. So they are not making an assumption one way or the other
of how the sequester would work out. That is right.

Senator SymMMs. I want to say one thing you said that I agree
with. You said that we really should not have ever had the seques-
ter and had all the sacred cows that did not get to participate in it.
It would have been much easier to make the thing work. I said
that, and I still continue to believe that, that it is possible to have
that program work and be very lack of pain to any one particular
group. Even in our modified sequester that we now have now, I
have not heard very much complaints about the 9 months that the
Government was under sequester last year.

Very little complaints. And if I were the President I think I
would call for another one this year and tell Congress to go on
home. It obviously would meet his targets and he would probably
end up about the same on the defense as he does on the other side.
He would have some real savings.

Mr. Chairman, there are many questions I would like to ask but
I think we are out of time. So I will save them and maybe send a
few of them by letter.

Senator MoyNIHAN. Please do. Because there is a particular qual-
ity of the Comptroller General that when you send them a letter
you get an answer.

Senator Riegle?

Senator RIEGLE. Thank you very much, Senator Moynihan. We
are fortunate to have this particular Comptroller General that we
?ave with us today. I think the country is well served by his ef-
orts.
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Senator MOYNIHAN. If I may just interrupt.

Senator RIEGLE. Yes.

Senator MoYNIHAN. The public might not know this, but the
Comptroller General serves one 15-year term and his pay continues
for life thereafter. He has no obligation or interest to say anything
but what he actually thinks.

Senator RIEGLE. And I think in the case of this particular indi-
vidual we got lucky. We got somebody who is outstanding profes-
sionally and who calls them as he sees them. That is of great value
to the country.

I want to try to take this issue to one more level of complexity,
Senator Moynihan, which I think you have helped frame more so
than anyore. We were discussing the other day—and as I am sure
Mr. Bowsher knows—that is that the median income in the United
States in real terms has really not changed in the last 15 years.
That is another way of saying that half the people who earn money
up to the median income level are right where they were as a
group 15 years ago. They have had no net gain in real incomes.

It is an astonishing fact. Because to have literally half of our
working families, in a sense, treading water for 15 years of bur-
geoning economic circumstances is really an extraordinary fact and
it is a very troubling fact because a lot of things have become more
expensive. Housing has become more expensive, health care, health
care insurance policies, college educations, things of that kind.

So a very substantial part of the working class of our society
have either been standing still or in many cases sliding backward
in their living standard over the last 15 years.

That relates very importantly, Mr. Chairman, to this chart. I
want to just take a second and go over it with you, Mr. Bowsher.
Because what this chart does is to show the changes in tax burden
on income groups in the United States over the last decade. It re-
lates directly to what is going on here in terms of this dishonesty
with the Social Security trust funds and the taxes that are associat-
ed with it.

What is so interesting is that you notice that over this 8-year
time period families at the lower income levels—and it is split in
10 percentage point categories—have actually seen their tax bur-
dens go up. And, in fact, the people at the lowest income level, the
lowest 10 percent of wage earners in the country, have actually
had the highest increase in tax burdens of any of the groups.

Whereas, if you come all the way across the income spectrum out
here to people that would include—I do not say this disrespectfully
to him but—Don Trump and others who are in the high income
categories, these are the folks that have had the best outcome in
terms of their tax rates going down.

I think, quite frankly, this is why you see Donald Trump buying
a bigger boat. No disrespect to him personally. But symbolically,
that is what you see going on. The prices of wonderful paintings at
Sotheby’s go up in the $10, $20, $30, $40 million price range when
finally the bidding stops.

Whereas, down at this end of the income scale an awful lot of
our working families are literally sliding backward and are being
asked to pay more. Now the reason they are paying more is the
Social Security taxes are going up. And the increased Social Securi-

—
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ty taxes are paying for the tax cuts in personal income tax rates
tﬂat have helped the folks out at the high end of the income scale.

And, in fact, if the capital gains tax cut goes through, which dis-
proportionately benefits people at the high income end of the spec-
trum, you are going to see these folks doing even better because
they are the ones who tend to have the greatest number of capital
gains at the highest dollar values. So you are going to have the sit-
uation where this group that is struggling just to hold their place
economically is, given these tax changes together, actually paying
for the improvement in the circumstances of those at the high
income levels.

Now if we leave this out of the debate we are not going to get
very far in deciding what we want to do with Social Security taxes.
Because if the tax increases on Social Security for folks at this end
of the scale are, in fact, being passed out to the folks at this end of
the scale because their total tax burdens have been reduced be-
cause of income tax cuts, it is just like taking the money out of the
hand of the pocket of the family that is earning maybe $18,000 a
year, two people working, and taking that money over and putting
it in the pocket of somebody who is earning $4 or $5 million a year.

Now we do it under the guise of collecting the money for Social
Security trust fund. But the fact of the matter is, we are not even
protecting the money in the trust fund. In other words, we are re-
placing one tax with another and using that money to fund regular
%{,)vernment operations rather than saving it for future benefits.

e are turning around and spending that money so the working
people down at the lower income levels who are paying all this
money into the Social Security trust fund will find that later on
they are going to be asked, in my view, to pay a second time, be-
cause somebody has to redeem all of these 1.0.U.’s. If it is not going
lt)("lll‘;e the working people in the country, who is going to pay the

ill’

Maybe we will shift the tax rates around at that point. But m
hunch is that a lot of that increase in tax later to pay off the 1.0.U.
is going to fall right back on that same family that right now is
struggling to try to get a downpayment together, send kids to col-
lege or what have you.

Now somehow or another, even though this is complicated, we
have to get this part of the discussion into the debate. Because this
is really the thing, I think, that Senator Moynihan has helped il-
lustrate, not just that the trust funds are being looted, in my
terms, and being taken off and used for a purpose for which they
were not intended; but in fact we are tilting the tax laws of the
country way off their axis and we are hurting working families—
who are finding it more and more difficult to get ahead.

Somehow or another they deserve a place in this debate. I hope
they will find a place. I mean, isn't that in effect what is happen-
ing here? Aren’t we seeing a replacement of one tax with another?
Isn’t that why these things are skewed this way?

Mr. BowsHER. Yes. I think that is basically right, Senator. I do
not know all the backup of those charts. But I think you are basi-
cally right. Some tax people would say that the rates have gone
down for the wealthy, but the amount of taxes being paid is higher
because they are no longer in those tax shelters and they never did
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pay 50 percent. So, therefore, you have to look at the amount of
taxes paid in addition to the rate.

But I think your point is still well taken. The wealthy people are
only paying Zg percent on their higher earning and you have had
the payroll taxes go up fairly dramatically here. I think it isn’t just
the people at the lowest end. I think it is the people who are in
that middle—the $40,000 and the $50,000. The truck drivers, the
auto workers, they are seeing as one Senator told me a lot of de-
ducts as they refer to it coming out of the pay checks. So it has
been a major switch. There is no question.

If I could make one more point.

Senator MoyNIHAN. Please, sir.

Mr. BowsHER. That is, when you think about what we have done
here with this money too on the trust funds and the way we have
run up this huge debt and this terrific interest cost that we have,
that we have really created a large transfer payment program that
nobody I think ever really voted for, of sending money out of the
Treasury, bringing it in llteralziy; from the workers and then send-
ing it out to the insurance funds to fairly wealthy people who can
buy Treasuries, who can buy bonds and that.

you have a situation here that I think eventually people are
going to focus in on too and that is, who is %etting the interest
income and who is paying the interest costs. I think that is one
thing you might want to give some thought to too here.

Senator MOYNIHAN. Yes. I can give you a number. It now re-
guli)res half of the personal income tax to pay the interest on the

ebt.

Mr. BowsHER. That is right.

Senator MOYNIHAN. As a transfer of wealth from labor to capital,
there can have been nothing like it.

Mr. BowsHER. I think that is the main reason that I would hope,
instead of waiting until 1993 or 1995 or 1996, that there would be
hope that your amendment or whatever else can do it, would force
the people into making the tough decisions on this budget. That is
what we have to do or we are going to keep getting deeper and
deeper into the financial hole.

Senator MoyNIHAN. Mr. Bowsher, we thank you very much, sir.
We hope to have you back. We are deeply in your debt, as are we
in Mr. Thompson’s debt. We recognize you as absolutely independ-
ent. You are the Comptroller General. You call it as you see it.
And as you see it, you do not like it one bit for the moment.

Mr. BowsHER. Right.

Senator MoyNIHAN. Thank you very much, sir.

Mr. BowsHEeR. Thank you very much.

Senator MoyNIHAN. Thank you again, Mr. Thompson.

We are now, in the interest of our audience and the occasion, I
am going to take the liberty of asking those two most distinguished
and eminent career officers of the U.S. Government, Hon. Robert
Ball, Former Commissioner of Social Security, and Hon. Robert
Myers, Former Chief Actuary, if they would come together and
form a panel, as they have often done in the past.

Mr. Ball, you are first in this sequence. Mr. Myers, you are
second. And since you have somewhat opposite views we will be all
the more instructed.
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STATEMENT OF ROBERT E. BALL, FORMER COMMISSIONER OF
SOCIAL SECURITY, AND CONSULTANT, SOCIAL SECURITY,
HEALTH AND WELFARE POLICY, WASHINGTON, DC

Mr. BaLL. Mr. Chairman, I think you are going to find that we
have agreement on a lot of facts.

Senator Moy~NIHAN. Your divergent view perhaps.

Mr. BALL. /And a difference on the prescription. I have forgotten
how much time you are allowing.

Senator MoYNIHAN. We are allowing as much time as you re-
quire. Just take your time. You have been there all afternoon.

Mr. BAaLL. Mr. Chairman——

Senator MoyYNIHAN. Not as much time as you could—I mean we
do not wish to test the extent to which you can talk about the sub-
ject of Social Security, but take all the time you want to.

Mr. BALL. Mr. Chairman, I would like to have my full statement
included in the record.

Senator MoyNIHAN. Of course. )

[The prepared statement of Mr. Ball appears in the appendix.]

Mr. BaLL. I will start at around page 4 of my statement and sum-
marize it as I go.

Senator MOYNIHAN. Sure.

Mr. BaLL. | find that as far as the fundamental question of pay-
as-you-go versus partial reserve financing that there are conditions
for either one that ought to be observed. And that under proper
conditions, either one is appropriate for Social Security financing. 1
am not saying that it has to be partial reserve financing or it has
to be pay-as-you-go. I am saying, if there is going to be partial re-
serve financing then we have to do certain things.

I would support partial reserve financing as the General Ac-
counting Office suggests only under circumstances where the
annual surpluses are saved. The most fundamental economic point
to make about all of this is that there is no way that we can avoid
supporting future retirees out of the goods and services that are
produced in the future. There is no way to change that.

So the only present actions that make any difference about our
ability to support them in the future, are actions that increase pro-
duction. A partial reserve financing plan, that is saved and is a net
addition to the unified budget—or a reduction in the deficit below
what it would otherwise be—does translate into savings and invest-
ment. That does have the potential if the rest of Government fi-
nances are handled correctly, of increasing the pool of goods and
services in the future, making it easier to pay for Social Security
benefits.

The cost of the Social Security benefits are still the same. It just
makes it easier to pay for them.

Senator MoyNIHAN. That is right. I am sure you would agree
with the statement that under the present arrangement—this is
Mr. Bowsher’s summary—these surpluses will have no real eco-
nomic meaning. And what you would want is for them to have a
real economic meaning.

Mr. BaLL. Yes.

Senator MoyNIHAN. Yes.
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Mr. BaLL. Doing partial reserve financing and spending the
money on the operating costs of Government as you go does not
make it any worse or any harder, but it certainly does not make it
any easier. Pay-as-you-go works just as well under those circum-
stances.

I would like to make a couple of points before getting to the con-
ditions I think ought to be attached to pay-as-you-go. There is
always in the media considerable discussion about the nature of
Social Security taxes as if they were inherently a bad way of rais-
ing money. They use the word regressive.

Actually, I think the way the money for OASDI is raised is ideal
for a social insurance system. Deductions from workers earnings,
matched by employers, up to the maximum that is counted for ben-
efits is a very good way to finance this system and it is progressive
when you take into account the benefit structure which has a heav-
ily weighted benefit formula.

And as I think Senator Packwood suggested earlier, if you also
take into account the earned income tax credit, the whole arrange-
ment is very progressive. But, by the same token, if you separate it
from the benefits and look solely at the payroll tax—the deduction
from workers’ earnings and matched by employers—and think of it
as a way of raising money for general purposes, then it is mildly
regressive and certainly not a good way to do it.

Senator MoyNIHAN. Yes.

Mr. BaLL. It is proportional to earnings for all but about 7 per-
cent of the workers in the country. But those above the maximum
all pay the same and income from capital is not included at all. So
it is no way to raise money for the general purposes of Govern-
ment.

So that leads to the conclusion that partial reserve financing is
desirable only if you are using the build up to actually increase
future production and that contrary-wise, borrowing the funds that
are developed by these taxes and using them for general purposes
is not a good idea.

On the other hand, I would like to suggest some conditions for
going to pay-as-you-go. My basic view is that pay-as-you-go is per-
fectly appropriate for a social insurance system, just as I think par-
tial reserve financing is under certain circumstances. It is more of
an economic question than a Social Security question.

But to go to pay-as-you-go for Social Security I would want to see
first that the size of the contingency reserve, which is necessary in
a pay-as-you-go system to take account of unexpected economic
change, is not just estimated to be enough in the future but is in
place. And I believe we need a contingency reserve with a real
cushion in it. )

When one considers the wrenching experience of the mid-1970's
and again in the early 1980’s when the country was so concerned
about Social Security financing, I think we should be leaning over
backwards.

Senator MoyNIHAN. One hundred fifty is the number you use in
your statement:.

Mnr: BaLL.-Yes, I would like 150 percent, before a move to pay-as-
you-go.
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Another point is that the Social Security taxes support more
than OASDI. The 1.45 percentage points that are dedicated to the
Medicare program out of the 7.65 percent total Social Security tax
is clearly not sufficient. And before cutting the overall Social Secu-
rity rate, I would like to suggest that after one got to an adequate
contingency level for OASDI that some thought be given to moving
part of the OASDI rate over to the Medicare program so that too
would be adequately financed.

Finally, Mr. Chairman, I would like to suggest that if one were
to move to cut the overall Social Security rate right away and not
take into account what I have suggested, but just go ahead and do
it, that there are three possible consequences.

One would be that in order to make up for the loss of income in
the unified budget that Social Security, Medicare or some other
programs of the Federal Government would have to be cut to come
out at the same place in the deficit.

The second would be, alternatively, to raise some other taxes.
Thirdly, you might just add to the size of the deficit. Or, it might
be a combination of all three.

I am assumiig that the third alternative of just adding to the
deficit is not acceptable. That is the problem that we are all deal-
ing with. So that to just cut Social Security taxes and let the deficit
rise, I do not think is really anything that Congress will want to do
or that the President would want to sign. So I am assuming it is
one of the others. Either other cuts or tax increases.

It seems to me these things need to be considered together. So
that as one considered moving to pay-as-you-go, if that were the de-
cision, I think in the same breath one has to consider what pro-
gram cuts, what tax increases elsewhere should accompany that, so
we are not faced with an unacceptable increase in the total deficit.

It is also possible that this idea of partial reserve financing has
enough merit and potential for increases in our future productivity
that we ought not to give up on it too quickly. For example, your
proposal and Senator Heinz's proposal of last year would move in
that direction of protecting those savings. In fact, it would do it—
not just move in the direction. And this new proposal in the Presi-
dent’s budget moves in the direction, albeit, perhaps too slowly.

There are other possibilities for modifying the whole present
glan of financing of Social Security. We now have in place—more

y accident than design—this huge build-up in the reserves of the
system and then its dissipation—cashing in the entire fund in
order to pay the benefits.

Instead of that, another possibility mignt be to have a tax in-
crease before the funds are all exhausted This huge huild up and
dissipation might make sense if the baby boom retirement costs
were of a one-time cost. I think that has gotten fixed in the public
mind, that its sort of a rabbit through the Python phenomenon,
which is not the case. The Laby boom generation brings the system
ftp a new level of cost that remains relatively flat on into the
uture.

So one possibility would be, say, to leave the 6.2 percent in place
until about 2020 and then you could raise the rate in 2020 to the
same rate that is in your current bill that we are discussing—7
percent—and that would see the system through without further
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increase to the end of this current 75 year period at least—through
2065.

I am not suggesting necessarily that any of these are the thing to
do. But I am suggesting that there is time to consider all of these
alternatives. Because if you accept the idea that you ought to work
the system up to at least 150 percent of the next year’s outgo
before reducing OASDI income, it should not be dene until some-
time between 1993 and 1996 in any event. And tliere is plenty of
time to consider whether pay-as-you-go or partial reserve gnancing
is the best policy for the country and plenty of time to consider
these other alternatives and what should be put in place if we do
go to pay-as-you-go to offset the loss of income.

Thank you.

Senator MoyYNIHAN. Thank you, sir. We wxll get back to some
questions that you obviously raised in our minds with your usual
clarity and generosity.

Mr. Myers, would you tell us your views on these matters. We
will put your statement in the record as if read, but you take all
the time you wish to explain to us that man is innately a sinful
and prodigal creature. [Laughter.]

STATEMENT OF ROBERT J. MYERS, FORMER CHIEF ACTUARY,
SOCIAL SECURITY ADMINISTRATION AND CHAIRMAN, COMMIS-
SION ON RAILROAD RETIREMENT REFORM SILVER SPRING,

MD

Mr. Myers. Thank you, Mr. Chairman. As Chairman Bentsen
said, the Social Security trust funds are now in very fine financial
condition. At the end of 1989, the balance in the funds was $162
billion. At the end of 1988, the fund balance was $71 billion higher
than we estimated that it would be then, in 1983 under the pessi-
mistic assumptions; and also $51 billion higher than the Alterna-
tive II-B estimates, which in my view are not overly optimistic.

So I think it is not fair to characterize the II-B estimates as opti-
mistic. They intend to hit the middle as closely as they can. Al-
though they do not show recessions, they also do not show times
when the economy is much better than average. For example, if we
look at the real wage growth, in the last 5 years it has averaged
about 2.0 percent per year. The assumption for the future is 1.4
percent in the II-B estimates. I do not call that being too optimis-
tic.

Now, as has been brought out, under present law if the II-B as-
sumptions hold we are going to build up a huge trust fund of some
$12 trillion and then dissipate it. And often people say that if cur-
rent cost financing is adopted, according to the tax schedule in
your bill, that means higher tax rates in the long run forever. That
is not the case. Under present law, if the benefits are going to be
kept as they are, and not changed, when the trust fund runs out,
you then go to pay-as-you-go financing and at exactly the same tax
rates as under your proposal.

So that is why I say that this proposal of yours, which I strongly
support, is not an unraveling of the 1983 legislative agreement. It
is merely fine tuning. There would be lower tax rates for perhaps
the next 20 or 25 years, about tlie same for about 10 years, higher
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for the next 10 or 15 years, but thereafter they would be the same
as required under present law.

I think that there are several disadvantages to building up a
large fund. If a fund were built up and maintained as Mr. Ball sug-
gested, the tax rate that would be needed at that point would ke
just about as high as the pay-as-you-go rate anyhow. So you will
not have achieved a great deal by building up a fund. The disad-
vantages against having a large fund are more of a political nature
than of a theoretical or actuarial nature.

One problem would result from the huge amounts of investments
involved, which could absorb a very large portion of the national
debt, or even all of it, and that would not leave sufficient for the
general investment market. Another problem might be that the
ready availability of funds for the General Treasury to borrow
would encourage excessive governmental spending. Yet another
problem is that the presence of a very large fund balance could
create politically irresistible demands for greatly liberalized bene-
fits on the grounds that “all that money is there, why not spend
it,"

Then, if benefits were liberalized, as you know, it is very difficult
later to cut back on them. So, when the baby boomers come along
to retirement age, the costs and financing problems involved at
that time would be that much greater.

I recently read a statement made by the late Dean J. Douglas
Brown of Princeton University, who was one of the key figures in
the development of the program in the beginning and over the
years. He was Chairman of one of the Advisory éouncils and so
forth. I put his statement in the record. I do not want to read the
;l(;ole thing, but part of it is very pertinent to our discussions

ay. -

Dean Brown stated, “If the system became an instrument of
fiscal policy, the precious confidence of the American people would
be undermined. The system in its own normal operation provides a
stabilizing factor in the American economy. But its primary pur-

se is to provide security to the individual American worker and

is family. It should not be distorted into a mechanism for the ma-
nipulation of fiscal balances.”

I believe that the time to return to a pay-as-you-go basis is now.
The fund balance at the end of this year will be almost exactly 100
percent of outgo, which in my actuarial opinion is sufficient to safe-
guard the system against any economic changes. And under your
bill, Senator Moynihan, that figure at the end of this year will alse
be very close to 100 percent—94 percent.

One thing that perhaps people do not realize when they criticize
pay-as-you-go financing is that the schedule that would be put in
the law today is not ‘“‘set in concrete.” The rates in the future may
go above those scheduled, or they may be lowered.

Furthermore, as you know, a stabilizer provision is in the law
that was introduced by the 1983 amendments to take account of
very bad economic times, when wages do not rise as rapidly as
prices. That stabilizer provision could help if we were to have bad
economic times in the future. I think that it needs a little more
fine tuning, but that general principle is fair. I think that people
wol ld agree that beneficiaries should not get larger increases than
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workers are getting, with the understanding that later on, as in the
law, any cost-of-living adjustments withheld would be repaid when
the trust fund built up once again.

This scenario of trust-fund bankruptcy under Alternative III is
one that just would not occur. Because, under a responsible pay-as-
you-go philosophy here is what would happen: Under Alternative
HI, it is true that, by 1999, if nothing were done, the fund would
run out of money. But the point is that, if a close watch is left on
the operation of the system—as the Congress and the Administra-
tion would do—and, by say 1993, the conditions in Alternative III
had eventuated, one could see that the fund ratio had fallen to 70
percent, and at the end of 1993, it will be 60 percent. It would then
be obvious that something would have to be done about the situa-
tion.

And what would be done is very simple. Just put in a tax rate as
high as in the present law, or even less than that, and this would
get the trust fund through quite satisfactorily. So, there really is
no danger that I can see, once you have built up a fund as large as
100 percent, if action would be taken in the next 2 or 3 years after
the potential problem is noted, there should never be any difficul-
ties.

In 1977, we had financing problems. At the beginning of 1977,
the fund ratio was only 50 percent. And the 1977 amendments, un-
fortunately, cut the safety margin too low for the first few follow-
ing years, and that is why the fund got into trouble in the 1980’s.

nator MoyYNIHAN. Is that what we did?

Mr. MyERs. Yes.

And the financing in the 1977 amendments was based on the in-
termediate estimate, but the conditions experienced in the next few
years were much, much worse, and there was not a 100-percent
fund balance to start from.

I believe that pay-as-you-go financing would increase public con-
fidence in the OASDI system because there would no longer be all
this talk, as some people here have mentioned, about thievery and
embezzlement. If the people see that the system is financed ade-
quately over the long run, and do not need to worry about the
money being spent for things outside of the Social Security pro-
gram, they will have proper confidence.

So, Mr. Chairman, I very strongly believe that the time has ar-
rived when the OASDI program should be rationalized, stabilized,
and made crystal clear by going to a pay-as-you-go financing basis
as has been proposed by Senator Moynihan. The system would then
be financed in a clear, visible, and understandable manner and
would be actuarially sound. Such a change would not endanger the
benefit rights of either current beneficiaries or those who will come
on the rolls over the long-range future.

At the same time, this would give the nation a better and clearer
opportunity to solve the problems with the budget and with the
savings capacity of its citizens.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Myers appears in the appendix.]

Senator MoyNIHAN. Thank you, sir. Thank you for bringing J.
Douglas Brown back into our counsel. You, of course, were present
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at the creation in 1934 and 1935. It is astounding how energizing
that period of American life was.

I guess I would like to ask a question of both of you— you have
identical interests and concerns here—and go back to that point of
Brown. It seems the sheer size of the present income flow just in-
vites being distorted into a mechanism for the manipulation of
fiscal balances, does it not? Don’t you feel we didn't quite see this
coming in 1983? -

Mr. BaLL. Senator, it seems to me that there is no way that you
can ignore the economic effects of this large an operation. I do not
think that you would want to deliberately plan the system on the
basis of changing from year to year as economic conditions change
in order to strengthen or cut back on the growth of the economy.

But I certainly believe that there is no way that you can or
should ignore the consequences of major changes in the Social Se-
curity income or outgo and its effect on the economy.

Senator MoYNIHAN. Well then can I ask Bob Myers—a=d then I
will get to our colleagues here—help me on the history. My impres-
sion is that what really walloped us in the late 1970's was that
prices ran ahead of wages and that is a very rare, if not unprece-
dented, thing. Isn't that right?

Mr. MyEers. That is correct.

Senator MOYNIHAN. A lot more than just a drop. I mean, unem-
ployment goes up a bit or down a bit. It is that, when we tied bene-
fits to prices and prices ran ahead of wages. I do not think that it
ever happened in our 50 years, had it?

Mr. Myers. Not to that great an extent. I think that there might
have been a few minor fluctuations.

Senator MOYNIHAN. A few moments, but it did not really surge. I
do not think, frankly, any of us absorbed what happened to us in
1973. 1 mean as Senator Riegle was saying, you know, median
family income in 1988 finally got back to 1973—that trebling in oil
prices in 1973 and, what, tgey doubled again later in the Carter
years. It just, you know, has rattled this economy to its teeth. But
we funded trust funds. .

Mr. BaLL. Let me say one thing about making estimates and the
future of the program. I agree with Bob that the II-B assumptions
are not unreasonable. I would tend to rely on the II-B assumptions.

But, when it comes to a question of safety—of making sure that
you have adequate reserves and that you do not have to raise taxes
when you do not want to raise them—and you want to be absolute-
l{l sure, then I would take a pessimistic view. Not because I expect
lt_ke 1pessimistic to be the one that happens. I think it is the less
ikely.

But I think for safety you might want to be thinking in those
terms or else have an exceptionally high trust fund reserve. I
would guess that probably 100 percent would turn out to be
enough.

Senator MoYNIHAN. But you would like 150 percent?

Mr. BaLL. I want safety. I want 150 percent to be absolutely sure.

Senator MoyNiHAN. Would you mind, your friend here saying,
that when one learned man says 100 percent and another learned
man says 150 percent, there are grounds for reaching agreement
somewhere in between?
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Mr. BALL. You mean you want to make it 125 percent?

Senator MoyYNIHAN. For talking.

Mr. BaLL. I would prefer 150 percent for complete safety.

Mr. Myers. Mr. Chairman, I would like to say that, if you have a
responsible pay-as-you-go system, this also implies that not every
year are you going to juggle the tax schedule around, but every 3
or 4 years you ought to look at it, see where you are going and pro-
ceed on from there.

Further, I would like to point out a little past history. If, in 1977,
we had had a fund ratio of 100 percent, and if we had a stabilizer
provision so that the COLAS would have been the lesser of wages
or prices, we would not have had the delightful occasion, I guess
you might say, of getting together the way we did throughout 1982
and 1983, when the National Commission on Social Security was
functioning.
| In other words, the system would not have had a financial prob-

em.

Senator MoyNIHAN. No. That stabilizer is an important issue.

My time is up. Senator-Symms?

Senator SymMms. Thank you, Mr. Chairman.

I want to thank both of you for your tireless efforts to try to help
this committee understam{ this important program. You both have
been very helpful to all of us. I have two questions.

I wanted to ask you first, Mr. Myers, when you discuss the op-
tions before Congress, if scenario IlII, the pessimistic view occurred,
let’s put it a little bit differently, isn’t it true that we also get into
fiscal trouble if the equally likely scenario I, the optimistic comes
to pass? Because in the 1980’s have been closer to scenario I than
they have to scenario III and that is part of the reason why we are
here today talking about what to do about this surplus.

Now, please, if you would, comment on—you may not be familiar
with my proposal. But I allow in my proposal for the Social Securi-
ty trustees to annually appraise where they are and adjust the rate
of the trust fund contributions. Now I happen to want to measure
this on the conservative side so I have 150 percent, or 18 months,
in the fund to protect the benefits of current benefits before any
money can go into the defined contribution accounts.

Would you comment on the ability of just allowing for Social Se-
curity trustees to just adjust that rate annually? And then I will go
on with the second part of my question. Maybe I should do that
first and you both want to comment on both questions, because
they are linked together.

This program, I have designed it around the pay-as-you-go level,
as I said, but with an 18 month average. Do you see any philosophi-
cal objections to using the excess tax revenues between now and
the year 2015 to start funding a new defined contribution supple-
ment to the basic Social Security pensions in view of the fact that
the defined contribution feature is one of the most popular ones in
all the private pensions as well as here in the Federal thrift sav-
ings plan, in the Federal employees?

Now I have two questions out there so maybe you could take a—
number one is: Do you have any objection to letting the trustees
adjust this on an annual basis?
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Mr. MyeRrs. Personally, I would have no objection with that.
However, I would go a little further and do something that was
contained in a memorandum to the National Commission on Social
Security Reform. 1 would change the tax rate on an automatic
basis. When the trust-fund level got above a certain figure, the rate
would be cut back, or vice versa.

Senator Symms. Right. In other words, you would just kick it
back to the taxpayers, so to speak.

Mr. MyEers. The objections to that sort of a proposal always have
been that the Congress does not want to let other people decide the
tax rates. I think that Congress certainly could not want to give
that authority to the trustees unless the procedure was a complete-
ly automatic one, like raising the maximum taxable earnings basis.
Although the Administration does that, it is done on a purely
mathematical calculation, and no judgment is involved.

On your second point about defined—contribution plans and
using any ‘“‘excess’ taxes for that purpose, I think that defined—
contribution plans are fine. They are growing. This is a way for
small businesses especially to have pension plans. I would prefer,
however, to see the entire process in the private sector. In other
words, lower the Social Security tax rate to a pay-as-you-go basis
and then strongly encourage people to use that extra money which
they have for a defined—contribution plan.

Senator Symms. Rather than having a mandatory program like
this would be?

Mr. MyERs. Yes.

Senator Symms. Mr. Ball, would you want to comment on those
two questions?

Mr. BaLL. Yes. I can hardly think of anything that would be
more disturbing of people’s confidence in the Social Security
system than annual adjustments in the tax rate. We now have a
situation where the last tax rate schedule has taken effect—6.2
percent. It is estimated by the trustees under the middle range esti-
mates that both Bob andy I are supporting as the most likely, that
that would last until 2047. That is security. That is the sense that
the program is soundly financed.

Senator Symms. That is stability.

Mr. BaLL. If you start every couple of years changing that rate
up, down and around, I think that would be very, very disturbing
to people. Business could not count on what the rate was going to
be and the individual could not count on it. And it would look as if
the system were continually unable to plan. So I would very much
oppose that.

On the other one, I would agree with Bob that I would rather
keep defined contribution places entirely in the private sector.

Mr. Myers. May I add one thing? I think that, if there were an
automatic-adjustment procedure such as we were talking about, it
would not necessarily mean that the rate would have to changed
every year or even every 2 or 3 years.

Senator Symms. Right.

Mr. Myers. If a good mechanism was present, it would not be so
sensitive that every year the tax rate would change. But rather, as
in Senator Moynihan’s proposal, if conditions were right, as I show
on a chart at the end of my testimony, the trust fund ratio stays
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between 100 and 120 percent throughout the next 75 years. Of
course, the experience is not going to be exactly that waK, but it is
conceivable that the rates in the schedule would never have to be
changed.

Mr. BALL. The rates in the schedule are one thing. But the sched-
ule itself changes in the Moynihan bill. I thought the question was,
how would you feel about making changes as you needed them; and
!t)hat might occur fairly often if you were on a real pay-as-you-go

asis.

Senator Symms. I see I am out of time. But one point I would like
to ask both of you, if I could, just for 10 seconds, Mr. Chalrman is
on the question of immigration.

Senator MoyNIHAN. Sure. Of course.

Senator Symms. It always appears to me that the Social Security
Administration underestimates the numbers of people that are ac-
tually coming into the country and are working. I have often made
the comment that why not be a little more liberal on viewing what
our immigration policy is if we really get into a problem, and bring
in more younger workers to help the rest of us as we reach retire-
ment age, to pay into the system.

Isn’t it a fact that more and more people are coming in seeking
good jobs in the United States, more so than the numbers would
indicate? I mean the dollar numbers indicate that somebody has
got these jebs and are paying taxes.

Mr. MyeRrs. I agree thoroughly with you on that. I do not like to
play Monday morning quarterback with my actuarial colleagues at

_the Social Security Administration, whose assumptions I generally
support. But one point I have made frequently in the past is that |
think that they have understated the immigration assumptions.
Because as I see it, if fertility is at the low level of 1.9 births for
women, when a 2.1 rate is needed to replace the population, how
that is done is by immigration.

It seems to me that, when the assumed fertility rates are low-
ered, the immigration assumption should be increased. I certainly
agree that, over the long run, we are either going to have a higher
birth rate, or we are going to have more immigration.

Mr. BaLL. I agree. I think that the actuaries have recently raised
their estimates of what immigration would be. And, of course, they
only are making estimates, they are not trying to decide the policy.
They are trying to guess what is going to happen. I think the
600,000 they are using probably is low.

Senator Symms. Well except that a Government Agency is not
supposed to admit that there might be some illegal entrance into
the country. I suppose that is the problem.

Senator MoYNIHAN. Now, now, now, now.

Mr. BaLL. They did add some illegal entrants the last time.

Senator MoyNIHAN. I think they estimate about 200,000.

Mr. BaLL. But not——

Mr. Myers. But not nearly as many as there are likely to be.

Mr. BALL. Could I, Mr. Chairman, make one additional point?

Senator MOYNIHAN. Please, go ahead.

+ Mr. BaLL. That is, I wanted to point it out to the committee a
place where Bob and I did disagree. I was saying that if you were
to leave the 6.2 rate up to 2020 and then put in the rate that is in

-~
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your bill for that year of 2020, 7 percent, then you could keep that
rate for the rest of the 75 years.

Senator MoYNIHAN. For the 75 year period.

Mr. BaLL. Yes. Which is considerably lower than having to put in
a 7.7 rate later and an 8.1 rate later.

Senator MoyNIHAN. 8.1, yes. That 75 years keeps rolling. I won’t
even get into that.

The last question to the Chairman of the Committee on Banking
and Urban Affairs. The last question period.

Senator RIEGLE. Thank ycu, Chairman Moynihan. As I have pre-
viously said, I have great respect for both of you, as you know; and
we could not have two more important witnesses on these ques-
tions than the two of you.

I think it is also fair to say that over the last decade no two

ple have fought harder to protect Social Security benefits in the
g:(r)nate than have I and Senator Moynihan. When they were
threatened by cuts during the Reagan years, we had to fight
against cuts on the floor and for COLAs and other things. My
friend from New York and I were—one or the other of us inevita-
bly were the ones who offered those amendments to protect this
system with the support of the other. So this is not a sudden inter-
est by either of us on these questions.

I am very much concerned about what I was demonstrating earli-
er. Because I think as people who have devoted their lives in very
large measure to the Social Security system and its protection and
its soundness, I think there is a corruption of the tax system that
has been going on, together with these manipulations of the budget
and the use of the trust funds over the last decade that are undo-
ing, unhinging some critical aspects of how this system is supposed
to work. I think it-starts to jeopardize not only the system, but peo-
ple’s faith in it.

I do not think you can have a situation where personal tax rates
at the high income levels are taken down and in effect replaced by
increases in the Social Security tax rates. That is what has hap-
pened here. I do not know that anyone set out to do it—whether
that was part of the scheme of Reaganomics or it was just an acci-
dental occurrence. But the bottom line is we have shifted the tax
burden over a period of time in such a way that what is now hap-
pening is that a broad base Social Security tax is being used to fi-
nance more and more of the general operations of the Federal Gov-
ernment at the same time we have relieved people at the high
income level from the high cax levels that used to apply in years
past.

And you cannot separate one from the other. I mean as people
who are pioneers and authentic national heros in my view in terms-
of the structure and the protection and soundness of the Social Se-
curity system, I do not think we can afford to ignore what has hap-
pened here. The system is jeopardized by this complex looting.
What would happen if we were to have a serious recession and a
loss of revenues and an increase in payments because people are in
dire circumstances.

I think what is happening here is more diabolical than that. I
think it is harder to understand, and it is more serious. I am not
sure we have fully penetrated the problem. I think Senator Moyni-
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han has taken us further now than we had managed to get before
ft‘>eczzlluse he stripped away the dishonesty of the use of the trust
unds.

But now that we have got through the level of dishonesty, we
have to go down through the next level in terms of how this tax
system has been tilted this way and put more on the backs of gen-
eral working people in terms of the amount of their incomes that
are being used to pay for the general operation of this Government
in the guise of putting the money in the Social Security fund where
it is not because it is being taken out to spend and pay for the de-
fense budget and other things.

In addition to the backward slide, many people who I call work-
ing class people in this country who are in family income terms
about the same place they were 15 years ago—15 years have gone
by and they really have no net gain in real income to show for
their work despite the fact that prices of housing and education
and health care and everything have gone through the roof. In
most of those families you now have at least two people working to
earn the amount of real income that perhaps one person was able
to earn 15 years ago.

So it is not just a matter of not having made any real progress—
and I am talking about half the population of the country. I am not
talking about a handful of people. We are talking about half the
American families who are on a treadmill here and working harder
to stay on the treadmill which, of course, raises other questions. If
you have two members of the family working and there are chil-
dren, then this brings in child care expenses and other burdens as-
sociated with it.

So what is happening is that I think we see some very perverse
economic occurrences being cloaked in the goodness of Social Secu-
rity. And I think it has to be stripped away. We do not want to
turn working people of this country against the way the system is
geared and even turn them away from Social Security, as strongly
as they believe in it because it is the one program we have done in
this country that has worked.

But I will tell you this, if Social Security had to send out a notice
in next month’s envelopes about the looting of the system that is
going on and the way it is being done today, you would have an
outcry in this country. There would be pressure to change it. Be-
cause people will not stand for it once they find out what is going
on.

And frankly, to ask the people at the lower income levels whose
effective tax rates have gone up, to not only pay those higher tax
rates, and then through the gimmickry of Gramm-Rudman draw
that money off and spend it for other things, but to tell them in
the future that the money they have put aside is not going to be
there and their tax rates are likely to have to go up again to pro-
vide the money to pay off the 1.O.U.’s for their own retirement,
they are going to be very angry and they are going to have a right
to be. Because it is just dishonest. It is just dishonest.

It bothers me because there are other people that are waxing fat
off of these circumstances. There are people who have so much
money they cannot spend it all. And they are in effect taking it
right out of the hides of others, and we are allowing it to happen.
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So I think those of us that care about Social Security—and I
mean really care about it, have a profound commitment to protect-
ing it—have to strip away these kinds of dishonest connections that
have been put in place, and it is not easy to do. And I say to the
Senator from New York, I think he has done as much to advance
the debate of at least getting honest with what is happening as
anybody in the country, for which I thank him very much.

nator MoyNIHAN. Thank you, sir.

Gentlemen, do you want to say something about-that? I am sure
you agree.

Mr. BALL. Senator Riegle, what you have said gives the main rea-
sons why I would support the continuation of partial reserve fi-
nancing only if the excessive income over outgo is actually saved.

I would differ with you a little on one part of the final statement
you are making. There is no way to avoid the future paying for
future Social Security benefits. These workers you are speaking of
are going to have to pay for future Social Security benefits. There
is no way out of it. The only thing we can do is make it easier for
them by having the total pool of goods and services higher so that
their paying for Social Security will not be as big a drain on them
as it would otherwise.

But the idea that you could sort of, by not using the Social Secu-
rity funds in a certain way, relieve people of actually having to pay
the same costs for Social Security later I do not think is quite
right. I think what is correct is that we put them in a position of
making it easier to pay Social Security henefits, but they still will ~
have to pay for them.

Senator RIEGLE. No. But we do have a difference on this. And
there are several ways to illustrate it. If we took the surplus and
we put it aside and we put it in corporate securities which were to
be paid back by somebody else—by somebody else, by the corpora-
tion in that sense and not the individual worker—what is going to
happen here is like a boomerang. It is going to come back around
and an awful lot of these people that are paying, I think, a very
high effective tax rate now because of the way the tax structure as
a whole is put together, are going to find that later on down the
line when these 1.0.U.’s have to be redeemed, that they are going
to be asked to have their individual tax rates increased to pay back
the amount of money that was taken out of the Social Security
fund that they first put in.

That is what I am telling you. In other words, there is a deficien-
cy in the system that is building up with people who are not
paying a fair share and that money is being spent for other things.
It is being dissipated. It is being dissipated.

Mr. BaLL. We agree on so much about what you have said that I
am not sure it is worth my——

Senator MoyNIHAN. There is no point in finding those small bits
of disagreement.

Mr. BaLL. | agree.

Senator MoYNIHAN. Bob Myers wanted to say something.

Mr. MyEers. 1 agree with Senator Riegle agout these two mat-
ters—the shift in the tax rates and the build up of the fund from
the ﬁayroll taxes. In my view, this was merely accidental. I do not
think that it was planned to substitute one for the other—any-
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body’s plot vo do that. I think that it is like the build up of the
trust funds and their decline corresponding with the build up of
the baby boomers and then they pass from the scene. These trends
were just coincidences.

On the other point, I do not think that there is any way of assur-
ing that the money will be saved. For this reason I believe that the
approach in Senator Moynihan’s bill is desirable—if there is not a
big build up, there is no problem of whether it can or cannot be
saved. As I see the situation, if in a given year $60 billion more in
Social Security taxes are collected than are needed to pay the bene-
fits and administrative expenses, that money goes into the general
;:und, and nobody in the world can say what it is going to be used
or.

It could be argued that the $60 billion this past year was used to
pay off bonds that were maturing. It should be argued that it was
used to pay Government salaries or to build bombers. There is just
no way of telling. It all goes into a big pool and it comes out in
various directions. So, I think that, when you come right down to
it, tl:iere is no way of assuring that any of these excesses will be
saved.

Mr. BaLL. The important point here is that Social Security sur-
pluses have to be a plus in the unified budget and then they are
saved.

Senator MoYNIHAN. Then that is the working of economics.

Gentlemen, we have——

Senator SymMms. Mr. Chairman.

Senator MoyYNIHAN. Yes, of course.

Senator Symms. Could I just ask unanimous consent that my
entire statement and the supporting charts and graphs be put in
the record at the beginning when I made my statement?

Senator MoYNIHAN. Most assuredly.

Senator Symms. And if I could just make one more comment, Mr.
Chairman. You have been ~ery patient.

But I think there is one thing that shculd be said and I appreci-
ate Senator Riegle has been saying. But ii’ you go back, if you try to
go back and implant what rates people would be paying, we are
forgetting the fact that by getting rid of tax shelters and lowering
the rates we have unlocked a lot of capital. And so if you go get the
rest of that chart, I think, Don, you will find that the higher
income people have paid more dollars in revenue to Treasury than
they were before.

Senator MoyNIHAN. They were paying much less than people
thought.

Senator SymMms. They were paying less.

Senator MOYNIHAN. Mr. Bowsher made that point.

Senator Symms. Mr. Bowsher made that point. But I think that
should be, you know, that— —

Senator MoyNIHAN. We thank you, sir.

Senator Symms. Thank you. Thank you both.

Senator MoYNIHAN. I would like to put my own statement in the
record at this point. Thanks to the Senators who have stayed.
Thanks to these two heroes of the American republic.

Senator Symms. Correct.
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Senator MoyNIHAN. This hearing will resume at 10:00 on Thurs-
day morning when we shall hear from the Director of the Office of _
Management and Budget, Mr. Darman; and a number of distin-
guished economists.

We thank our audience; we thank our very careful recorder. I
thank the Staff here that has been so patient through it all.

[(Whereupon, the hearing was recessed to reconvene at 10:00 a.m.

on Thursday, February 8, 1990.}
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FROM TEXAS, CHAIRMAN, SENATE FINANCE COMMITTEE

The CHAIRMAN. This hearing will come to order. I see we have
some additional, very distinguished witnesses here. So with that in
mind the Chairman will get equal time by making his opening
statement.

On Monday the committee’s hearing was devoted to an examina-
tion of the &)cial Security system, its financing and its prospects
for continued solvency. The witnesses discussed a range of issues,
including the merits of the approach to financing implemented as
part of the Social Security amendments of 1983 versus the historic
pay-as-you-go system.

At today's hearing we will consider the larger issue of Social Se-
curity’s role in the unified budget and the part the surplus plays in
reaching deficit reduction targets established by the Gramm-
Rudman Hollings amendments to the budget act.

Now before we begin, I would like to say a few words about some
of the testimony I anticipate from one of our witnesses—the Office
of Management and Budget Director, Dick Darman. Director
Darman will describe to us the President’s plan to move the Social
Security program and its surplus out of the G-R-H calculation on a
gradual basis beginning in fiscal year 1993.

I have to say that I am troubled with the idea that we postpone
until 1993 definitive action on the practice of using Social Security
surplus to disguise the deficit. Furthermore, I am deeply concerned
about the message the proposal sends to the American people, that
%zn(aiel]'now;d protecting the trust funds from budget gimmickry must

elayed.

I un&érstand that former OMB Director, David Stockton, tells an
anecdote about the time in 1981 that he was talking with Director
Darman about the budget proposal they were developing. They
knew it would create very serious deficit problems in the future.
“Should they try to fix it,” Stockton asked, “Win now. We'll fix it

61
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later.” Mr. Darman says, “I can think of worse choices.” “What?”’
Stockton says. And Mr. Darman, with that quick wit, for which he
is known says, ‘“‘Give me a couple of weeks and I will come up with
an answer.”

Well my hope is that we do not have to postpone efforts to craft
the right answer to the challenge posed by Senator Moynihan.
That is what we are after today—the right answer. There is no
question about budget deficit problems. I listened to one of my col-
leagues who said it was the Congress’ fault the other day. Well,
there is no question in my mind but the fault lies with the Admin-
istration and the Congress. Because there is blame enough to go
around on that one.

And over the last few years we have rolled up more debt than all
the Presidents from George Washington through Jimmy Carter
combined. That deficit has crippled our ability to compete abroad.
It has cost us jobs. It soaks up the funds we could use for fighting
drugs, fighting crime, rebuilding our crumbling bridges and keep-
ing our air and our water clean—not to mention the areas of re-
sponsibility that we deal with in this committee, such as providing
child care, reducing infant mortality, inoculating our children.

Just the interest on the debt alone last year took all the income
taxes of everybody west of the Mississippi. This year’s budget con-
tains an introduction warning us to be serious about the deficit, yet
the Administration’s budget proposes to postpone removing the
trust funds from the G-R-H calculations until after we have added
another $1.5 trillion to the Federal debt.

Now to the use the words of the Comptroller General at Mon-
day’s hearings, the growing trust fund surplus has had the effect of
just phonying up the budget. For it has not only hidden the true
size of the Federal deficit, it has fostered the illusion that the
American people have had their taxes cut during the last decade.
Not true. Not true at all.

On the average, Americans were taxed 20 cents on the dollar in
1980. They are taxed 20 cents on the dollar today. And when you
talk about average Americans, working Americans, the picture is
worse. CBO tells us that since 1980 wealthier Americans saw their
taxes go down. But 60 percent of Americans have seen them go up.
Well let me put that another way--three out of five American fam-
ilies pay more taxes.

We saw a tax policy that gave money back to people living off of
d}ilvid}:and checks, but it took money from people who live on a pay
check.

I yield now to my colleague, ranking minority member, Senator

.Packwood, for any comment he wants to make.

OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S. SENATOR
FROM OREGON

Senator Packwoob. Thank you, Mr. Chairman. You quoted the
exchange between then Director Stockman and Richard Darman in
early 1981. But I think it is fair to remember—and Senator Moyni-
han will recall when I used these statistics of the floor and then
gave him a copy—what budget deficit and surplus projections we
we:e working with in late 1980 and early 1981.
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From roughly August 1980 until July 1981, OMB, CBO, and pri-
vate forecasters were estimating that we would have between a
$140 billion and $200 billion surplus by 1985. All of them estimated
that. So when we enacted the tax cuts in 1981 we assumed that we
would be reducing a surplus. And the debate was, if we did not
(xieduce the surplus, will we spend it, as governments are want to

0.

Now in fairness to the projections of that time, a common mis-
take was made by all of the groups. We were in an era of 13 to 14
percent inflation, and the projections assumed that inflation would
come down very gradually. And because we had not indexed the
tax code, we were well aware that with every 1 percent of inflation
our revenues would increase by about 1.7 percent. So from inflation
alone we could count on a significant increase in revenues.

Also, no one predicted the 1981-1982 recession. Inflation came
down sharply. The recession hit us badly and our revenues fell as
they always do in recessions. In hindsight it is easy to say that the
tax cut caused the deficits. But at the time we passed the tax cut
we intended to have a balanced budget by 1985, rather than $150
billion to $200 billion in surpluses.

Secondly, there are those who say we should raise taxes to
narrow the deficit. That is a fair debate if we were to use the
money for that purpose alone. The Chairman indicated that in 1980
Americans were taxed at roughly 20 cents on the dollar and today
they are taxed at roughly 20 cents on the dollar. That is an accu-
rate statement if you are counting only Federal taxes. But I think
a more relevant statistic is what has happened in the United
States with respect to the GNP, compared to other industrialized
countries throughout the world.

We have seen over the past 40 years dramatic increases in taxes
in all the industrialized countries of the world as well as dramatic
isncreases in spending. But I will confine myself to the United

tates.

In 1950, the combined taxes of all of the Governments in the
United States—Federal, State and local—were 21 percent of the
gross national product. We spent 22.7 percent of the GNP. In 1988,
we taxed 29.3 percent of the gross national product and we spent
31.4 percent. Taxes have gone up rather significantly, but so has
spending. But we have been one of the lower tax and spending
countries in the world. Japan is slightly above us; and all of our
European defenders are about as open on taxes and on spending.

So it is fair to ask, do you want to increase taxes to narrow the
deficit; and if so, should they be regressive or progressive taxes.
But I think a bigger question is: Would the money be used to
narrow the deficit or would it be used to simply increase spending
for things that we all want—education, environmental clean up,
~drug interdiction, and all the other programs that we think are le-

gitimate government spending programs.

In that case, the States ought to be apprised that we are going to
increase taxes to increase spending or, short of that, we are going
to increase taxes—ani kind of taxes—Social Security taxes or oth-
erwise—and narrow the deficit. I think a more relevant question is:
How are we going to guarantee the tax increase will be used to
narrcw the deficit.

32-3930 - 90 -3
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Thank you, Mr. Chairman.
The CHAIRMAN. Are there other comments at this point?

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN, A
U.S. SENATOR FROM NEVW YORK

Senator MoyYNIHAN. Mr. Chairman, I am in no position to dis-
agree with anyone at this point. I would like to agree with both of
you and to make two points.

The first is, one has to accept Senator Packwood’s statements
about the projection of revenues under levels of high inflation.
That is true.

What was happening in this case was that when the Reagan Ad-
ministration came to office they saw a deliberately contrived deficit
as a means of imposing a certain discipline, in their view, onto the
Congress. This was not a concealed matter. This was an open
matter. In the first address the President gave to the nation in
1981 after he was inaugurated, he said, what do you dc with the
child who will not be behave. You can talk until vou are out of
voice or breath or you can end the extravagance by cutting his al-
lowance. A simple proposition.

And here we are 10 years later, on our side of the aisle at least,
anytime anybody talks about any subject, especially of new prob-
lems, it is, yes, but where is the money coming from. They add the
tax. So I think both of these are so. The fact was that it was a de-
liberate calculation.

Could I just say, Mr. Chairman, two other things? It is not gener-
ally known, but last year this committee approved a bill to create
an independent Social Security Administration. It was not included
in the end in reconciliation like many, many other things. But we
did approve it. And lastly, Mr. Chairman, there were two public
trustees established by the 1983 legislation. Both of those positions
are vacant and we are yet to act on these.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Are there any other comments?

Senator Symms. Mr. Chairman.

The CHAIRMAN. Senator Symms?

OPENING STATEMENT OF HON. STEVE SYMMS, A U.S. SENATOR
FROM IDAHO

Senator SyMms. Mr. Chairman, I am please that you have contin-
ued these hearings and that we are going ahead today. I welcome
the witnesses that will be here today. I think as the public learns
more and more about this issue of tl?l'e Social Security surplus and
how the Government intends to use the money or how they used
the money over the next 30 years, I believe more and more people
are igoing to come to the same conclusion that I have reached cur-
rently.

That is, I believe we should structure the Social Security system
so that it maintains an 18 month reserve and then save the rest of
the revenues in a secure way for the retirement of those who are
paying Social Security today. That will do two things—increase se-
curity for our people, increase savings for our nation—which are so
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important to our current economic impediment position in the
world.

I noticed in the statement Director Darman made before the
Budget Committee last month that indeed the current generation
of taxpayers will have to pay twice for the Social Security benefits
that they receive. In my opinion, Mr. Chairman, this is bad public
policy. We should save the money now. That is why I have intro-
duced my bill—S. 2026—to save the surplus and invest it for each
taxpayer today so they will have a much larger retirement benefit
when they retire in the next century.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Symms.

Are there further comments?

Senator DURENBERGER. Mr. Chairman, if I could just briefly.

The CHAIRMAN. Senator Durenberger?

OPENING STATEMENT OF HON. DAVL DURENBERGER, A U.S.
SENATOR FROM MINNESOTA

Senator DURENBERGER. | have a statement that I would like to
make a part of the record. On Monday of this week, at the hearing,
I complimented Senator Moynihan on the generation of this issue;
and today I welcome a colleague with whom both of us has worked
a generation for.

But one of the points I would like to inject, not only in the
debate, but in the discussion we are having here—is that there are
a couple of pillars to the social insurance stage. The one that is in
real trouble right now is the HI trust fund. If you look at what the
elderly and the disabled of this country really worry about, it is the
catastrophe of either medical illness or long term care.

Currently, we are spending $550 billion a year in this Nation just
on the medical side. Next year we will be spending about $2500 per
person on this. And as Dick Darman has told us, the HI trust fund
has got about $250 billion or a quarter trillion dollars in unfunded
liabilities right now. And the net effect of that is, that by the time
the first baby boomer retires this is going to be in bankruptcy and
we are going to be back doing, what happened earlier in 1983 with
Social Security.

One approach we are considering is to reallocate contributions
from the OASDI trust fund to the HI trust fund, raising the HI tax
up 2 percent of payroll. So that this potential problem we face can
be in some ways addressed. This is not the best way to address it.
The best way to address it is to do something about the cost of
health care, as everybody on this committee knows, but to make
sure that people do not carry the financial burden, it will be appro-
priate that we look at transfers from OASDI to the HI trust fund
in the future. ,

The CHAIRMAN. Thank you.

Senator Heinz?

OPENING STATEMENT OF HON. JOHN HEINZ, A U.S. SENATOR
FROM PENNSYLVANIA

Senator HeiNz. Thank you, Mr. Chairman.
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Mr. Chairman, I want to join Dave Durenberger in commending
you on this second day of hearings. I want to reiterate what I be-
lieve is the importance of doing what Pat Moynihan and I, up until
December 29, both have strongly advocated, which is not only
making sure that the Social Security surplus is not used to mask
the size of the deficit but that it is not used to fund other spending
programs, but in a very real sense of the word, is saved.

If we really want to have both an economic and a social insur-
ance system, including Dave Durenberger’s very correct comments
on health insurance for the HIs, medical and Social Security
system, we have to have a healthy and growing economy.

I think every economist have ever had before this committee or
the Banking Committee on which I serve agrees that we must in-
crease our national savings rate. And the proposals that Pat and I
have advanced, as well as that of Dick Darman, to stop this annual
game of deceptive, in effect have the same goal of making sure that
we don’t spend our national savings but reserve them as the seed
for growth capital for this country.

Therefore, it seems to me that if you believe it is 1mportant for
this country to grow in order to meet its future needs, if you be-
lieve in the old-fashioned virtue of savings—and I think we Ameri-
cans still do—if you believe in setting something aside for the rainy
day and building for the future, then the right answer is the one
that Pat Moynihan and I used to advocate, not the one Pat current-
ly advocates.

If, on the other hand, you believe that we should consume, with-
out regard to income, if you believe that the moral way is deficit
spending and the addition of $55 billion in deficits next year is the
right approach, or if you believe in having it good today at the ex-
pense of others by charging everything up on that big national
credit card with the bills going not to us but-to our kids, then cut-
ting the payroll tax is a very good idea.

Thank you, Mr. Chairman.

The CHaIRMAN. Thank you.

Gentlemen are there further statements to be made?

[No response.]

Senator Kasten, we are very pleased to have you.

Gentlemen, with the number of withesses we have, I would ask
that you limit your oral statements to 5 minutes and your written
statement will be put in the record.

Senator Kasten, we will start with you. Thank you.

STATEMENT OF HON. ROBERT W. KASTEN, A U.S. SENATOR FROM
WISCONSIN

Senator KAsTEN. Mr. Chairman, thank you very much. I have a
longer prepared statement and I will set that aside. At the back of
the longer prepared statement are a number of charts that I will
be referring to in the testimony.

Two years ago, then Representative Jack Kemp and I proposed
payroll tax cuts as part of an omnibus gob and economic growth
package and called it the “Plant Opening”’ bill. We were right back
then. The tax increases were not needed.

-
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Today the case is even more compelling. The working men and
women of America need a tax cut. A tax cut would help the econo-
my and it would create new jobs. And we're only using excess pay-
roll tax receipts to mask the true size of the budget deficit.

The Social Security tax is now imposing a larger burden on the
average taxpayer than the Federal income tax. A full 74 percent of
all taxpayers pay more in combined payroll taxes than they do in
income taxes. The impact on America’s family budget has been
devastating. From 1955 to 1988, the tax burden on Americans rose
twice as fast as income. These are middle-income Americans. The
tax burden rose twice as fast as their income. That is Chart 1 in
my prepared testimony.

The chief culprit in the 35-year long tax hike has been the pay-
roll tax, which has skyrocketed from 4 percent in 1955 to 15.3 per-
cent today—that is nearly a 400 percent increase. Today the maxi-
mum Social Security tax for working families is a $3,180—and that,
Mr. Chairman, is for only one wage earner in the family. If you
have two people working, you have two people paying in and you
can double that amount.

The Reagan tax cuts resulted in income tax savings for the
median income two-earner family. The tax reforms in 1986 re-
moved 5 million low-income workers from the income tax rolls, and
that is why the payroll tax now accounts for such a disproportion-
ate share of the tax burden borne by these Americans. We took
them off the Federal tax rolls for income tax purposes, but they
continue to pay their Social Security, FICA tax.

We have made great progress in cutting the income tax on
middle Amucrica, but a lot of these savings, as you pointed out in
your testimony, Mr. Chairman, have been eroded by the simultane-
ous 22 percent increase in the payroll tax burden. If effect, we have
given with one hand and taken away with the other.

America’s retirees have children and grandchildren who are now
raising families, paying mortgages and saving for retirement secu-
r(i)?' as they did when they were young. The difference is that
today’s tax burden has made it harder for their children and their
grandchildren to make ends meet. That is why I believe that mil-
lions of America’s senior citizens will support a payroll tax cut for
their children, despite the cuirent opposition of some of the senior
groups.

Mr. Chairman, according to a recent study by the Institute for
Research on the Economics of Taxation. IRET, the payroll tax
hikes of 1988 and 1990 will increase the tax burden on working
Americans by $500 billion over the next 15 years, costing the econ-
omy an estimated 500,000 jobs and reducing gross national product
and capital stock by $100 billion. By contrast, IRET estimates that
every dollar of reduction in Social Security taxes would expand eco-
nomic growth and economic output by 68 percent.

In short, the tax increase will have a negative effect on economic
growth. _

That is why I agree in principle with the payroll tax cut ap-
proach that Senator Moynihan has proposed. I think nonetheless
there is room for improvement. I recently introduced a payroll tax
?\ut b;‘“fgg(} 2052, the Social Security Integrity and Tax Reduction

cto .
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My bill would reduce the 1990 Social Security tax on beth em-
ployers and employees from 4.2 percent to 5.9 percent, and further
reduce the rate to 5.6 percent in 1991 and 5.3 percent in 1992. The
result is an annual tax cut of up to $519 per worker. That is in
Table 2.

Allowing Americans to keep more of their money would help tte
economy. IPWT estimates that by the year 2000 my tax cut plan
would add between 450,000 and 920,000 new jobs; raise gross na-
tional product by almost $300 billion; and increase the capital stock
by $180 billion.

A tax reduction to 5.3 percent nrovides a reserve ‘‘cushion” in a
trust fund to protect benefits in the event of an economic down-
turn. Using the Social Security tax su:plus to cover the general
gevernment deficit is dishonest and irresponsible. My bill takes
Social Security out of the budget and extends the Gramm-Rudman
process in the out years so that we can achieve a honest balanced
budget by 1997.

I believe this is a plan that can unite. All Americans—Republi-
cans, Democrats, young and old, business and labor. We have sup-
port coming from groups on the left like the Institute for Policy
Studies, the Progressive Policy Institute to conservative groups on
the right such as Heritage, Citizens for a Sound Economy, the
American Conservative Union.

Business groups like the NFIB and the U.S. Chamber have en-
dorsed the payroll tax. The AFL-CIO supports a payroll tax cut
similar to mine—one that maintains 125 percent to 150 percent of
the OASDI reserves; takes Social Security out of the budget; and
adjusts the Gramm-Rudman targets accordingly.

I see that my time has expired, Mr. Chairman. Let me just make
one concluding remark. I simply want to point out the point that
you have made, Mr. Chairman—and I believe made it in the last
hearing—that at no time in 1983 was it projected that we would
have this huge surplus, no matter which of the different economic
projections you were following.

And I just have a quote that I want to read from the congression-
al Research Service Report. “An examination of the record of the
committee proceedings leading up to the 1983 amendments, and
the earlier deliberations of the National Commission on Social Se-
curity Reform will show only passing references to the possibility
of future surpluses. No record exists showing that Congress serious-
ly considered building a fund or how .uch a fund would actually
save resources.”’

It is important to recognize that we find ourselves now ir a posi-
tion that was never anticipated. We are taxing American workers
in a way that they should not be taxed because it is unnecessary
for us to raise those dollars. I hope that we can come together on a
binartisan effort to reduce the Social Security tax.

The CHAIRMAN. Thank you, Senator. That is very interesting tes-
timony. :

['I;}he ]prepared statement of Senator Kasten appears in the ap-
pendix.

The CHAIRMAN. I would ask that we wait on questions until we
have heard from all three of the distinguished witnesses.
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Our next one will be Hon. Timothy Penny, the United States
Representative from the State of Minnesota.

STATEMENT OF HON. TIMOTHY J. PENNY, A U.S.
REPRESENTATIVE FROM MINNESOTA

Representative PENNY. Thank you, Mr. Chairman, for the oppor-
tunity to testify before your committee today. As a sponsor of H.R.
3865, a bill similar to Senator Moynihan’s that would rescind the
Social Security tax increase, I am extremely interested in the
progress and consideration of this legislation.

I want to applaud Senator Moynihan for his determination to
end the great budget charade of the 1980’s. It is clear that the Ad-
ministration intends to continue to allow Social Security revenues
to mask the deficit and further use the Social Security payroll tax
as a continuing source of funds for other Federal budget programs.

Senator Moynihan's proposal forces the Administration and Con-
gress to be honest about the deficit and to talk about how to set
national priorities and get back to a balanced budget. To me, that
is the real significance of this legislation.

I am well aware that reducing the payroll tax now could be a
mixed bag. A tax break would put money into the hands of work-
ing men and women and that would stimulate the economy. But it
may not be enough to offset the effect of the economy on increased
government borrowing if we do not deal with the other budget defi-
cit concerns as part of this measure.

That is why I feel strongly that any reduction in the FICA tax
should not be done in isolation of the big picture—that being a
more fiscally responsible treatment of the rest of the budget. In
fact, if we would be honest about the need for cuts and revenues in
order to balance the rest of the budget, the original promise that
Social Security funds would be protected exciusively for future re-
tirees would be met.

As a baby boom legislator, I would also like to request that your
committee take another look at the long-term solvency of the
Social Security system. Whether Sccial Security is returned to pay-
as-you-go or not, it is likely that payment of future retirees’ bene-
fits will require burdensome increases in the FICA tax on future
workers.

It might be prudent for Congress to enact benefit adjustments
that would take effect 20 to 30 years in the future. This would
signal today’s workers that they should make their retirement
plans accordingly; and it would signal tomorrow’s workers that we
do not intend to resort to higher and higher FICA taxes to sustain
benefit levels.

I plan to introduce several bills in the near future that would ad-
dress some of these concerns. As we have heard many times in the
past month, reducing the payroll tax is a dramatic and controver-
sial step. But I believe the proposal may finally bring us to our
senses about the deficit.

There are many options available to achieve deficit reduction.
However, unless we face the deficit honestly, American taxpayers,
both now and in the future, will be the real losers.

Thank you, Mr. Chairman.
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The CHAIRMAN. Thank you very much.

[The prepared statement of Representative Penny appears in the
appendix.] )
The CHAIRMAN. Our next witness, Hon. John Edward Porter,
U.S. Representative, State of Illinois.

Mr. Porter.

STATEMENT OF HON. JOHN EDWARD PORTER, A USS.
REPRESENTATIVE FROM ILLINOIS

Representative PORTER. Mr. Chairman, thank you very much for
the opportunity to testify this morning.

I want to address my first remarks to Senator Moynihan. Sena-
tor, although some of your colleagues are deserting you, I want to
start by paying you two compliments before I also desert you.
(Laughter.]

First, you have put the future of Social Security on the table for
discussion. There is craven fear in the Congress, and has been for
years, to even breathe the words Social Security for fear someone
would say you are against it. I think now we are talking about it. I
think that is a very, very positive development. It needs to be
talked about.

Secondly, you have pointed out very forcefully and correctly that
we are consuming the Social Security rese. ve to cover current defi-
cits and this is a breach of faith with future generations of Ameri-
cans. | agree completely with that. I have been saying that myself
for years. You are exactly right.

Third, however, you have made a correct diagnosis that we are
misusin~ the reserve and that if we were not misusing it we prob-
ably would be spending it on new programs sometime in the
future. Your diagnosis is right. I think the prescription that you
have prepared for it, I am afraid, sir, is pure poison. That is not
because it will make the deficit larger. The deficit is, in fact,
larger. Your prescription would make us face the true deficit and
presumably do something, as Ref -esentative Penny says, truly to
bring it down and under control.

It is not because we should not be messing around with Social
Security either. We are, in fact, messing around with Social Securi-
ty and we have to decide that we should stop that and begin to
treat the future of Social Security in some rational way that will
make it work not only for people retiring today, but for people that
will be retiring 30 and 40 and 50 years from now.

I disagree with you because I think if you cut the tax rate now
and in effect pass out that cut to individual Americans, that tax
cut will be consumed with more German cars and Japanese VCR’s
and that when we need the reserve to support the baby boomers
retiring, beginning about the year 2017, the money simply will not
be there to provide for that retirement.

In 1983 we decided that we needed a build up in the trust fund
for the first time. We decided it rationally because we knew that
demographics were going to show that when the baby boomers
reached retirement age there would be far fewer productive work-
ers supporting far more retirees. And it seems to me that was good
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rational policy. The difficulty is that the reserve is now being mis-
used and probably will be misused in the future.

And if you do not have the funds in the reach of Congress, that
is good; but if you do not have any reserve, that is not good because
the benefits will not be there for the retirement of people who de-
serve to have them.

President Bush, I think, correctly said that if you cut the tax
now you are simply going to have to increase it later and I would
say to very, very high levels later, or you are going to have to cut
the benefits; and neither of those alternatives are ones that any
Congress would ascribe to, neither now nor then.

So what should we do? It seems to me, and it is the only way I
‘know of of properly addressing this problem, it seems to me that
we can do this right if we in effect cut the tax rate and rather than
(cions}:xme it we save it and invest it. And there is only one way to

o that.

What we should begin to do, I believe, is to refund annually the
amount not needed for current benefits and for disability into indi-
vidual Social Security retirement accounts for every American
worker, that they would own and invest, that they would hold ac-
cording to certain standards in the law and that would be available
to them upon their reaching retirement.

It woulcf work this way: Each worker would get a refund annual-
ly. That refund would be payable to his or her Individual Social Se-
curity Retirement Account (ISSRA). It could only be invested in
that account, which would be held by what would be called a Social
Security trustee, which would be a bank, insurance company, a
stock broker or other money manager. They would have to be
bonded. They would be criminally liable to invest that according to
certain fixed fiduciary investment standards and would hold that
money, invest it, and reinvest it, have the interest compound to the
benefit of the individual until that individual reached retirement
age, at which time it would form a portion of their retirement ben-
efit through the purchase of a life time annuity.

The economic effects for the individual, I think, would be very,
very profound. It would give every American worker a direct finan-
cial stake in the success of the American economy. People who had
never been able to save a dime would become the owners of a sav-
ings account that would have tens and eventually, perhaps, hun-
dreds of thousands of dollars in it that they would own. If they die
prior to reaching retirement age, that that account would pass to
their families or children.

The effects for the economy, I think, would also be very pro-
found. We are very, very heavily dependent upon foreign capital in
the United States today. This would tend to build a base of domes-
tic savings in capital that would get us off of that dependency on
foreign capital, tend to increase the pool of capital in our country,
fc‘irive down interest rates and help expand the economy for the
uture.

There would have to be certain features worked out, that can be
worked out. We have a skew in our system today toward lower
income people—people who have not worked very long and have
not qualified more than the minimum for Social gecurity benefits.
That skew would have to be retained and should be retained
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through a Social Security trust fund, the same way we have it
t<1>day. The disability program would have to be retained that way
also.

But as you can see, this is a forced savings system. And I have to
say, there was an article in the Wall Street Journal this morning
that indicated this was supposedly voluntary. It has never been a
thought of mine; although it may have been the thought of others.
This would be a forced savings program and it would, I think, pro-
vide well for the individual, well for the U.S. economy. It would
protect the reserve that will not otherwise be protected. It would
stop us from using the reserve to cover deficits and have it con-
sumed currently and not be there when we need it in the next cen-
tury. And finally, it would amount, in effect, to a tax cut that is
rather saved than consumed.

I commend it to your thinking and I hope you give it serious con-
sideration. I thank you for the opportunity to testify.

[The prepared statement of Representative Porter appears in the
appendix.]

The CHAIRMAN. Thank you, gentlemen.

Mr. Porter, there are a number of basic protections in the Social
Security system for retirees, and they are basic protections that are
terribly important to the American people. One of them I think
you may have touched on and that is the question of a young
breadwinner in a family who dies of cancer or has some severe dis-
ability. ~

Did I understand you to say that you would provide for survivor
and disability benefits?

Representative PorTER. I wouldn’t change the disability portion,
nor would I change the skew toward lower income people reaching
retirement.

The CHAIRMAN. | heard that. Let me ask you another one.

We get concerned about inflation and what those benefits will be
once retirement is reached and the Social Security system protects
on that so far as the cost of living. The ones so-called privatizations
of Social Security that I have seen have not protected against that,
now would yours?

Representative PorTER. Well as you can see, this would be a
mixed system for a long, long time. Part of the benefits would come
from individual Social Security retirement accounts for most
people and part would come from the Social Security trust fund.

I am not worried too much about the inflation problem because 1
think the investments in the private sector would be substantially
better in terms of real interest rates than could be received from
Social Security, from investments in the public sector and so forth.

The CHAIRMAN. But I don’t understand what it would be.

Representative PorTEeR. I think that part could be handled both
through the trust fund and through the fact that there would
simply be more resources available to provide for that kind of ad-
justment.

The CHAIRMAN. But I do not see a defined benefit from what you
are talking that is correlated, tied specifically to cost-of-living in-
creases.
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I, frankly, have never seen one that has been offered by the pri-
vate sector. I used to be in that business. I do not see quite how you
would do that.

Representative PorTER. I think it can be done, Senator.

The CHAIRMAN. Are there further questions of the members of
the panel?

Senator Symms. Mr. Chairman?

The CHAIRMAN. Yes.

Senator Symms. I would like to ask a couple of questions. I thank
the witnesses for being here.

Congressman Porter, as I understand your proposal, it is the
same as mine on the savings side. And I admire and respect what
your goal is, to have real savings for peoples’ retirement.

I think the differences are on the benefit side where you would
address the demographic problem of Social Security financing in 20
years by linking the benefits in the savings account to benefits in
the pension formula. Is that correct?

Representative PORTER. I would adjust the draw.

Senator Symms. In other words, like you have tier one and tier
two.

Representative PorTER. I would adjust the draw. As you move
gradually along in this system, I would adjust the draw on the
Social Security trust fund for the amount distributed annually into
individual Social Security retirement accounts. Yes.

Senator SymMms. Well just to carry that. The only difference, basi-
cally, between your plan and myv plan is that I do not change the
tier one benefits.

But to carry that one step further, as you look into the future—
and I want to compliment you on some of the things I have seen
you do in the House with respect to immigration, particularly
people from Hong Kong—I think that the demographic problems in
20 years that a Congress many come in here, the 110th or 112th
Congress, and look at this and think that maybe what they need to
do is to make some adjustments on immigration policy if our birth
rate is out of whack or slowed. Do you agree with that?

Representative POrRTER. Do I agree that——

Senator Symms. Yes, | mean that immigration might have the
impact so that there would not be a necessity as you have in your
plan to even adjust the tier one benefits.

Representative PoRTER. Well I thin!- these things are unknow-
able in the nature of the future of this country and the various as-
sumptions that are made try to anticipate them. But, yes, certainly
we could have a far different situatior regarding the availability of
more productive workers than anyone would anticipate. Sure.

Senator Symms. And then just to——

Representative PorTER. Thanks for your compliments on that.

Senator Symms. Mr. Chairman, just to point out, if we had a 2
percent compound interest for a worker who was 18 today and re-
tired at age 67, they would have a $37,700 secondary dcfined bene-
fit as in the Porter plan; at 5 percent, they would have $91,800; at
7 percent they would have $176,300+. So it would be a substantial
portion of their benefit by that time. I think it could be done.
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Senator Kasten, I understand that your proposal is the same as
Senator Moynihan’s but you do not increase taxes in 20 years. Is
that basically it?

Senator KAsTEN. The Moynihan proposal ends up down at 5.1
Eercent; we end up as low as 5.3 percent. Ours is phased in and the

ig difference is that we do not force tax increases elsewhere. By
taking Social Security off of the budget, which I think is the only
fair thing to ds, and by, therefore, adjusting the Gramm-Rudman
targets you will not have to increase taxes and in fact will encour-
age economic growth.

Senator SyMMs. And you do not try to destroy the Gramm-
Rudman by just leaving all those numbers out there in an impossi-
ble task, you just slip the target date.

Senator KasTeN. What the difference will be is that we will bal-
ance Gramm-Rudman in an honest way with our plan and our
schedule to 1997, as opposed to meeting Gramm-Rudman targets in
what 1 believe is a deceptive way before that by including the
Social Security surplus.

Senator Symms. One further question. I noticed that the AARP
have supported an 18 month reserve. What did you say about that?
I think we should have an 18 month reserve also. Do you have a 12.
month reserve or an 18 month reserve in yours?

Senator KASTEN. Our reserve reaches 123 percent in 1996. It is
Table 3 in the back of my statement. But we are at 102 percent in
1992; we are at 123 percent in 1996; and we go to just over 150 per-
cent in the year 2000.

Senator Symms. So that would be 18 months then.

Senator KASTEN. It is not only the AARP, but the AFL-CIO was
interested in reaching those kinds of targets. I think we do need to
establish at least 100 percent. We go beyond that, as you see, to 125
percent and then to 150 percent.

Senator SymMMs. Now if I could ask one last question, because I
like your plan also, second, of course, to mine. But it has merit.

In the Porter plan and in the Symms plan it for savings. We
openly say that. People will be forced to save. How much do you
predict through your numbers of how much potential family sav-
ings would increase voluntarily with that tax cut?

enator KAsTeN. Well the difference is that I do not want to in
any way privatize or threaten the existing Social Security system. I
know that there are different degrees of concern about that and I
am not suggesting that the Porter plan is doing that. As he men-
tioned, the Wall Street Journal wrote about it this morning. My
plan preserves the Social Security system—the benefits, the in-
creases, et cetera—that Senator Bentsen was talking about.

I believe that rather than the dollars going into a forced savings
program, what we want to be doing is encouraging private savings.
I think that if we allow families to make the right decisions they
will make decisions, including decisions to save, not government
mandated savings. I think that we should go further and enact tax
incentives, such as the President’s Family Savings Act, and also in-
dividual retirement accounts.

People need extra take-home pay in order to make the private
decisions—the private savings decisions that they are going to
make. Government should not mandate those decisions.
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Senator Symms. Thank you, Mr. Chairman; and thank you, my
colleagues for your testimony.

The CHAIRMAN. Yes, Senator Durenberger.

Senator DURENBERGER. Mr. Chairman, I cannot pass up the op-
portunity to ask three elected political figures—all of wﬂom will
not threaten the Social Security like the rest of us—if they have
any views of sort of other issues involved in the reform of Social
Security.

We have talked about what to do with the surplus and all three
of you are experts on that subject. Pat Moynihan is an expert. |
su,gested we ought to be doing something to make sure we concern
ourselves with the health insurance problems we have for the el-
derly as well.

But there is another issue which the Chairman implicitly raised
in his opening statement, which is the regressive nature on the tax
on work in this country, and how in effect we relieved the progres-
sive tax on income of some of its progressivity. And this is an argu-
able point, I guess, created some regressivity with the substantial
increases or accelerations on the payroll tax and some people have
solutions to that. Chris Hollings has a solution, which is a value-
added tax which takes some of it off. That is one thing I would like
your observation on.

The next one is that social insurance tax or the OASDI tax or
the HI tax really is not a tax. The old fashion notion was articulat-
ed here again on Monday by Gwen King and that is that it is kind
of like a premium. It is an investment you make and it is inappro-
priate to take the earnings cap off, for example, and convert it into
a tax. But the Democrats on this committee have already proposed
we take the earnings cap off at whatever it is now—$52,000—and
let it ride.

The fourth is the potential for reform on the payments or the re-
ceipts from this. Many of us voted for the catastrophic bill which
began to change this very progressive nature of the receipt of
Social Security and to skew that in the direction of those who have
perhaps paid a little more or receive a little less. I wonder if any of
you are prepared to make any comments on those three issues.

Senator KATSEN. Senator, first of all the chart that I referred to
showing middle class tax burden, this chart, makes your point. And
Senator Bentsen is correct. Dividend checks might be treated
better now, but checks for work are treated worse. Just go back
and look. A median income family of four, in total Federal taxes in
1955, they paid 9 percent; total Federal taxes in 1970, they paid 16
percent—this is a median income family of four, working family—
and in 1988 they paid 24 percent.

And then you go back and look at why and the answer is that
the payroll tax has gone from 4 percent total—2 for employees plus
2 for employers—to 15.3 percent today. That is why. And that is
the problem we have in putting people to work in that initial entry
job—the first rung on the ladder. We have reduced their income
tax—and we did that in tax reform—but we did not reduce their
payroll tax. So the welfare family, the welfare mother, whatever,
making that decision to take the first job at McDonalds, she has
not been helped, she has been hurt by this increase in the payroll
tax. That is bad. That is wrong.
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I believe that we have a compact between generations. But that
compact does not provide for tax increases in the name of Social
Security which only serve to mask the Federal deficit and take
away incentives for work.

Representative PENNY. If I might jump in just to add a couple of
observations. I recognize the resistance to Senator Moynihan'’s leg-
islation. But there are other opportunities available to us that
would achieve many of the same objectives. Simply moving Social
Security off budget and applying Gramm-Rudman to the remaining
accounts alone would force that fiscal responsibility in much the
same way without raising the question of whether we are going to
need these Social Security dollars in the future.

But we are not protecting them right now. That is the key issue.
If we do not balance the rest of the accounts, we are going to have
to borrow money to repay these Social Security funds when the
baby boom generation retires.

The first question you asked had to do with the regressivity of
the payroll tax. We might want to consider not implementing—
rolling back the last increase, not implementing the next increase
since we are only using this money to finance the deficit anyway,
and raising a similar amount of revenue through the income tax
structure.

That is a possible trade off. The same dollar amount. But I would
guess that for most wage earners it is going to be a net tax savings,
if we would take that kind of action.

Secondly, you said what about the long-term. I do not think any
retiree today or anyone nearing retirement age has to worry that
this Congress or this Administration is going to modify the benefit
structure under the Social Security system. But I think it is in-
creasingly doubtful that we are going to have a sustainable system
in the future if we do not look at some modifications.

When Social Security was first enacted in the 1930’s the life ex-
pectancy was in the mid-sixties, as I recall. And we set the retire-
ment age at 65. I do not know that there is anything out of the
realm of the acceptable to look at a somewhat higher retirement
age than the one we have already slated, 67 under the Social Secu-
rity reforms of 1983, and maybe moving that to 70 by the year 2020
or 2030 and also looking at the question of how high should these
COLAs go.

Should the wealthiest retirees get a full COLA or not? And if we
signal my generation, the folks that are not going to retire for an-
other 20 or 30 years, that there might be some changes in the bene-
fit structure in those two areas, it reduces the payout of the fund
in those future years and eliminates the need for us to raise taxes
on our kids to finance our retirement. If we know that far in ad-
vance, we can make other plans accordingly.

The CHAIRMAN. Thauk you, gentlemen. I believe your time has
expired.

Were there other questions?

Senator MoYNIHAN. A comment, Mr. Chairman.

The CHAIRMAN. Yes.

Senator MOYNIHAN. Just a comment to thank our panel for some
very fine testimony. Mr. Porter, President Bush has already re-
ferred to your proposal as innovative thinking. I welcome Mr.
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Penny as a baby boom representative, he says, and he will be
around here a long time, longer time than we will. But also, par-
ticularly to thank our colleague, Senator Kasten, for having gone
to the congressional Research Service or whatever you did to get
their statement, with respect to the surpluses, that no record exists
showing that Congress seriously considered building a fund or how
such a fund would actually save resources.

Mr. Chairman, if I could say to you and to Senator Packwood, 1
think it is the case that those of us on the Commission knew tiere
would be large surpluses coming. But we did not think anybody
would believe it; and we thought we would wait until they were in
place to say, “You see, now here they are.” And the last year and a
half our Subcommittee has been saying, sort of, “Here they are.”

What I would like to suggest is that we are now having that
debate. We are beginning that debate—-perfectly open, sensible
thing to be doing. And I thank Mr. Kasten for pointing it out.

The CHAIRMAN. Are there further comments?

[No response.]

The CHAIRMAN. Gentlemen, you have contributed to the debate
and we are appreciative of your attendance.

Representative PorTER. Thank you, Mr. Chairman.

Senator KasTeN. Thank you.

The CHAIRMAN. Our next witness will be Hon. Richard Darman
who is the Director of the Office of Management and Budget.

Mr. Darman.

Mr. DARMAN. | DO NOT KNOW ANYBODY IN TOWN THAT IS ANY
BUSIER THAN YOU ARE OR THAT HAS A TOUGHER JOB AT THE MOMENT.
We are very appreciative of having you here.

I hope this will be the beginning of a serious and a bipartisan
effort to extend real protection to the Social Security trust funds.
That kind of protection means we are really going to have to work
together to have true budget deficit reduction. That means some
unpleasant choices that have to be made.

We are delighted to have you here and prepared to hear your
testimony. And then I am sure there will be quite a number of
questions that will be asked of you.

Senator Packwood, do you have any comm2nts?

Senator PAckwoobp. No comments, Mr. Chairman.

The CHAirRMAN. If you would proceed, Mr. Darman?

STATEMENT OF HON. RICHARD DARMAN, DIRECTOR, OFFICE OF
MANAGEMENT AND BUDGET

Mr. DarRMAN. Thank you, Mr. Chairman. If I might I would read
a relative brief introductory statement.

The CHAIRMAN. Surely.

Mr. DarMAN. Thank you.

Chairman Bentsen, Ranking Republican Senator Packwood, Sen-
ator Moynihan, distinguished members of the Senate Finance Com-
mittee, it is a pleasure to appear before you. You asked that I be
prepared to respond to questions concerning Senator Moynihan's
recent proposal to cut Social Security trust fund receipts by $55 bil-
lion in fiscal year 1991 and by substantially more thereafter; and
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the Administration’s proposal to protect the integrity of the Social
Security trust fund, while reducing publicly-held Federal debt.

Mr. Chairman, I appreciate that you had Congressmen Penny
and Porter and Senator Kasten here also this morning. I did not
know when I prepared this statement that they would be appear-
ing directly before me—and I do not mean in any way to suggest
disrespect for their own proposals by failing to comment on them
at this time, I simply dicf not know that they would be appearing
immediately before me. -

I know that members of the committee will recall rising at the
State of the Union address when the President said, “The last
thing we need to do is mess around with Social Security.”

The President’s statement and the overwhelmingly favorable re-
action to it underline our mutual commitment to protect the struc-
ture of benefits and receipts enacted in 1983 and known as the bi-
partisan Social Security compromise. Many of the members of this
committee played important roles in the development of that his-
toric compromise. Indeed, Senator Moynihan himself played a lead-
ing role. He participated as a key member of the core negotiating
group—a matter about which he has spoken and written with justi-
fiable pride.

I, too, was a member of that core negotiating group. And I, too,
feel privileged to have had an opportunity to participate in what
has been widely viewed as one of the more favorable examples of
our political system rising to meet its responsibilities.

The 1983 compromise, and the related work of the bipartisan Na-
tional Commission on Social Security Reform, recognized the need
to move away from what had been intended to be a “current cost
financing’' system. The compromise, the Commission Report, and
the 1983 Act consciously, specifically, and explicitly moved away
from the near-bankrupt pay-as-you-go system, and moved toward a
system with much higher reserves for the 1990’s and the early part
of the twenty-first century.

This shift, to build up higher reserves, was adopted for two basic
reasons that are as relevant today as they were in 1983.

First, for the short term, lower levels of reserves made the Old
Age and Survivors Trust Fund vulnerable to the possibility of eco-
nomic downturn. I would note that even now the OASI trust fund
has reserves that are less than sufficient to cover a full year’s
costs.

Second, for the longer term, the disparity between the large baby
boom generation and the smaller succeeding generation necessitat-
ed the normalization of the Social Security tax burden across gen-
erations or else a current cost tax burden on future workers might
be perceived to be prohibitively high, thus threatening the ability
to pay the expected retirement benefits of the baby boom genera-
tion—that is, today's workers.

I would note that since 1983 neither the demographic nor the po-
litical facts have changed in a way that should dictate a different
conclusion today. If Social Security reserves are not built up for
today’s workers there would be more than sufficient reason to
question whether their expected benefits would, in fact, be paid.

The practical reality is that a proposal to switch back to the cur-
rent cost financing system that was rejected in 1983 could have one
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or both of the following undesirable effects: It could threaten a
return to the days of short-term trust fund financing crises; it
could—and likely would—jeopardize the retirement benefits of
today’s workers.

Unfortunately, Senator Moynihan’s recent proposal runs not
only these risks; it also risks creating fiscal policy havoc. It would
either abandon budget discipline altogether; or it would require off-
retting deficit-reduction measures amounting to $55 billion in fiscal
year 1991 and more thereafter. Since additional spending reduction
of this magnitude is not contemplated, it would seem to suggest a
major offsetting tax increase (such as that proposed by Senator
Hollings). But this, of course, would hurt the very workers Senator
Moyn:ihan'’s proposal is ostens:bly intended to help.

Indeed, it would hurt them doubly: First, by jeopardizing their
future retirement benefits; and second, by taking back in new taxes
what it pretended to give in the way of a tax cut.

For all tnese reasons, it is understandable that not only the Ad-
ministration and many distinguished members of Congress, but
also the American Association of Retired Persons have concluded
that—and I quote from their February 2 statement: “The first pref-
erence remains retaining existing Social Security policy to continue
to build the reserves for future generations.”

For its part, the Administration is unwilling to give up on the
1983 bipartisan Social Security rescue and compromise. We are un-
willing to give up on funding the retirement benefits of the baby
boom generation and unwilling to give up on the effort to restore
fiscal discipline.

Accordingly, we must respectfully reject the recent proposal of
Senator Moynihan. We would urge instead a return to consider-
ation of the type of approach with which Senator Moynihan was
previously associated—indeed as late as 1989—when he argued for
a combination of a build up in trust fund reserves, as in the 1983
Act, a reduction in the non-Social Security deficit, and renewed em-
pha51s on savings and investment.

We do not mean to suggest that there is not a problem to be
dealt with. We mean only o suggest that Senator Moynihan's
latest proposal, as opposed to his earlier approach, seems to give up
on the problem just when I believe the political system is preparing
to deal with it.

It is important to be clear about what the problem is and is not.
Our problem, at the moment, is not an excess of revenues relative
to spending. Although that would seem to be the problem that Sen-
ator Moynihan’s recent proposal would address. Nor is our problem
thievery or embezzlement, as some have suggested, if those terms
are intended in any way to suggest something illegal or something
of which the Congress was not fully aware. Social Security taxes
are being collected in accordance with the law. Social Security re-
serves are being built up in accordance with the law. The reserves
are held in the form of Treasury securities backed by the full faith
and credit of the U.S. Government as is required by law. Social Se-
curity is treated as off-budget, as required by law, except with re-
spect to calculations for Gramm-Rudman-Hollings, which include

~ Social Security as specifically decided and required by law.
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The problem is a derivative of this set of existing legal require-
ments. It is simply this: By including the intended Social Security
operating surplus in the Gramm-Rudman-Hollings deficit calcula-
tions, as required by law, the full magnitude of the non-Social Se-
curity deficit is masked. To the extent that this, in turn, causes the
non-Social Security deficit to be higher than it might otherwise be,
Federal debt held by the public is also correspondingly higher. And
to the extent that publicly-held Federal debt continues to rise, it
threatens to leave an undue burden for the future, when the inten-
tionally rising Social Security trust fund obhgatlons—that is, the
reserves—will have to be redeemed.

Our proposal to establish a Social Security Integrity and Debt
Reduction Fund is intended to address this problem. It would allow
reserves in the Social Security trust fund to be built up exactly as
under current law and as in the 1983 compromise; it would require
the non-Social Security budget to be balanced, after an orderly
phase-in; it would extend the Gramm-Rudman- Hollings law
beyond 1993, requiring a balanced G-R-H budget in 1993 and per-
manent balance thereafter; and it would allocate the equivalent of
the annual Social Security operating surplus to a Debt Reduction
Fund, requiring that this transaction be charged as outlays in the
G-R-H deficit calculations; and requiring that an equivalent
amoun’. of publicly-held Federal debt be retired in the process,
after a phase-in period that would be complete in fiscal year 1994,

This approach effectively leaves Social Security subject to the
Gramm-Rudman-Hollings discipline, while it adjusts the G-R-H def-
icit calculations to remove the masking effect of the annual Social
Security operating surplus.

Among its useful practical consequences would be the following:
The Social Security trust fund would be protected and would not be
a victim of raids on the reserves, which would build up exactly as
under present law for the protection of future retirees; the national
debt held by the public would be reduced by substantial amounts
each year with favorable effects on interest rates, investment and
the future capacity to fund Social Security obligations; the total G-
R-H budget each year would be balanced, without using Social Se-
“curity operating surpluses, and there would be no G-R-H “‘surplus”
to create a temptation for additional spending.

We are aware of several other proposals and possible changes in
the accounting and budgeting systems that are being considered by
various Senators. Some of these could have the same favorable ef-
fects as the Administration’s proposal, although they may be struc-
tured somewhat differently. We are not wedded inflexibly to our
own proposal, and we are happy to work with any and all Senators
who might advance a responsible way to correct the deficit-mask-
ing problem .nat inheres in current law.

We believe that this can and should be done without giving up
on the obligations of the 1983 Social Security compromise. Indeed,
we believe that by correcting the accounting and budgeting systems
in a manner that accomplishes what we recommend, generations of
the future will be better able to honor the Social Security commit-
ments that we have made.
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Thank you very much, Mr. Chairman and members of the com-
mittee, for the opportunity to introduce the Administration’s posi-
tion. I would look forward to responding to your questions.

The CHAIRMAN. Thank you very mucﬁ, Mr. Darman.

Just for the record, in defense of Senator Moynihan, I note your
quote here of AARP saying that their first preference remains, ‘‘re-
taining existing Social Security policy to continue to build the re-
serves for future generations.” But then I have the AARP state-
ment that goes on to say, “No pay-as-you-go financing should be
implemented until the trust funds accumulate a prudent level of
reserves equal to 18 to 24 months of benefits.” So it is a qualified
statement that they have put in there.

Now, Mr. Darman, when are we going to get on with real deficit
reduction? What we are looking at here, as you know, is a budget
that you sent us that gives us an illusion of progress toward deficit
reduction. It shows a 1985 deficit of $212 billion being cut to zero
by 1993. But a lot of that, of course, is by counting the reserves
built up in Social Security.

CBO’s numbers show that the deficit, excluding Social Security,
will actually grow by $17 billion between 1985 and 1993. And we
have nearly doubled the national debt since 1985.

According to the General Accounting Office, the Administra-
tion’s deciston to wait until 1996 to fully resolve the Social Security
3ugget issue will add an additional $1.5 trillion to the national

ebt.

Why do we wait?

Mr. DARMAN. Senator, we would be prepared to work together
with you and your colleagues on an approach which could achieve
deficit reduction more quickly, if that is what you are suggesting.
We have, as you know, submitted a budget that would reduce this
year’s deficit by $37 billion. Some might say that is way too little
in relation to the size of the problem.

I think you would find-—and I know you have other economists
speaking today—I think you would find that many of them would
suggest that we ought not to go too much faster than, say, 1 per-
cent of GNP a year in deficit reduction—that would be $50 billion,
roughly, if we were to move up from $37 billion.

I would note that at least so far I have testified before the Senate
Budget Committee, the House Budget Committee, the House Ap-
propriations Coramittee, the House Ways and Means Committee,
and several others in the last week and a half. I have so far not
recei.ed a single suggestion in all of this testimony for how we
should do more than $37 billion—not one suggestion. And we do
have two proposals on the table, one from Chairman Sassar and
one from Chairman Panetta, the two chairmen of the Budget Com-
mittees, to achieve deficit reduction on the order of $30 billion a
year. Actually Senator Sassar’s is a net of $17 billion a year.

_ So if there is a disposition to do more than $37 billion we are cer-
tainly prepared to discuss that on the merits.

The CHAIRMAN. Let’s talk about the merits then of how you ac-
complish it. One of the deep frustrations that I have had in chair-
ing this committee in reconciliation the last time—and I know
some of the other members of this committee share it—is the diffi-
culty of pinning down what counts as deficit reduction.
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I can recall—and I sent you a letter on this and you have an-
swered it, but I would like to further explore it—last year you spe-
cifically opposed proposals to delay Medicare payments by one or 2
days. So we did not include that provision in the budget bill, partly
due to your admonitions on it. Then, much to my surprise, the
Health Care Financing Administration issued a notice in December
indicating a rather unusual way for paying Medicare claims. Pay-
ment would be speeded up during fiscal year 1990 and then slowed
down again during 1991. And the CBO estimates the net effect of
this plan would shift about $1.5 billion out of the deficit calcula-
tions for fiscal year 1991. That sure looks like a double standard to
me.

Medicare pay shift is deficit reduction for OMB, but not for the
Congress. Now if the payment speed up were in effect for all of
fiscal year 1990 the Medicare trust funds would lose about $100
million in interest.

How do you justify that? I just want to be operating under the
same set oly rules when we try to come down with numbers and we
have the problem here in this committee of trying to decide what is
acceptable.

Mr. DarMaAN. I think that is an entirely fair point, Senator Bent-
sen, and I do not mean to reopen a sensitive subject. I do not think
it helps any of us, but I am obliged to mention it.

When you refer to a double standard, we felt in the development
of the budget and in reconciliation last year that wher we came
over to the Senate after the House action many, many months into
the process we were suddenly informed that a standard was going
to be applied to our proposals which would reject certain proposals
on grounds that-either they shifted in timing as in the case of cap-
ital gains or that they would lose revenue in one of the out years
that is the so-called Byrd rule which is appropriate.

And in that context a new set of standards was applied——

The CHAIRMAN. Let me say, Mr. Darman, I shared in some of
that problem with what we proposed——

Mr. DARMAN. Yes, sir. We were both victims.

The CHAIRMAN [continuing]. Out of this committee. That is right.

Mr. DARMAN. We were both victims, but maybe the system was
the beneficiary. Because what happened is, though we were very
upset initially with that set of standards being applied against us,
what we then asked was if that set of standards is going to be ap-
plied against us, then let’s apply it uniformly, at which point you
became an innocent victim just the way we had become an inno-
cent victim as we saw it.

On the other hand, there is a legitimate good Government argu-
ment that can be made for the no gimmicks rule so we adopted it.
And in putting together our budget this year, we tried to put to-
gether a budget with a minimum of gimmicks of the type that were
discussed at the.end of last year. We did include two timing shifts
on the tax side—one of the them on the payroll and the other the
telephone excise. But we specifically exciuded them from our effort
to meet the Gramm-Rudman target. We said that they make sense
for a variety of reasons but they shouldn’t count.

Now the one you refer to is a special case. It is not a policy pro-
posal; it is something that has already happened. It is an estimat-
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ing question about what has already happened. And CBO agrees
with us as to how it has to be estimated.

So then we have to ask the question: Well should it have hap-
pened in the first place? And as I have explained to you privately
but would repeat here for the benefit of the other Senators, what
happened was, catastrophic health insurance was repealed. The
people who were administratively intended to be responsible for
catastrophic health insurance were left without a job, but they
were still paid.

The question is: What should these people do who were going to
be processing catastrophic health insurance bills and other things?
The answer rendered by HCFA and HHS was, “Let them pay
bills.” The effect of their paying bills is that you are right, there
are more bills paid than if they did not pay the bills.

The CHAIRMAN. Well let me make this point then. Because here
you allege the support of the CBO. Now let me read to you——

Mr. DARMAN. Just on the scoring. Just on how it should be
scored, not on the policy issue.

The CHAIRMAN. All right. Let me read to you what the Director
says. Here is the letter dated February 7: “While we have made
the decision to include the timing shift i our revised base line,
this decision should not be construed as supporting the policy.”

Mr. DARMAN. Right.

The CHAIRMAN. “This plan is clearly a budget gimmick.” Clearly
a budget gimmick.

Mr. DARMAN. May I add one further point?

The CHAIRMAN. That is what CBO says.

Mr. DARMAN. May I add one further point, Mr. Chairman? All 1
suggested was that they agreed with the scoring and I said they
could disagree on the policy issue.

But let me try to put it aside this way. We have done in response
to the two Budget Committees a little compilation of gimmicks over
the last 2 years and have a list of 116 gimmicks that have been
legislated. Of those, about 10 or 12 originated in the Executive
Branch and about a hundred and a few originated in the Congress.
I think we would all be better served if we get rid of gimmicks.

If it would help us advance the debate this year to say, put that
billion and a half aside, I would be more than happy to do it and
say we have some obligation to continue to try to reach the target
without scoring that. But I think you will find that compared with
the budgets adopted by the Congress and those even advanced by
the Administration in the last 5 to 7 years, that this one is much,
much closer to gimmick free than any recent budget.

The CHAIRMAN. Integrity by degrees. All right.

Senator Packwood, any questions you might have?

Senator PaAckwoobp. Mr. Director, do you know of any way to
narro?w the deficit other than by cutting spending or increasing
taxes

Mr. DarRMAN. Yes, increasing growth which would increase reve-
nues.

Senator Packwoobp. All right, we all presume some growth,
which increases revenue. People say your projection is higher than
it should be. Last year you projected roughlfr on target and every-
body else was a bit low. At some stage we will enter into the record
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the GAO study that was done in 1986 on your projection, CBO’s
rojections, and private projections. It basically says OMB is slight-
y more likely to be accurate than the others.Your projection was
slightly better, but no one has a lock on exactness.

[The study appears in the appendix.]

Senator Packwoobp. Given the growth, and the question the
Chairman asked—when are we going to get down to serious deficit
reduction—we get into a debate about payment shifts of a billion or
a billion and a half dollars in operating deficits, if you do not count
the trust funds, which are in excess of $200 billion.

I would come hack again to the question I raised at the start of
these hearings. If we are going to have a genuine tax increase—I
do not care if it is payroll taxes; or an increase the upper rate to 38
percent, which I would not support; or a value-added tax, which
Mr. Reischauer talks about in his testimony—how do you guaran-
tee that the money goes for deficit reduction?

Mr. DArRMAN. You cannot by any way that ] know guarantee it,
unless you have some much more tightly disciplined automatic con-
trol system to correct on the spending side if you deviate from
what would be the necessary spending targets to assure that the
increased revenue went to deficit reduction.

In other words, you would need something like Gramm-Rudman,
but considerably tighter and tougher. It could not have the
Gramm- Rudman loophole. It would have to have a number of
tougher characteristics than the current G-R-H law.

Senator Packwoobp. Well you almost need a Constitutional se-
quester or equivalent. Anything short of that is easily changeable
by all of us when it is inconvenient.

Mr. DarmaN. Right.

Senator Packwcobp. Are you familiar with the Congressional
Budfet Office’s arguments about the change in the progressivity of
total taxes in this country?

Mr. DaARMAN. Yes. I was given their study as I testified before
Ways and Means Committee on the day before yesterday; and I
have a copy here, actually.

Senator %’ACKWOOD. Do you agree with their analysis?

Mr. DArMAN. I have not had a chance to look it over in depth,
and we are going to do that. But on a quick examination, I would
not say it is the kind of thing one should agree with or disagree
with. But you could make these comments: It has a number of
methodological peculiarities that are arguable.

For example, if one is really trying to look at what is happening
with this system, I believe—I am not certain this is correct—that if
somebody does not pay any tax at all they do not include them in
the average, just to pick an example. And so tax reform which took
6 million people off the rolls, you do not get credit for that, in that
those people do not count because they are-not paying any taxes.
So the lower end of the system which is actually improving does
not look as if it is improving because they define the lower end of
the system, I believe, to be only the lower end of those actually
paying taxes. That is an example.

They do not seem to include at all the effect of transfer pay-
ments. And, of course, what has been happening over the same
period is that transfer payments—and over a longer period—have
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been going up just as some of the social insurance portion of the
tax burden has also been going up. If you were to include those,
you would get & very different picture.

And then they do some things which are correct, but they are
sort of misleading—traditional, statistical tricks. Let me pick a
quick example. What they do is they take percentages of very
small bases. Let me see if I can quickly find an example.

I do not have the right table handy quickly. I will look for it if I
get a moment. But essentially, to make my point, if you take the
lowest quintile, even flawed in the way it is defined, as I believe it
is, and you say what was the effective tax rate in 1980—I do not
have it Kandy, but I am going from memory—it was a number like
8.7, 8.8, something like that. It moves to a number like 9.1 by 1990
in their calculations.

They then take that very small change and they take it as a per-
centage of the small base. So it looks like a very large percentage
change. And then they make that great big bar chart that makes it
look as if there is this great big change, which is a percentage of a
percentage that is a small percentage in the first place. So they
convert a very small change into what looks like a very big per-
centage change.

If you take the same table and you compare 1990 with, say, 1985
you find that the conclusion can be reversed. It is not wrong, but
i%g:(‘)e is something a little bit artificial about using 1980 versus
Now we have not had a chance to go through this fully. But just
prima facie, there would appear to be a whole host of what I would
call displays intended to support a conclusion.

Senator Packwoob. Thank you.

Senator Moynihan?

Senator MOYNIHAN. Mr. Darman, we thank you for your
thoughtful testimony and even more complex responses as we go
around here.

I could not but recognize the passage from David Stockman’s
book that the Chairman quoted in his opening statement about a
situation where you were talking to Mr. Stockman in July of 1981
and you suddenly realized that the tax measure going through the
Congress was going to produce tremendous deficits, particularly as
you began to buy votes—when one particular delegation called up
and such and such a State was for sale, you bought it. And Stock-
man asked “Well, what will we do?”’ and you replied, “We win it
now, we fix it later.”

Well 1 could not resist sending for my copy—and Mr. Stockman
got paid $2.5 million for this, so it must be true. [Laughter.]

Think about that.

Mr. DarmaN. Do you accept all of his views in there as true, Sen-
ator Moynihan?

Senator MoyNIHAN. In the roaring 1980’s one who got paid $2.5
million did the right thing. [Laughter.]

He says, “The following Monday,” —that is after your conversa-
tion where you said “We win it now, we fix it later"—"the follow-
ing Monday evening, July 27, the President addressed the nation
on TV. He delivered a masterpiece of propaganda. If Presidential
speeches were covered by a full disclosure law, the true meaning of
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this one would have caused an absolute panic. Our bill was going to
reduce the Federal revenue base by $2 trillion over the course of
the decade.”

That is exactly what happened. And he said there was not a hint,
not one centilla, about what all this fabulous giving actuall
meant. It meant you would have a permanent deficit. And, indeed":
%r_ouddid try to fix it and so forth. It never got-fixed; it does not get

ixed.

It was devised as a mode of disciplining Congress about behavior
which was not approved of—social spending, basically. That is the
issue we have here. :

You say that this deficit is now structural. We have the Comp-
troller General say to us the other da{ that very shortly now debt
service, interest on debt, will be the largest item in the budget—
reach out 5 or 6 years and it is there—more than Social Security,
more than defense. And more and more we pay for it with this re-
gressive Social Security tax.

In your budget which you sent up, sir, you have I think $13.9 bil-
lion in additional revenues—3$4.9 billion comes from the capital
gains tax, which will pick up money for 2 years and then lose it
indefinitely, so the deficit gets higher; and then you have another
item of $4.7 billion in additional Social Security payroll tax reve-
nues which would come from extending Social Security coverage to
State and local government employees.

Now I guess I have to ask you this, because your proposal for a
Social Security Integrity and Debt Reduction Fund is a thoroughly

serious proposal, it is a thoroughly comprehensive and internally
logical proposal. Mr. Dale of OMB came up last night and walked
us through it. It makes a great deal of sense.

But, sir, it does two things—and I ask you if you would agree—it
assumes we will have a balanced budget including the Social Secu-
rity trust funds by the year 1993, and it assumes that that after
1993 we will have and maintain a balanced budget excluding the
Social Security trust funds.

Mr. DarMAN. Yes, Senator Moynihan. Thank you for your kind
comments about the proposal. I should just like to underline my
appreciation of them.

nator MoyNIHAN. Sure. They were meant.

Mr. DARMAN. I believe you said it was thoroughly serious and
quite a number of other favorable things which I want to just make
absolutely sure the record is clear.

Senator MoyNIHAN. But how serious is the assumption that we
will have in perpetuiti' 25 years of unbroken balanced budgets?

Mr. DarMAN. Well | have absolutely no way of knowing. But I do
believe that we have an internally consistent approach, as you
have suggested. And that in effect what it means is that you would
be buying down publicly-held debt in the amount of the Social Se-
curity surplus each year, which is analogous to running a tradition-
al consolidated budget surplus in that amount, which is the propos-
al you—if I may say respectfully—used to be for.

nator MoyNIHAN. I was for it until I decided it was never going
to hap;l))en.

Mr. DaArmAN. Well we have done something which I do not think
would be necessarily too popular, but I think adds to the internal
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consistency. In order to help make this happen we have tried to
tighten the discipline associated with Gramm-Rudman. We have—I
do not think I should divert the discussion in this direction—but
we have a second sequester built into our proposals on budget proc-
ess reform. :

And unless we somehow improve the discipline of Gramm-
Rudman itself, which we would be relying upon as a mechanism to
assure that the non-Social Security budget were in balance on a
continuing basis, you would have no real basis to believe that the
political system would run what would amount to, by traditional
ways of looking at it, a surplus over all those years. But I do think
it is an internally consistent proposal.

Senator, could I ask one privilege?

Senator MOYNIHAN. My time is up and I thank you.

Mr. DArRMAN. Senator Bentsen, you and Senator Moynihan have
both referred to that Stockman book. If I could, I would just like to
attempt to clarify one thing for the record.

First of all, I do not recall the exchange in exactly the way David
Stockman does. But what he was saying is not inconsistent with
what would have been some of my thoughts at the time. But I do
not recall it in exactly the way that he put it.

But to the extent that I was talking about “winning” at that
time, which was June, and fixing it later, may I please make this
very clear. The later we were talking about was in September of
that year in conjunction with the second budget resolution, which
then used to exist and does not now: And we were in the process of
negotiation with Senator Dole, Senator Domenici and a number of
other members of the Senate and House on a correction. It was
very close to agreed as a potential compromise—fiscal policy cor-
rection—for the later that was September/October, when all of a
sudden we had another Stockman publication, which was the At-
{Sntic Monthly article. At that time, as you will recall, everything

ew up.

But the later we had in mind was a matter of months, not a
matter of decades.

The CHAirMAN. I have said a number of things in my past 1
would like to go back and reinterpret too. [Laughter.]

Senator Heinz?

Senator HEINz. Thank you, Mr. Chairman.

Dick Darman, you were in Washington, D.C. during 1982 and
1383, guilty or not guilty?

Mr. DArRMAN. Guilty.

Senator HEINz. You are quite familiar with the deliberations,
you have said as much, about the Social Security Solvency Commis-
sion. One of the issues that is very pertinent to the idea of reducing
the revenues to the Social Security system as the Moynihan plan
does to the tune of $55 billion next year and increasing amounts in
future years is to what extent returning the system to a so-called
pay-as-you-go system might jeopardize our ability to meet commit-
ments to both today’s retirees and future retirees.

It is argued that even if you returned the system to a pay-as-you-
go basis senior citizens would have nothing to fear because Con-
gress would make sure that they always got their money.
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Nevertheless, Congress attempted on two occasions to avoid
Social Security going into bankruptcy—once in 1974, another in
1977—neither of them worked and the result was the impasse we
got into in 1982, resulting in the 1983 amendments. People may
have forgotten how difficult it was to get consensus on solving the
Social Security solvency problem. People forget that as of Novem-
ber—in spite of the fact the Commission had been meeting for a
year—there was absolutely no agreement. People forget that had
the Commission waited just 2 months longer, checks would not
have gone out in 1983. And people forget that what was required to
get an agreement was three things: (1) an increase in Social Securi-
ty taxes that a lot of people opposed; (2) a decrease in benefits, both
for existing and future beneficiaries; and (3) substantial contribu-
tions from general revenues because the first two groups did not
want to be taxed or take benefit cuts anymore than they already
had. You remember that process.

Would you say that.reaching agreement, even with the eminent
insolvency of Social Security at that time was easy?

Mr. DARMAN. No, it was exceedingly difficult. And as you will
recall, and Senator Dole, and Senator Moynihan, we were all work-
ing until late at night, day after day, secret meetings, because
people felt that it was so explosive politically—which it was—and
it was only with the most remarkable combination of cooperation
and I would even say delicacy or artfulness that we were ultimate-
ly able to reach agreement.

Senator HEiINZz. Only one-third of the revenue short fall in that
first period between 1983 and 1989 was made up through increases
in payroll taxes. One-thirds of it were made up, as I recollect, from
general revenues, or if you will, increased deficits, and the other
third was from benefit reductions. Is that not about right?

Mr. DarMAN. I think it was one-third, one-third and it was an in
between third that each side could interpret any way it wanted.

Senator Heinz. Very well. Fair enough.

But no more than one-third was made up from payroll taxes; is
that not correct?

Mr. DarMAN. Right.

Senator HEINz. I guess my point, Mr. Chairman, is that if you
cut payroll taxes, it is not very easy for Congress based on history
t% 8i{r{;crease them again. And, in fact, that is not what we did do in
1983.

I would like to put in the record the statement of Mr. Roland E.
King, fellow of the Society of Actuaries, member of the American
Academy of Actuaries, the chief actuary of the Health Care Fi-
nancing Administration. It comes from page 64 of the 1989 Trust-
ees Annual Report on Social Security.

- What it says in part is this—and this is very relevant to the pro-
jections about whether or not Social Security, if we adopt the Moy-
nihan plan, will be in a state of financial crisis in the future. -

He says, “During the 30 year period ending with 1987, real earn-
ings increases averaged less than .9 percent annually.”” Thirty
years. “But the Trustees long-term intermediate assumption. Alter-
native II-B, is 1.25 percent—over 40 percent higher than the expe-
rience of the last 30 years.”
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Anybody who does not think that the so-called intermediate as-
sumptions are optimistic has to go up against the informed opinion
of the Chief Actuary of the Health Care Financing Administration.
What that tells me is that if we sign on to a so-called pay-as-you-go
system that drains $55 billion to start with this year from the fund,
we are going to invite crisis after crisis, and under a less optimistic
set of assumptions, total insolvency and bankruptcy of the fund in
calendar year 1998 under the so-called III.

[The statement follows:]

APPENDIX E.—STATEMENT OF ACTUARIAL OPINION

It is my opinion that, s\ bject to the qualification described below, (1) the method-
ology used herein is based upon sound principles of actuarial practice and (2) all the
assumptions used and the resulting cost estimates are in the aggregate reasonable
for the purpose of evaluating the actuarial and financial status of the Federal Hos-
pital Insurance Trust Fund, taking into account the experience and expectations of
the program.

Although the projections in this report do not extend beyond December 31, 1991,
the board of Trustees has adopted assumptions which underlie projections of the op-
erations of the Federal Hospital Insurance Trust Fund 75 years into the future.
During the first ten years of the projection period, the Trustees have assumed that
real earnings in covered employment will increase at the rate of nearly 1.5 percent
per year. This assumption is significantly different from actual experience during
the ten-year period ending in 1987, when real earnings in the U.S. economy actually
declined. During the 30-year period ending with 1987, real earnings increases aver-
aged less than 0.9 percent annually, but the Trustees’ long-range intermediate as-
sumption (Alternative II-B) is 1.25 percent, over 40 percent higher than the experi-
ence of the last 30 years. Because of these large discrepancies between past experi-
ence and projection assumptions, with no plausible explanation for thesignificant
improvement in future experience, I recommend that in future reports the Trustees
reduce substantially the real earnings assumption to mal.e it more consistant with
reasonable expectations regarding future experience.

RoLaND E. KiNngG, Fellow of the Society of
Actuaries, Member of the American
Academy of Actuaries, Chief Actuary,
- Health Care Financing Administration.

Senator Heinz. Would that be your interpretation or not, Mr.
Darman? -

Mr. DArRMAN. Just let me check the Alternative III assumptions
for a second.

Senator HeiNz. Maybe you just want to give me your opinion on
the first part.

Mr. DArRMAN. What year did you say?

Senator Heinz. 1998.

The CHAIRMAN. The time has expired but you go ahead and see if
you can give him an answer.

Senator HEINz. I'm sorry, Mr. Chairman. I am all done.

The CHAIRMAN. Do you want to give him a chance for an answer.

Mr. DARMAN. A quick look suggests that that is right.

Senator HEINz. Thank you very much.

The CHAIRMAN. All right, thank you.

I see our Minority Leader is here, and with the many demands
on his time I am sure that members will agree that we give him a
priority from the early-bird arrival list.

Senator DoLE. Thank you, Mr. Chairman. I am just going to take
a minute or two. I know you have some other outstanding wit-
nesses that have not had an opportunity to be heard.
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I want to thank Mr. Darman and thank you, Mr. Chairman, and
ask that my statement be made a part of the record.

The CHAIRMAN. Without objection.

Senator DoLE. The main issue that 1 wanted to discuss is every-
body keeps talking 1983. As I recall we did not raise payroll taxes
in 1983, we went back to the 1977 Act and accelerated implementa-
tion of higher rates a year or two. It was a very difficult thing to
do, I think we were finally successful because the Speaker and the
President got together on the telephone and both said yes at the
same time. That, essentially, is how it was worked out—late at
night as I recall—10:00, 11:00 or midnight at the Blair House. -

In any event, I also believe that when you look back at the 1981
tax cut you have to remember Congress added a lot of things too. I
do not know how many billions. I know I added some and I assume
other members of the committee did as well. Eventually, the add-
ons grew into billions and billions of dollars over a several year
period. We offered some change that the Administration later
agreed to in estate taxes and other things, which I am certain were
not originally recommended not because the President disagreed,
but because of the revenue loss. So, we in Congress, may have con-
tributed some to the increasing deficit.

Mr. Darman, the one problem I have when I go to town meetings
in Kansas is trying to explain to my constituents how buying down
the debt under your plan ought to please them. Maybe you could
give us a 30-second explanation of why everybody should under-
stand the advantages of your plan which we could pass on to our
constituents.

Mr. DARMAN. Senator Dole, I think that we have a very difficult
problem, politically, which is that Senator Moynihan’s latest pro-
posal is simply understood and because it is a tax cut or at least in
i%s first bounce promises to be a tax cut, everybody understands
that.

If you go try to explain to the ordinary people—even I would say
many, many sophisticated people-—in this town what is actually
going on in the trust funds, and how the accounting works, and
why you really have to be buying down debt held by the public,
and why the trust funds are not really being looted because, what
is happening to the trust funds is they are getting Treasuries.
There is no better investment than that.

The question really is: What happens when it comes time to
redeem those? And when it comes time to redeem those, if you
have also built up this enormous pile of debt held by the public, it
is going to be harder to redeem them on satisfactory terms. Every
time I start down that path I see everybody’s eyes glaze over.

So I am almost inclined to say we have to treat these as two sep--
arate kinds of issues. One of them is Senator Moynihan’s proposal
and those like it, which I would call at least in the first bounce the
cut Social Security receipts proposals and the different ways to do
that. And you have to decide, do we or do we not want to cut Social
Security receipts. The flip side of the question is: Do we or do we
not think we should be still building up the reserves? We are not
even at 1 year's benefits at the moment.
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If you think we should still be building up the reserves then you
cannot start entertaining what I would call the Senator Moynihan
type proposals. Settle that.

Then a wholly different issue, even though they are related—a
wholly different issue. Now how can we fix up our accounting
system—which is really much more of a local issue—so that we do
not mislead ourselves into believing that we are solving the non-
Social Security deficit problem when in fact as we build up the re-
serves it is masking the true size of that problem under our cur-
rent legal accounting system?

The second one I cannot see as a matter of general national
debate. It is something we ocught to straighten out here and figure
out how to do right. We are prepared to work with, as I have said
earlier, all those interested in trying to do that right.

I appreciate that Senator Moynihan believes our proposal is a re-
spectable way to go at that problem.

Senator DoLE. I think there is probably not a lot of support for
the Moynihan proposal. I mean there is support. Senator Moyni-
han’s plan has certainly started the debate and may have encour-
aged the Administration to come forward with its own plan—I am
not certain whether you were working on this before the Moynihan
proposal.

In any event, most people in my State do not want to change
Social Security. I said the other day, we have had exactly two
phone calls on the subject. I asked Gwendolyn King, the Social Se-
curity Administrator, how many calls they had had and she said
60. I am not certain how many the President had after his State of
the Union message on Social Security, probably quite a few.

Although I think there may be some confusion, most people say,
let’s don’t mess with Social Security. It was difficult enough to fix
in 1983. Senator Moynihan should get a lot of credit for stimulat-
ing the debate, even though he may not get a lot of votes.

Mr. DarMAN. Thank you, Mr. Leader.

The CHAIRMAN. Senator Symms, would you mind deferring for a
minute? Senator Pryor has an urgent commitment.

Senator Symms. I'd be happy to.

The CHAIRMAN. Senator Pryor.

Senator PrRyor. Thank you, Senator Symms.

Mr. Chairman, I just have a couple of questions. I would like
first, Mr. Chairman, to insert a Table in the record. I think this
may have been referred to while I was out of the room. It is a CBO
Table on Total Federal Effective Tax Rates for all Families since
1977. One bottom line result or indication of that Table is that we
see about a 16 percent increase in the effective family tax rate for
the lowest percentile of the income of families in this country. In
other words, a major tax increase creating a greater tax burden.
And on the upper or top 5 percent we see a 9.5 percent decrease.
These are CBO figures.

The second point I would like to bring up, Mr. Chairman, is that
now we find that 74 percent of the American population—this is
including employer’s share—74 percent pay more tax under FICA
today than they pay under income taxes.

Now we have a situation here, Mr. Darman, where we see a huge
percentage of the population paying more into Social Security than
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they are paying income tax. We see a tax structure today that ap-
pears to be leaning definitely toward benefitting upper income indi-
viduals in tax burden. I wcnder if that is where you think we
ought to be on this so-called glide path at this point, because I do
not think the Administration’s proposal in anyway ameliorates any
of these two concerns that I have.

Mr. DarMAN. Thank you, Senator Pryor. .

I wonder, Mr. Chairman, if I could ask to submit to the commit-
tee for your further consideration an analysis of the same issue
that we would prepare to follow up on some of the comments I
made to Senator Packwood about methodological problems that I
see here just looking at it quickly, in this CBO Report. I am not
siying that it is wrong; it is done one way. But I would like to dem-
«nstrate what these numbers would look like if you did it another
nay.

The CHAIRMAN. I would be delighted to have them. It would be
helpful, I think.

Mr. DarRMAN. Two further points, Senator Pryor. I think you
may not have been here when I tried to make this point with Sena-
tor Packwood. I didn’t have the right Table in front of me.

[The table follows:] ,

FEDERAL EFFECTIVE TAX RATES FOR DIFFERENT KINDS OF TAXES FOR ALL FAMILIES—TOTAL

FEDERAL TAXES

1980-90
Quintile 19 1980 1985 19%0 (percentage

change)

9.5 84 10.6 9.7 16.1

156 157 16.1 16.7 6.0

196 200 193 20.3 12

2189 230 217 225 -22

211 213 240 258 -%5

et et et e e e 281 284 244 264 -13

TOD S%..os v o s e e 305 295 245 26.7 -95
Overall ..o s e s, 28 233 217 230 -10

Source Congressional Budget Otfice Tax Simulaton Model, as aooeam* n “Background Materials on Federal Budgel and Tax Policy for fiscal
Year 1991 and Beyond,” Committee on Ways and Means, WMCP 101-21, February 6, 1990, p 14

Mr. DarMAN. Do you have that CBO Report there?

Senator PrYOR. I do, yes, sir.

Mr. DarMAN. If you look at page 14, that is the Table I——

Senator PrYOR. I only have a summary, Mr. Darman. I do not
have the full report.

Mr. DarMaN. Okay. Let me just tell you one of the points that I
was making. They compare 1980 with 1990 and in 1980 they say
that the lowest quintile for families had an effective tax rate of 8.4
percent, then in 1990, 9.7 Eercent. Then they take that change and
they take a percent of the small percent—the 8.4 percent-—and
that is how you get that big 16.1 percent number.

Now if you look at—I do not know if you have the same Table—
1977, for example, the differences between 9.5 and 9.7 percent. So if
you took that two-tenths of a percentage point as a percent of the
9.5 percent you would reach an entirely different conclusion in
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terms of order of magnitude. So because they are taking percent-
ages of percentages, they are rather seriously misleading.

And as I suggested also, I think they do not count people who
have been taken off of the tax rolls, which as you will recall is one
of the main things that tax reform did.

The second general point I would like to make in addition to sug-
gesting methodological problems with the CBO report, I would like
to show you this chart. I could just hold it up, but you may not be
able to see, but I will provide it for the record. If you look at what
has been happening to social insurance taxes, to which you re-
ferred, as a percent of the total budget, you are correct, they have
been rising. That is this dotted line you see here.

[The information appears in the appendix.]

Mr. DARMAN. But if you now look at what has been happening to
social insurance benefits payments as a percent of the budget over
extended time periods, and shorter time periods, you will find that
they are rising more rapidly and they are in all cases higher than
the insurance taxes themselves.

So it is not fair simply to look at what is coming in. You have to
look at where is it going when it heads out the door. And where it
is going when it heads out the door is in the form of social insur-
ance payments on a rather progressive basis back to individuals.

The reason that is relevant is not just to make a debating point,
but also because it is not by chance that our system had these
move together. If we start reducing the flow in on the social insur-
ance side, I think we should expect that the poiitical system at
some point will reduce the flow out on the social insurance side.

Senator PrYor. Mr. Darman, my time is expired and I took this
time from Senator Symms, and I apologize. But just to summarize,
the Chairman in his opening statement said that three of five
Americans are paying more taxes today than they paid in 1980. I
believe that was the Chairman'’s statement.

My conclusion is that that tax burden is falling very unfairly on
the wrong shoulders.

Let me at this point leave. I thank the Chairman and Senator
Symms.

The CHalRMAN. Thank you.

Senator Symms, I appreciate your cooperation.

Senator Symms. No problem, Mr. Chairman.

The CHAIRMAN. I now recognize you for your comments.

Senator Symms, Thank you very much.

Mr. Darman, thank you very much. I think if I recall our history
correctly President Jefferson was the first President that started
paying down the public debt. It was finally paid off by President
Madison and then we had to reborrow to keep the British from
trying to undo the Revolutionary War. But we did establish a prin-
ciple of trying to pay down public debt with surpluses. So, you
know, compared with what we do today under current law, I would
like to compliment you on your idea to at least take surpluses to
start paying off public debt.

But I have one question that I would like to ask you about that
and then I have another question to follow up.

How many trillion dollars of public-held bonds do you project or
do your number counters project that we may have if we use all
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this surplus to buy bonds in Social Security? Is there a projection?
Do you have those numbers?

Mr. DARMAN. I am not sure I quite understand the question.

Senator Symms. Your principle is that you want to pay down the
public debt.

Mr. DArRMAN. Right.

Senator SymMs. Which I do not argue with the idea to try to do
ils;g(t).’ It has always been an established principle up until the

.

Mr. DarMAN. I think I understand it now. Let me try this as an
answer. You have two things happening simultaneously—or at
least you can think of it this way. One is that the obligations to the
trust fund would be rising under current law, and we propose to
continue to have that happen. So Treasury obligations to the Gov-
ernment in the trust fund would continue to rise. And those would
rise to very high levels, depending on your estimates, it could be in
the low tens of trillions of dollars before they start to turn down
when you start redeeming and paying the benefits to the baby
boom generation.

That is one set of transactions. That does not change under our
proposal.

A separate set of transactions—or at least you can think of it
this way—is what is going on with the consolidated budget deficit.
If it is running a surplus it will be buying down or retiring debt
held by the public. Now that debt held by the public is on a path
heade! toward $3 trillion. It does not ever get as high as this big
mound over here that I first treated.

What happens to it under our proposal is it gradually gets re-
duced. In fact, it rather rapidly gets reduced starting at the rate of
$100 billion a year, rising to about $150 billion a year, to the point
where it is retired altogether, down to zero, in around 2005.

Senator Symms. Thank you. Now on the other side of the egua-
tion, as Budget Director, in my opinion, under the current Budget
Act as it now operates under Gramm-Rudman-Hollings, going into
this fiscal year and this budget fight, I think you and the Presi-
dent—gou as the President’s representative in the budget game—
have the upper hand because of the sequester. If Congress does not
want to cooperate with the President we can take a sequester and I
think we established last year that this Government and this coun-
try will survive under it. So that would work.

However, if this so-called bomb of removing the $55 billion from
the current fix, as the Moynihan proposal suggestions, as Budget
Director, do you ever get the feeling that the—and the reason I say
that is because when the President gave his speech on the floor of
the House, we talked about how everybody cheered and yelled and
hollered when he said, ““Don’t mess around with Social Security.”
But then a few minutes later he said, “We are going to do this
budget with no new taxes.” It was only the minority of Republicans
that stood up and cheered and the majority who run the Congress
were silent when he talks about no new taxes.

Do you ever get the feeling, as Budget Director, that this Moyni-
han bombshell could end up really as just a major frontal attack on
the Gramm-Rudman-Hollings anc{ the Budget Act itself?

Senator MoYNIHAN. Be careful. [Laughter.]
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Mr. DArRMAN. Well first of all, I believe——

Senator SyMMs. If you were a lesser man I would have never
asked you that question.

Mr. DArRMAN. I believe that two or three Democratic Senators
may also have stood when the President made his comment about
taxes. So I will——

Senator Symms. I hope so. I was looking.

Mr. DARMAN. I was just told that; I didn’t actually see it. But I
say that in the spirit of bipartisanship.

As to Senator Moynihan'’s proposal itself, I really do not see any
way that it could be accommodated within the existing system. So
from that standpoint, I am not sure what expression you used, but
it was relatively strong as to what effect it would have. We are not
going to have a sequester that is, let’s say, $37 billion plus $55 bil-
lion. Our political system is never going to accept that.

I do not think financial markets would welcome simply removing
$556 billion in revenue and saying, forget it, let’s abandon the
Gramm-Rudman-Hollings targets. But for these and several other
reasons which deal with the budget process and the state of the
economy as well as Social Security, 1 think the political system
might decide that it would prefer to head toward what I would call
Moynihan ], rather than Moynihan II.

The Moynihan I approach is the type that I think the.system
would- welcome for its economics and it actually would strengthen
and improve the budget process.

Senator Symms. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Riegle.

OPENING STATEMENT OF HON. DONALD W. RIEGLE, JR., A U.S.
SENATOR FROM MICHIGAN

Senator RiEGLE. Thank you, Mr. Chairman. I passed on the op-
portunity for an opening statement at the beginning. So I want to
make an observation before posing a question.

The CHAIRMAN. Good.

Senator R1EGLE. We have had another hearing on this subject al-
ready as you know, that predates today’s session. I think what that
hearing demonstrated clearly is that we are taking money out of
the Social Security fund. We are spending it for other purposes. It
is really not fair and honest the way it is being done. One can say
it is legal, but that I do not think is a sufficient justification for
what is happening here.

As it relates to what is going on with the shift of the tax burden,
I thought Senator Moynihan’s reference to David Stockman’s book
was important. And it was important in terms of looking back over
what has happened over a decade’s period of time. I do not say this
is your sole responsibility. You have been part of the team over
that period of time, but so have others.

If you look at this chart that has been prepared by the Senate
Budget Committee—and I know you don’t much like this chart and
I can understand why because I think it is a very revealing chart.
This chart takes into account all Federal taxes as they come down
on working people in the country. What it shows is it comes across
by decile in 10 percentage point segments across the income scale

32-393 0 - 90 - 4
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is that the people at the very lowest income levels have in fact had
a very substantial increase in terms of the Federal tax as a percent
of their total family income.

Now you are a family man as most of us are in this room. We
belong to families. And you understand as well as anybody what
the impact is if you have family income being dim‘nished by a
larger share of Federal tax. And very interestingly as you come
across all 10 income segments, roughly about the middle you reach
a cross over point, and as you come all the way out to the high
income people at the far end, you will find that their Federal tax
as a percentage of family income has actually gone down quite sub-
stantially.

There are a lot of ways to do this. I found your PAC MAN termi-
nology interesting with respect to the budget. But using that kind
of thought process one might say here that the low income people
who are out working, paying a higher share of their family income
in taxes—a man or woman who is working down at the Burger
King or somewhere today at something close or slightly above the
minimum wage—is actually paying in a larger percentage of
income over the last decade now in terms of these tax changes, ac-
cumulative tax changes, of which Social Security is a major part;
and the people at the far end are paying less.

It is as if the person who is down at the low end, in effect, is
chipping in for Don Trump’s new boat or things of that kind for
people who are out at the high end of the income scale and who
are paying less in Federal taxes.

Now I do not know whether this was the intention or not. I do
not know whether the plan back in the early 1980’s was to carry
out this tax shift in this fashion or whether it is an accident. Per-
haps it is an accident of a pile up of a lot of tax changes. But the
cold fact of the matter is that you and the Government are using
Social Security receipts, to pay for tax cuts in other areas and also
at the same time to hide, and I think cover up the size of the Fed-
eral budget deficit.

I think it is wrong. We can talk about different ways to do it. But
one of the great ironies of this is the working people in the country
who are paying into Social Security now in many cases are going to
be asked to pay twice. They are putting their money into the fund,
the money is being taken out and spent for things in other areas of
the Government, totally separate from Social Security, replaced
with an 1.O.U., which, increasingly, these same low-income people
will have to redeem when the 1.0.U. has to be paid off.

So in effect they are paying now for their Social Security. Their
money is being used for a different purpose. An 1.0.U. is going in
in its place and they are going to be asked to pay off the 1.0.U.
later on down the line. I do not think it is fair. People, frankly do
not understand it. If they understood it, they would be greatly out-
raged by it.

And that is why when anybody says, don’t mess with Social Secu-
rity, we are messing with Social Security. That is exactly what we
are doing today. We are taking the money through this series of
transfers and we are spending i’ on other things and replacing it
with 1.0.U.’s that are going to have to be paid off increasingly in
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terms of a percentage of family income by people who are at the
low end of the income scale.

I do not think that is good economics, frankly. I mean this is sort
of trickle down economics. The notion is that if you have tax cuts
at the high end that somehow or another it works its way eventual-
ly down to people at the lower income levels. But the numbers are
not showing that. The numbers are showing that the total Federal
tax burden has gone up for the people who are out there working
each day and who are paid the least for their work.

So I am troubled about it and I would hope that we can find a
way to change that. I think Senator Moynihan has made a very
good suggestion in that regard.

But having made that comment I want to make a suggestion and
ask a direct question of you. When the President wanted to get the
savings and loan reform legislation package through he called sev-
eral of us, as you know, into the Cabinet—and you were there—
and there were good bipartisan discussions. And out of that in
record time we came up with a package that was enacted with bi-
partisan support.

We have 112 days in this legislative session left. Would you be
willing to recommend or do you think the President might be of a
frame of mind to maybe convene the key players on the budget
now, not play the budget showdown game, and see if we cannot
come up with—if not a grand compromise—something that repre-
~ sents a serious effort to do this. I think it is important to have the

President involved in face-to-face discussions. It worked on the sav-
ings and loan package in record time; I th =k it could work here.

Would you be willing to suggest that to him and do you think he
is of a mind to do that?

Mr. DArRMAN. Senator Riegle, I think at some stage that might be
very useful. If we were fortunate enough to have events develop in
a way that made it look as though it would be constructive, I would
certainly recommend that to the President and I would hope that
events would develop that way.

At this moment, the climate each day is getting a little bit better
I would say. You may have seen the television version of the re-
sponse to my initial testimony before the House Budget Committee.
I do not think it would have been constructive on that particular
day to get the group together.

But, frankly, the reception has been a good deal more cordial
and constructive in other committees as we have gone along in the
last week and a half. If the mood continues to get better, then we
will have a context in which it makes sense to get together.

I would note that we have never said we did not want to get to-
gether. There are a couple of very important people, key to any
such negotiation, who have said that they do not think that it
would be desirable to have such a negotiation. But I am hopeful
that the mood will get a little bit better and confidence will get a
little bit better, and we will get past the early partisan—what I
call partisan—posturing stage and get down to serious work on a
bipartisan basis.

Could I make one comment on your mtroductory points?

Senator RIEGLE. Sure.
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Mr. DArRMAN. On the statistics you referred to I have asked, and
Senator Bentsen has agreed, I am going to provide an alternative
way of looking at the same issue. And, of course, you know there
are limitless ways you can look at it. But I think those statistics as
presented are in fact misleading and I will just provide you an al-
ternative set and rationale for looking at those.

Senator RieGLE. If I may ask you, will it be a set that is designed
to show or prove that low income people actually spend a lower
percentage of their income on taxes?

Mr. DArRMAN. Actually, our set will not be designed to prove any-
thing, as distinguished from this. It will just be the facts as fairly
presented in my opinion. We will let things fall where they may.

A second point is, when you talk about what we are doing with
the present accounting system you use the second person you—-that
turns out to be me.

Senator RieGLE. That is in the large inclusive sense.

Mr. DarMmAN. Well the “you’ is very inclusive, if I may say. 1t is
all the way around this half horseshoe here—or half circle.

The Gramm-Rudman-Hollings Act prescribes the way we do the
accounting now. It is prescribed by law. It was originally set in
1985. The Congress had 2 years of experience with it. By that time
in 1987 when the targets were adjusted, everyone knew what the
effects of the Social Security mounting surpluses were and those
who participated in the negotiations of that redrafting say—I was
not in Government at the time—they say that the issue was specifi-
cally and consciously addressed, and as you know, the Act treats
Social Security as off budget for every purpose but the Gramm-
Rudman-Hollings calculation.

So it is evident that it was extremely conscious what was going
on there and it is not only the law, but it is the law that was decid-
ed upon, not by some wayward Administration, but by the Con-
gress. Now it was signed by President Reagan. We agree with you
and Senator Moynihan and other Senators that that accounting
procedure is flawed and so we wish to work with you on changing
it.

But there is a bit larger group in the “you’ than just the people
on this side of the table.

Senator RIEGLE. Thank you, Mr. Chairman.

The CHAairMAN. Thank you.

Senator Roth?

Senator RotH. Thank you, Mr. Chairman.

I want to go back to the question first raised by Senator Pack-
wood. Because I think we have witnessed today this charge that
the Reagan tax reforms have resulted in less taxes being paid by
the rich and more taxes by those on the low end. I look forward to
your report as to how CBO made its calculation.

But I think it is important that this morning we try to answer
that charge, which is not, as I understand it, accurate. Now my un-
derstanding, Mr. Darman, is that according to the Treasury De-
partment the share of personal taxes paid by the top 5 percent of
the taxpayers—and that would be the richer in this Nation—has
jumped from 35.4 percent in 1981 to 42.6 in 1986; and then on up to
43.2 percent.
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Now does that bear out as far as the income taxes are concerned
that the rich are paying less and the poor are paying more?

Mr. DarMAN. I think your statistics would suggest that by that
way of looking at it the rich are paying more. They are not only
paying more, they're paying more and more.

Senator RoTH. So isn't it true that in the 1970's and early 1980’s
that there were tax shelters that enabled the rich to escape taxes
and what happened with the Kemp-Roth Act and other reforms,
that the rich are no longer ‘‘ducking” taxes that way and are
paying more?

Mr. DArRMAN. Yes. In fact, the Ways and Means Committee itself
has put out a study which argues just that. They actually put it out
yesterday.

Senator RoTH. Furthermore, Mr. Darman, as you have already
vointed out, these income tax reforms have actually dropped rough-
lv 6 million people from the income tax. So that is a very signifi-
cant? factor that is not given any recognition in CBO. Is that cor-
rect’

Mr. DARMAN. I am not sure that—it is correct that there has
been something like 6 million people dropped from the rolls. I have
been sitting here, when I have had a moment, paging through to
try to see whether in fact those people are or are not counted. In
an earlier draft I read of this they were not counted. I have not
found the point in this final version to see whether they are or are
not. But I think they are not.

Senator RotH. Now let me ask you this, Mr. Darman, the basis of
the CBO proposal is to include Social Security taxes together with
income taxes. But isn't it a fact that the increase in rates of the
Social Security taxes were not during the Reagan years but during
the Carter years? That is when those rates were increased.

Now it is true that in the bipartisan 1983 proposal that they
were accelerated. But the original rates were established back in
the 1970’s.

Mr. DarmaN. Right. The current rates I believe were set in the
1977 Act and then they were accelerated in the 1983 Act.

Senator RotH. Now is it also true that one of the reasons for
adopting the earned income tax—which is giving a cash allowance
to the poor—wasn’t one of its purposes intended to offset the
higher Social Security taxes being paid?

Mr. DarmaN. Yes, definitely. And it was also to provide greater
incentive for work. Both of those are worthy objectives. It does
have the effect that you suggest. In fact, I think it reimburses more
than the amount of the Social Security tax while you are still on
the 14 percent credit line.

Senator RoTH. Then let me ask you this question: The benefits of
Social Security, are they progressive in nature?

Mr. DarMaAN. Yes, I think they are universally agreed to be pro-
gressive in nature.

Senator RotH. Which means that those on the lower economic
scale get greater benefits than the more affluent?

Mr. DArRMAN. Yes.

Senator RoTH. And finally—my time is running up—as I under-
stand the testimony of Mr. Schultze he foresees that adopting the
Moynihan plan could cause an increased deficit—I believe as much
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as $95 billion—because of higher interest payments on the public
debt.

There are those that feel that this kind of situation means no al-
ternative but to increase taxes. So that really when you say that
the so-called Moynihan plan is going to cut taxes, many people
would argue that it is a Machiavellian scheme to actually raise
other taxes.

Mr. DarMAN. Well I would never wish to attribute to Senator
Moynihan Machiavellian scheming. 1 prefer, as [ have done several
times here, to simply note the distinction between what I have
called Moynihan I and Moynihan II. I do believe that Moynihan I
represents very sound thinking about what needs to be done to
build up~savings and continuec to be concerned about deficit reduc-
tion; and that Moynihan II is interesting, but not viable.

Senator RotH. Thank you, Mr. Chairman.

The CHAIRMAN. Mr. Darman, thank you very much.

Mr. DarMAN. Thank you very mach, Mr. Chairman.

The CHAIRMAN. We appreciate your testimony.

Mr. DArRMAN. It is nice to be here.

4 [’Iihe prepared statement of Mr. Darman appears in the appen-
ix.

The CHAIRMAN. Let me state for those in attendance that we are
going to try to end these hearings at 1:00 if we can, so if we keep
that in mind as we progress.

Our next witness is Dr. Robert Reischauer, who is the Director of
the Congressional Budget Office.

Dr. Reischauer, we are very pleased to have you.

STATEMENT OF DR. ROBERT D. REISCHAUER, DIRECTOR,
CONGRESSIONAL BUDGET OFFICE

Dr. ReiscHAUER. Mr. Chairman and members of the committee,
it is a pleasure to be here today.

I am going to focus my summary remarks on three areas.

First, the ways in which current budget policy can enhance the
nation’s ability and its willingness to support Social Security bene-
fits.

Second, the likely economic effects of S. 2016.

Third, the impacts that payroll tax deductions would have on the
distribution of tax burdens and after-tax incomes.

In that vital discussion, I am going to have to take issue with
several of the characterizations that Mr. Darman visited upon
CBO'’s numbers.

As a number of your witnesses have already told you, tomorrow’s
Social Security benefits will have to paid out of the resources that
are available at that time, irrespective of how we choose to finance
Social Security today. The government will have to pay for the
baby boomers’ retirement either by raising taxes or by reducing
spending. The nation will be better able to bear these increased
taxes or reduced programs if overall GNP is as large as possible.

The primary way that the Government can augment the size of
the economy in the future is to take actions that add to national
saving. Reducing the Federal deficit is the most straightforward
way to do this. Increased national saving will increase the econo-
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my's productivity and the amount of income that will become
available to be shared between future workers and the retirees.
These improvements should make the reallocation of resources to
retirees less of a strain on the working population.

The reason for this is not that the share of GNP required for
Social Security benefits will be smaller if growth is faster and the
economy is larger. The share of GNP that goes to retirees increases
about as fast as GNP when growth is faster because the higher
wages associated with the faster growth beget increased benefits.
But presumably a society with more income is better able to devote
a fixed share of that income to retirees than one that is not so well
off.

If deficit reduction is the primary way in which the Government
can ease the burden imposed by future increases in Social Security
expenditures, the question becomes one of whether the increases in
the Social Security surpluses that have occurred over the last few
years and will occur over the coming years will reduce the overall
deficit. This question is basically unanswerable.

Nevertheless, most commentators have assumed that the Social
Security surpluses have encouraged larger deficits in the non-
Social Security portion of the budget. They argue that sharper re-
ductions in the Federal deficit would have been made had the
Social Security surpluses not helped obscure the fact that the defi-
cit in all the other Federal accounts combined has changed little
since 1983. .

There are several reasons to be skeptical about this line of argu-
ment. First, when the Balanced Budget Act’s deficit targets were
set in 1985, and then reset again in 1987, it was well known that
Social Security would generate large surpluses. Had those surplus-
es not been anticipated, the targets in all likelihood would have
been set higher. If they had not been set higher, the gap between
the targets and the actual deficits probably would have been com-
mensurably larger.

The reason the deficit has not been cut by more is not that the
deficit targets were insufficiently ambitious or that the size of the
problem as measured by the total deficit was not large enough to
frighten the American public into demanding action. Rather, it was
that the steps needed to bring about deficit reduction were too
painful and could be avoided by various kinds of budgetary gim-
mickry.

Second, it is difficult to make a case that Social Security surplus-
es have hidden or masked the deficit in the remainder of the
budget from the view of policymakers or the American people. The
Balanced Budget Act took Social Security off-budget precisely to
highlight its importance in the overall deficit. Since early 1986,
CBO, OMB, and the budget resolutions passed by the Congress
have explicitly shown Social Security surpluses and the deficit in
the rest of the budget.

Let me turn now and say a few words about the likely economic
repercussions of S. 2016. If the measure were enacted without off-
setting actions, the baseline deficit would increase by about $40 bil-
lion in 1991 and by larger amounts in later years. Because the
economy is operating close to full capacity now, a significant pay-
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roll tax cut of this sort could increase total demand for goods
beyond the economy’s capacity to produce them.

Potentially, this excess of demand over capacity could lead to in-
creases in both inflation and the trade deficit. The Federal Reserve
would be likely to try to head off the extra inflation by raising in-
terest rates. Higher interest rates could reduce investment and
complicate the problems faced by the heavily indebted domestic
corporations that we have in the thrift industry.

Over the longer term, significant increases in the Federal deficit
could exacerbate such current economic problems as slov: growth
in productivity and our Nation's faltering international competi-
tiveness.

Let me now say something about fairness and efficiency in the
Federal tax system, which, of course, has been a major impetus
behind the move to reduce the payroll tax. As Mr. Darman men-
tioned in discussing the tables, a great deal of attention has been
paid to CBO data indicating that the tax system is less progressive
than it was in 1980 or in 1977.

Mr. Darman took issue with that conclusion and suggested the
conclusion was based on ‘‘traditional statistical tricks and displays
intended to support a conclusion.”” This is not the case at all. We
have provided to this committee and to other committees a broad
array of numbers. How those numbers are displayed by the com-
mittees is up to them.

I think if you refer to the handout I have provided, and the
tables and figures in my testimony, you wili agree with the basic
conclusion. On the last page of the handout, we have shown total
effective tax rates for 4 years—1977, 1980, 1985, and 1990—and the
percentage changes. Those percentage changes indicate the
changes in effective tax rates for various subperiods. As you can
see, for the most recent period—1985 to 1990—they show an in-
creased progressivity of the tax system. They also clearly indicate
the level of effective tax rates. You can draw your own conclusions
there.

Over the 1980-1990 period, the lowest quintile had a 1.3 percent-
age point increase in its effective tax rate. The highest quintile had
a 1.5 percentage point decrease. The first three figures provide the
information that I am about to talk about in three different me-
trics, clearly indicating that there is no attempt to display the in-
formation in a way that tilts the conclusion.

On this score, I would also say that Mr. Darman was wrong
when he said that the CBO numbers exclude individuals with zero
tax liability—that is, the people who have been taken off the tax
rolls. Those people are included in these figures. We exclude people
with negative incomes. Anyone with an income of $1 or more,
whether or not that individual or family has a tax liability, is in-
cluded in these tables.

The figures show that there has been a reduction in the progrcs-
sivity of the tax system over the decade, although the tax system is
marginally more progressive than it was in 1985. The major expla-
nation for this trend over the entire decade is our increased reli-
ance on payroll taxes.

The CHAIRMAN. What about 1985? I did not understand that.
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Dr. ReiscHAUER. The progressivity of the overall tax system is
slightly greater in 1990 than it was in 1985.

The CHAIRMAN. Right.

Dr. REiscHAUER. Although in 1990, it is still less progressive than
it was in 1980 or 1977. -—

The CHAIRMAN. Yes.

Dr. REiscHAUER. Lowering payroll tax rates without taking any
other kind of offsetting actions obviously would ameliorate the in-
creased regressivity of the tax system. On the other hand, if the
Balanced Budget Act target deficits are adhered to, offsetting
changes will have to be made in other taxes or in spending pro-
grams. The nature of those changes would determine whether the
end result was more or less progressivity.

If payroll taxes were reduced by $50 billion, tax burdens on the
fifth of families with the lowest incomes would fall by 10.5 percent
while those among families in the top quintile would be reduced by
3.4 percent. You can see these patterns in the middle panel of
Figure 1, which is in the handout that I provided.

Although low income families would receive the largest percent-
age decreases in their taxes, the effect of these reductions on their
disposable income would be considerably smaller because they pay
relatively little of their incomes in taxes. The average tax reduc-
tion among the one-fifth of families with the lowest incomes would
be $81, while that received by the one-fifth of families with the
?‘ighest incomes would be $974. This can be seen in the top panel of

igure 1.

If the $50 billion in lost revenue from the payroll tax were re-
placed with a 10-percent surcharge on individual income taxes, the
tax system would be made slightly more progressive, as Figure 2
indicates. About four-fifths of all taxpayers would receive a net tax
cut. This cut would average $75 among the one-fifth of families
with the lowest incomes and $239 for the fifth with middle in-
comes. The top fifth of households would pay added net taxes that
would average $703.

If the revenue loss from lowering payroll taxes were made up by
imposing a value-added tax, the tax system would become less pro-
gressive. This is shown in Figure 3 of the handout. The net taxes
paid by the two-fifths of families with the lowest incomes would be
raised by between $22 and $147, while the remaining families
would receive net tax deductions that amounted to between $43
and $106.

Let me close by making a few summary points. The large Feder-
al deficits are combining with our relatively low saving rate to
threaten the future growth in the stand. rd of living of all Ameri-
cans. Without significant economic growth, future taxpayers may
be both less willing and less able to support existing Federal com-
mitments, including those for Social Security. Therefore, S. 201§
raises two issues for the American people.

Senator MoYNIHAN. Dr. Reischauer, I have to say that I am sorry
that your time is up. )

Dr. REISCHAUER. | was on my last sentence.

Senator MoyNIHAN. All right. Because we have other economists
just as learned and even more patient and we have a problem with
our time this morning.
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Go right ahead.

Dr. ReiscHAUER. That is qkay.

Senator MoyNIHAN. We thank you very much. Finish your sen-
tence.

Dr. REiscHAUER. Excuse me?

Senator MoYNIHAN. You said you were about to finish.

Dr. RE1sCHAUER. | said I was in the middle of my last sentence,
and I will swallow it and you can ask a question.

Senator MoyNIHAN. I urge you to finish it.

Dr. REiscHAUER. I was saying that your proposal had raised two
important issues. The first is how we structure our taxes to finance
Social Security; the second issue, which should not be overlooked,
is what our overall commitment should be to saving, investment,
and economic growth.

Senator MoyNIHAN. Right you are and thank you very much, Dr.
Reischauer.

{'I;he prepared testimony of Dr. Reischauer appears in the appen-
dix.

Senator MoyYNIHAN. I wonder if we could have a panel now of our
remaining witnesses, all who are distinguished economists.

Charles Schultze should be here, which is a tribute to this com-
mittee’s capacity to engage learned men and women; Carolyn
Weaver who is an authority on Social Security and is head of the
Social Security and Pension Project of the American Enterprise In-
stitute; Eugene Steuerle who is the senior fellow of the Urban In-
stitute; Alice Rivlin, formerly our Director of the Congressional
Budget Office, now Senior Fellow at the Brookings Institution; and
Gary Hufbauer, who is the Wallenberg Professor of International
Finance at the Georgetown University School of Finance.

We welcome you all and thank you for your great patience in
hearing and listening to the previous speakers. Now we will listen
to you.

Dr. Rivlin.

STATEMENT OF ALICE M. RIVLIN, SENIOR FELLOW, BROOKINGS
INSTITUTION, WASHINGTON, DC

Ms. RivLIN. Thank you. I have a short statement but I think I
will not even read that in the interest of time.

Senator MoyNIHAN. We will put all your statements in the
record as if read.

Ms. RivLIN. Fine.

The burden of it is as follows, very quickly summarized.

Senator MoyNIHAN. Doot be too quick. You have been very pa-
tient and we should show a little respect for that.

Ms. RivLIN. I believe it is very important for the U.S. Govern-
ment in 1990’s to run a surplus in the unified budget. The Govern-
ment should be adding to national saving, not using it up. A sur-
plus would reduce interest rates. It would encourage investment. It
would reduce our dependence on foreigners for capital.

The best way to run that surplus, I believe, would be to leave
Social Security alone. Building up a reserve in Social Security is a
good idea; it is not the only way to finance the systein, but it is a
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good one. It preserves the contributory principle of the baby boom
generation of paying for their benefits.

I think the best way to run a surplus in the unified budget is to
reduce the deficit in the general fund. I agree then, really, with
Mr. Darman: I like Moynihan I better than Moynihan II. The cur-
rent proposal which you are floating would, in my opinion, make
things worse. It would add to the deficit. It would raise interest
rates and it would give us a bigger problem than we had before.
And I would urge this committee and the Congress to commend
Senator Moynihan strongly for having focused attention on the
issue and helped us all understand it, bu* 1 do not think the pro-
posal is a good one.

Thank you.

Senator MoyNiHAN. Thank you.

Could I just say as | commented to Mr. Darman as he was leav-
ing that what he chose to call Moynihan I and Moynihan II, Moy-
nihan Il always followed Moynihan I. They were always together.
That is, if you will not save this money you cannot keep it. But
these are not suddenly out of nowhere proposals. For one long year
we said, if you d¢ not——

Ms. RivLIN. 1 understand that. But I am not ready to give up on
reducing the general fund deficit.

Senator MoyNIHAN. Oh, no, you never are ready to give up. Alice
Rivlin, you are not a giver upper.

[The prepared statement of Ms. Rivlin appears in the appendix.]

Senatcr MoyNIHAN. Nor is Carolyn Weaver who has been work-
ing at these subjects for a very long while and was indispensable to
the National Commission on Social Security Reform.

Dr. Weaver.

STATEMENT OF CAROLYN L. WEAVER, PH.D., DIRECTOR, SOCIAL
SECURITY AND PENSION PROJECT, AMERICAN ENTERPRISE IN-
STITUTE FOR PUBLIC POLICY RESEARCH, WASHINGTON, DC

Dr. Weaver. Thank-ssu. I appreciate being here today. My
bottom line conclusion is very similar to Dr. Rivlin's. You have
commenced a debate that is extremely important and also overdue,
but I do not support the Moynihan bill.

A return to pay-as-you-go financing at this point would be a big
mistake. Social Security faces an enormous liability in the years
ahead and every effort should be made to increase saving in antici-
pation of that liability.

I am sure ycu have heard from other witnesses on the economic
advantages of advanced funding and 1 know you have addressed
yourself to that topic, so 1 will not repeat these agreements. And
certainly there are very serious political perils in advanced funding
which you have helped bring to light—not only that savings
through the trust funds can be offset through actions in the rest of
the budget, but also that subsequent expansions in Social Security
can undermine effective saving. I would include in the latter both
outright benefit increases and transfers monies to Medicare, which
are two equally effective means of frittering away those savings. So
while advanced funding offers a potential of increasing national
savings, it also poses great risks.
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Evidently, you are to the point of concluding that these risks are
not worth taking. I agree under present fiscal arrangements. But |
think the answer lies in trying harder to make advanced funding
work, not simply in abandoning it.

I will come back to this, but first I would like to clarify a few
points about the likely impact of your bill on future payroll tax
rates. First of all, a cut in the payroll tax cannot be sustained in-
definitely. As you know, in switching to pay-as-you-go financing we
will lose considerable interest earnings that, under your bill, will
be met through subsequent increases in the payroll tax. In addition
your bill goes one step further to close a long-range deficit in the
retirement program, which forces another set of tax increases.

As spelled out in the bill, in the span of just 15 years—2010 to
2025—the overall FICA tax would rise 40 percent, climbing to 18.3
percent of taxable earnings. That is the total FICA rate, including
Social Security and Medicare, for the employee and employer com-
bined. Twenty years later the tax bounces to 19.1 percent, which is
fully 25 percent higher than the maximum rate scheduled in the
law since 1977. And unfortunately, that is before dealing with Med-
icare.

There are those who argue—Robert Myers among them—that
the ultimate rate under your bill is the same as it would have to be
under present arrangements. But that ignores the fact that one of
the options available in the long range is benefit-side adjustments.
Scaling back long-range benefit growth makes a lot of sense, given
the strong demographic trends we face in the decades ahead.

Senator MoYNIHAN. You mean cuts?

Dr WEeAvEer. Cuts in long-range benefit growth, yes.

Senator MoyNIHAN. Benefit-side adjustments. Very elegant.

Dr. WeavVER. Second, the Moynihan bill raises the prospect of re-
newed financing problems periodically in the future. Obviously,
apart from the implications of having to modify Social Security any
more frequently than necessary, this opens the door for additional
tax increases. In the 1977 and the 1983 financing bills there were
hefty increases in payroll taxes—on the order of $450 billion in the
1980’s alone.

Finally, moving back to pay-as-you-go financing, while retaining
a reserve fund equal to a year's worth of benefits, your bill leaves
uncorrected the central problem we are trying to grapple with now.
The trust funds will still accumulate several hundred billion dol-
lars in Government 1.0.U.'s and there is no plan to ensure they are
meaningfully saved.

In the end I think we have to own up to the very large liability
that is coming due in the decades ahead, concentrated particularly
in the period when the baby boom retires, between 2010 and 2030.
The proportion of people on the benefit rolls is projected to rise by
50 percent while the labor force effectively remains flat. Without
any program modifications, benefit costs will have to increase 50
percent as well. We need to structure our Government policies to
1. crease savings in light of this.

One option for trying to make advanced funding work is in the
area of budget reform. Require balance in the overall budget in
1993 and establish goals requiring surpluses thereafter equal to the
surpluses in Social Security. The President has offered one such
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proposal. Obviously, meeting these goals is the critical problem, not
setting them.

If this is not possible, other more major reforms should be consid-
ered to get the surplus monies back into the private sector. Con-
gressman Porter described one such proposal this morning. Options
such as these require some restructuring of benefits to more closely
align taxes paid and benefits received. On the other hand, they
create direct mechanisms for controlling the Government’s misuse
of monies in the long term.

Failing this, I am with you. If we cannot or will not make ad-
vanced funding work, we must cut taxes and move back to pay-as-
you-go financing. However, this should be coupled with restraints
on long-range benefits that bring spending back into line with
available resources.

Senator MoyNiHAN. | think we are so much more in agreement
than disagreement here. The question becomes one of the practical,
almost political, as against an economical question. You know,
what is likely actually to happen.

[The prepared statement of Dr. Weaver appears in the appendix.]

Senator MoyNIHAN. Dr. Steuerle, what do you think exactly hap-
pened or should happen?

STATEMENT OF EUGENE STEUERLE, PH.D., DIRECTOR, ECONOM-
IC STUDIES PROGRAM, BROOKINGS INSTITUTION, WASHING-
TON, DC

Dr. STEUERLE. Senator Moynihan, I will repeat the efforts of my
colleagues to save time. I will summarize my testimony by just
pointing out three basic themes.

The first is that throughout most of the post-war era this nation
financed its major changes in both expenditures and taxes through
increased taxes on workers and on households with aependents.
Moderate to low-income workers saw their burdens increased from
almost nothing to over one-fifth of their income. I believe this era
is over.

Second, recent proposals to reduce Social Security tax rates
should be considered analogous to proposals to increase the person-
al exemption in the early to mid-1980’s, rather than to the tax re-
ductions in 1981. As you well know, Senator, because you were part
of a coalition—a liberal conservative coalition to increase the per-
sonal exemption—it was possible in the context of tax reform to
S{eate a fairer and more efficient system without increasing the

eficit.

And third, some package of changes in Social Security is both de-
sirable and to some extent inevitable. Not only is the system insoi-
vent over the long run but individuals with equal incomes pay very
different taxes. The system discriminates against working women
and minorities who are likely to receive their compensation in the
form of cash. It discriminates against secondary workers, again pri-
marily women, by often giving them zero benefits for their tax con-
tributions. It discriminates against those who work most of their
adult years by giving them absolutely no benefits for several years
of work. The system is becoming more regressive as the number of
years in retirement increase. And I could go on.
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In summary, Social Security tax rate reduction is a logical conse-
quence of moving away from an era where most Federal policy
changes were required to be paid for by workers and those who
care for dependents. Social Security rate reduction should be made
part of a package that takes into account deficit concerns in the
short run and the structure of Social Security and Medicare in the
long run.

Rate reduction is a reasonable and essential component of a
broad-based attempt to come to grips with some of the clearly re-
gressive, inefficient and inequitable aspects of the combined Social
Security tax and benefit structure.

Senator MoyNIHAN. That is very powerful. That work that you
and Wilson did is really quite striking,-that the direct tax burden
of a family that earns cash wages at one-half the median income
has gone from almost nothing in 1948 to about one-fifth of income
today. That is kind of striking.

The other striking thing is that ycu all know, but I think it
keeps getting missed. It was not until 1988—we just have the num-
bers—that median family income in the United States got back to
a level of 1973—15 years below the 1973 level. The total loss was
about $20,000. If it had been flat for 15 years you would have had
$20,000 more.

Dr. STEUERLE. Senator, I would like also to point out that work-
ers at about $20,000 of income are the ones who face this tax in-
crease. There are other individuals with about similar income who
did not face that tax increase.

So when you see an income distribution table or hear the type of
debate that went on earlier today, be careful when it does not dis-
tinguish between different people within the same income category.

Senator MoyNIHAN. Different kinds of income, yes.

q ['Iihe prepared statement of Dr. Steuerle appears in the appen-
ix.

Senator MoyNiIHAN. Charles Schultze—Dr. Schultze, it is an
honor to have you back for the fourth generation before this com-
mittee—the fourth decade before this committee.

STATEMENT OF CHARLES L. SCHULTZE, PH.D., DIRECTOR, ECO-
NOMIC STUDIES PROGRAM, BROOKINGS INSTITUTION, WASH-
INGTON, DC

Dr. ScuuLTzE. 1 was thinking, Senator, it is a heck of a lot easier
to do it now than to sit there in Dick Darman’s place.

Senator MoyNiHAN. The record should show that Dr. Schultze
was in Mr. Darman’s position in years past.

Dr. SchuLtzE. Mr. Chairman, painful as it is to cut out some of
the pearls of my wisdom, I will try to shorten this also.

Obviously, and you know it as well as and probably better than
anybody else, the whole purpose of building reserves in the Sccial
Security trust fund is defeated if the surplus is not accompanied by
something approaching balance in the rest of the budget. And
when under unified budget accounting the mounting surplus in the
Social Security trust fund masks and in effect helps justify a large
deficit in the remainder of the budget, the inequity imposed on the
next generation who will be paying retirement benefits to a large
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retired generation which has not saved for it, will be compounded
by an inequity to the current generation.

The topping of the payroll tax at about $50,000 of wage income is
justified, 1 think, when it is a payment to a retirement systems
whose benefits are progressive and similarly capped. But it is an
inequitable way to levy a tax for the general operating expenses of
government.

The Moynihan proposal rightly calls attention to this double in-
equity of current budget policy. But it would deal with the one in-
equity in a way that I think sharply worsens the other. In the proc-
ess, it would greatly exacerbate America’s already serious problem
of under-saving, under-investing, and under-competing. S. 2016
would increase the overall shortfall of Federal revenues below ex-
penditures. and that is what counts when determining how much
the nation saves. And in a few years it would be adding substan-
tially to the overall Federal budget deficit, in an amount that I
want to show in a moment is much greater than the $55 billion to
360 billion loss of payroll tax revenues.

National saving in the United States, which is equal to private
saving, less the amount absorbed in financing the overall budget
deficit, would fall still further below the abysmal level to which it
sunk under the policies of the past decade, far below its historical -
level in this country and the lowest saving rate of any modern, in-
dustrial nation—in most cases by a wide margin.

My Brookings colleague, Ralph Bryant, has employed a variety
of econometric models to project the consequences of reducing pay-
roll taxes by the amounts suggested in your bill. If enactment of S.
2016 were accompanied by unchanged monetary policy, prices
would rise substantially in the United States as the higher deficit
generated inflationary pressure. And so Bryant also examined the
more realistic scenario in which the additional budget deficits gen-
erated by the bill—the payroll tax cut—induced the Federal Re-
serve to tighten monetary policy sufficiently to offset the inflation-
ary potential of the added budget deficits.

His estimates of the economic consequences of that scenario—
lower payroll taxes accompanied by offsetting monetary policy-—
are summarized in the table in my testimony. The table reports the
average results from all the models. They obviously range around
that average. I do not pretend they are precise, but they give you a
flavor.

As the effect of higher deficits and tighter money work their way
through the economy, interest rates would rise substantially above
the path they would ctherwise have taken. Short term interest
rates by perhaps 2 percentage points and long term rates by one
and half percentage points—without not really pretending the
answer is that precise. _

The budget deficit would increase by much more than the loss of
payroll tax revenues. By 1992 something like $35 billion in extra
interest payments would be added to the almost $60 billion loss of
payroll taxes, increasing the overall budget deficit by a average
figure, on the different estimates, of $95 billion. And with the CBO
estimate of the 1992 budget deficit as a base, the total unified
budget deficit in that year would soar to $230 billion.
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The higher interest rates would boost the value of the dollar and
increase the U.S. balance of payments deficits in 1992—the models’
average effect is a $20 billion worsening. Much more importantly,
the nation’s net saving rate—public and private combined, which is
already at an appallingly low 3.5 percent of national income—
would fall to under 2.5 percent.

Senator, I agree with you that our current budget policies are
atrocious, but they are atrocious not only—indead in my view not
principally, because they use regressive payroll taxes to mask large
deficits elsewhere in the Federal Government. They are especially
obnoxious because they lower national savings, reduce national in-
vestment, productivity, and income growth, and leave the next gen-
eration with the worst of both worlds—a bulging population of re-
tirees whose benefits have to be paid for, and a national income
whose growth has been depressed by this generation’s consumption
binge. But we should not correct that first inequity by perpetrating
an even worse one.

I realize, Senator, that for the moment lip reading has substitut-
ed for real deficit reduction. But as Europe reinvigorates itself by
forming a irue common market and opening economic ties with
Eastern Europe, and as Japan continues to grow in productivity,
technological capability and market power, I continue to hope, per-
haps a bit naively, that this country will finally take the painful
steps to end its own decade long consumption binge and restore its
national saving, investment and productivity growth to levels
worthy of a modern industrial power.

One component of that solution will have to be a substantial tax
increase, dedicated, however, not to lowering taxes elsewhere, but
to reducing the budget deficit—eventually to the point where it at
least comes close to balance without reliance on the suiplus in the
Social Security fund.

I think where we fundamentally disagree, -Senator, is in our pri-
orities. You place equity at the top. I put equity maybe third or
fourth, and put way up at the top the future of the American econ-
omy. If we add another $60 billion to $90 billion to the budget defi-
cit I suggest we put the key in the envelope and mail it directly to
Tokyo.

In sum, I welcome the renewed debate about budget fundamen-
tals that you have launched by fervidly hoping your proposal never
gets enacted. I recommend to you the sentimeénts of an old saying,
whether Chinese or Irish or Biblical, I cannot recall, “Be careful,
you might get what you ask for.”

Senator MoyNIHAN. It is French. [Laughter.]
d.['Iihe prepared statement of Dr. Schultze appears in the appen-

ix.

Senator MoyNIHAN. Why don’t we hear from Dr. Hufbauer and
then talk a little bit about what we have said. Dr. Hufbauer, of
course, I said is a Wallenberg Professor of International Finance at
the Foreign Service School of Georgetown.

Dr. Hufbauer.
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STATEMENT OF GARY C. HUFBAUER, PH.D.,, WALLENBERG PRO-
FESSOR OF INTERNATIONAL FINANCE, SCHOOL OF FOREIGN
SERVICE, GEORGETOWN UNIVERSITY, WASHINGTON, DC

Dr. HurFBAUER. Thank you, Senator. I used to live in New
Mexico. As you know, there are many Indian tribes there. In the
1950’s and 1960’s those tribes started looking at their treaties and
they decided that they were entitled to various water rights and
land rights and mineral rights. The counter argument was heard,
when I lived in New Mexico, that these rights had so long been
used by non-Indians that the non-Indians simply could not live
without continuing appropriation of the Indian rights. There is a
parallel here.

The Social Security surplus has been appropriated now for a few
years and will be appropriated in the foreseeable future by a Fed-
eral Government that it says it cannot live without. In both cases
there is a violation of trust. In the Indian case, it came to be recog-
nized that the victims were indeed- entitled to their land rights,
their water rights, their mineral rights, however inconvenient it
was to the non-Indian society.

Senator, you have raised the question about the trust owed to
Social Security beneficiaries. Your bill raises the point that they
are entitled to have these surplus monies invested in a more pro-
ductive and prosperous America so that there will not be political
pressure for future Congresses to slash benefits.

In my story, Indians were lucky. They got their rights vindicated
in court. There is no comparable court remedy for the violation of
trust in the instance of Social Security. The only remedy is the
path you have embarked upon: to start the debate and try to grab
the attention of the Congress and the Administration.

We all remember the supply side promises. The supply-siders
told us that a decidedly less progressive tax system coupled with
temporary deficits would pave the way to higher productivity and
greater prosperity in our nation. If these supply side promises had
materialized we would not be having this debate today. Instead,
Japan and Europe would now be cringing over American economic
triumphs, U.S. industrial might and technological superiority. But
when 1 travel to Tokyo and Brussels I hear far more sympathy
than envy over U.S. economic prospects. So I conclude the time has
come to start afresh.

Since the promise to save the surplus has been broken, since the
trust has been broken, and will be broken so far as the eye can see,
our Nation needs to unmask this hoax and get on a new path. In
my written statement, Figure 1 summarizes everything I have to
say. ‘“‘Save-the-surplus” would be good policy. ‘‘Pay-as-you-go”
would be good policy. This present system of bogus financing really
has put us in the valley of broken promises and is the worst possi-
ble policy.

Senator MoyNIHAN. Well that sounds like a New Mexican site,
the Valley of Broken Promises.

Dr. HurFBAUER. In my statement, I called the Social Security In-
tegrity and Debt Reduction Fund a preposterously named prescrip-
tion for procrastination. Let me say why I regard it as preposter-
ous. One, nothing happens until after 1993 which, as has been ob-



108

served, is after the next Presidential election; and secondly, there
is no effective hammer to make anything happen, even in 1993.

Here is my analogy. If I offered to sign a 4-year contract with the
Brookings Institution in which I promised to deliver a book only
after my contract expired, the Brookings Institution would be
rightly skeptical. And further, if I said, well if I do not deliver the
book, you take my contract price and deduct it from Charlie
Schultze’s salary-—that would be very close to what the Social Se-
curity integrity and Debt Reduction Fund Bill promises.

In this bill, the hammer is an extension of G-R-H. The bill has
nothing on the tax side. As you have said Senator, in the Moyni-
han I proposal, the hammer should be a reduction of the Social Se-
curity taxes. Another possibility, suggested in my statement is an
automatic increase in the tax on rich Americans—the people earn-
ing more than $200,000 a year in this country.

It is not a fair criticism of your resent bill, S. 2016, that it does
not solve all our problems. In 1981, Mr. Stockton and Mr. Darman
appreciated that a journey of 1,000 miles starts with a single step.
They slashed taxes, and they gave especially tender care to the
upper income groups in our Nation, and many consequences fol-
lowed from those first steps.

I submit it is the right time to use that same logic for the benefit
of middle America. ~

Senator, to conclude, my only problem with my distinguished col-
leagues on this panel—and they are genuinely distinguished—is
that they are ready to give up before they have gotten the Admin-
istration’s attention. Your proposal, S. 2016, got Mr. Darman’s at-
tention. Mr. Darman has now come close to, but not yet all the
way, to Moynihan I. 1 do not think you will get the Administra-
tion’s full attention until S. 2016 is closer to enactment.

Thank you.
cl‘['Iihe prepared statement of Dr. Hufbauer appears in the appen-

ix.

Senator MoyNIHAN. Well I thank you.

Would the panel want to comment on what any of you have said,
sort of have a little conversation here. I think we—from Charlie
Schultze to Dr. Hufbauer—we very much have the same set of
facts in our hands. Everybody is entitled to their own opinion but
not of their own facts. I think we are all working from about the
same fact. Wouldn't you say?

Dr. ScHULTZE. Let me make one comment that I think is rele-
vant. I think fundamentally all of these problems stems from a
premise which runs through this Government, through this town,
through Gramm-Rudman; and the fundamental fact is that we can
do what we have to do as a country by way of our budget deficit
and our saving only with a tax increase. It all stems from that.

Everythiag else, it seems to me, is a diversion from that. I think
we with or without the Moynihan proposal will continue to face a
major problem until that fact is faced up to.

Senator MoyNIHAN. Here is a point I would like to make, if I
may, to this group of very distinguished economists.

In trying to be rational in your economic thinking here I do be-
lieve we miss the political dimension. The nurpose of those events
in 1981 was deliberately to create a protracted crisis—a protracted
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crisis, which would inhibit all manners of behavior which it was
desired to inhibit. And it worked.

There was an initial enthusiasm of the supply-siders and Stock-
man—you know, Stockman'’s book was a thoughtful book about the
politics of the budgets in those years. I mean you used to have a
conservative coalition which was very much opposed to govern-
ment, expenditure, and a more liberal coalition with a very advo-
cated government.

In the course of the 1980’s that conservative coalition essentially
reversed itself. It found that deficits were acceptable, and were po-
litically very powerful. There has been no change in those politics.

Remember in 1984 when Vice President Mondale said ‘“the next
President is going to raise taxes, whoever he is. He will not tell
you. I just did.” Well he was wrong and he lost the election and
after that lost the next election.

Dr. ScHuLtzE. Can I make a point on that? I agree with your re-
cital of history that it captures what happened and I think it is ex-
actly what happens when people are too clever by half. I just fin-
ished a little bit of work looking at budget numbers over the past
10 years. If you take the Federal civilian operating budget, outside
of Social Security, of course, and exclude net interest, everything
else the Federal Government has done, the share in GNP has come
down noticeably. But almost, not quite, to the tenth of a decimal
point, the decline in Federal c.vilian operating spending, for pro-
grams whose benefits might have been a little less than their costs
was exactly replaced by an increase in spending which has no ben-
efits whatsoever—namely interest on the public debt.

Senator MoYNIHAN. Right.

Dr. ScHuLTZE. 1 worry about the success of extremely clever po-
litical devices—like running a large deficit as a way to hold down
spending—then backfire.

Senator MoyNIHAN. Right.

Dr. ScHuLTzE. They get enacted and then——

Senator MoyNIHAN. Would you agree with me that even so they
did happen?

Dr. ScHuLTtzE. Oh, yes.

Senator MoynmHAN. And would you also agree—I want to ask
you this—and, Carolyn, you speak and Alice.

The idea of dehberately creating a crisis is a little bit beyond the
reach of the American political imagination. I used to go around in
the early 1980’s saying, ‘Look they have done this deliberately.”
And people would blink at you. Stockton wrote this, you know,
huge book. Charlie, have you ever had a $2.5 million advance? No,
you haven't.

You've written some damn good books.

Dr. ScuuLtzE. If you move the decimal point.

Senator MoyNIHAN. And he said it and no one believed him. 1
found myself saying, hey, you know, Lenin was not a problem
solver and still people blinked at you. I happen to be of the view
that until we understand the political dimension, arguing the eco-
nomic response produces what you get. By golly, we are going to
balance that budget just as soon as—guess what, the next election.

Alice Rivlin, I see skepticism.
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Ms. RivLIN. I think we have learned a couple of things from
having the deficit which I believe was partly an accident and
partly deliberately created to put downward pressure on govern-
ment spending. We have learned it is very hard to live with a defi-
cit. You get dependent on the rest of the world and you have very
strong downward pressure on domestic government spending.

That is why I am worried about more of the same. I think we
have learned something else. The public cannot get very excited
about a deficit as long as a popular President is saying a deficit is
better than raising taxes. The deficit will just continue and will
have its deleterious effect. That is why I am so worried about your
proposal.

It might pass. We might have a bigger deficit and we night have
more years of struggling with this very difficult situation, of being
dependent on the rest of the world and of having no money we can
spend for good things that people would like to spend money on
both overseas and domestically.

I-do not want to add to that problem.

Senator MoyNIHAN. That is what you said the first time.

Dr. Hufbauer?

Dr. HurBAUER. I would like to comment briefly on a point that
Charles Schultze made, which is that, with the rise of Europe and
with the rise of Japan, eventually America will take more seriously
its competitive position, starting with the budget deficit.

I think there is a lot of truth to that. But I think the time hori-
zon is a long one. Here is what I think will be the decisive event.
Europe will probably adopt a single currency before the end of this
decade. That will be a very powerful currency in the world picture.
It will begin to supplant the dollar. No longer will the United
States be in the happy position of being able to emit dollars to fi-
nance our domestic imbalances on an indefinite basis, which has
been our national privilege throughout the post-war period.

At that point the crisis bites. The United States will have to get
its fiscal house in order. But in my view that scenario is 10 years
away. I would like to see our Nation act before this decade is up.

Senator MoyNIHAN. I think that is a good note on which to
thank you all and to end this morning’s hearings. We very much
appreciate your papers which we request would be part of the
record and would be printed. And we will see. I think Dr. Hufbauer
makes a very nice conclusion. I think you probably all agree on
that, don’t you. Can I ask the panel, do you agree?

Charles agrees.

Dr. Weaver?

Dr. WEAVER. Yes.

Senator MoYNIHAN. Dr. Rivlin?

Ms. RivLiN. I agree.

Senator MoyNIHAN. Unanimity.

Thank you all very much.

[Whereupon, the hearing was recessing to reconvene at 10:00
a.m. on February 27, 1990.]
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The CHAIRMAN. This hearing will come to order. Today is our
third meeting in a series of meetings as we look into the financing
of Social Security and what its budgetary implications might be.
These hearings were generally occasionedy by Senator Moynihan’s
very dramatic proposal, which brought sharply into focus the fact
that the Administration and the Congress have been engaged in a
charade in which there is a pretense that we have been increasing
national savings whereas, in actuality, what we have is a surplus
in the Social Security fund masking deficits in the budget.

I think that this series of hearings has borne out the concern
which led Senator Moynihan to make his dramatic proposal. Today
we are continuing to seek the very best advice as to how this com-
mittee and the Congress can address that concern.

Our first witness today is Kon. Alan Greenspan, Chairman of the
Federal Reserve Board. Mr. Greenspan was the Chairman of the
1983 National Commission on Social Security; and in those two ca-
pacities, Mr. Greenspan is particularly well qualified to advise us
as to the need for an increase in national savings and the role that
the Social Security surplus can or should play in meeting that ob-
jective.

We will also be hearing from Hon. Robert Strauss, who was co-
chairman of the National Economic Commission. He, along with
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Senator Moynihan and others, produced the minority report of that
Commission which addressed itself to the topic before us today, and
spoke of both the need for vision and the risks of wishful thinking.
That is a crucial distinction, one which I hope this testimony today
will help us to draw accurately.

In addition, we are going to receive testimony from a number of
other individuals and organizations who have interest and exper-
tise on this subject. These include representatives of labor, business
groups and organizations concerned with our older citizens.

I would like to now defer to my colleague, Senator Moynihan, for
any comments he might have.

Senator MoYNIHAN. None, Mr. Chairman, except to welcome Dr.
Greenspan and say that I look forward to this morning.

The CHAIRMAN. Dr. Greenspan, we look forward to hearing from
you. If you would proceed.

STATEMENT OF ALAN GREENSFAN, CHAIRMAN OF THE BOARD
OF GOVERNORS, FEDERAL RESERVE BOARD

Mr. GreeNsPAN. Thank you very much, Mr. Chairman. I am
pleased as always to be here today to discuss the government’s role
in providing retirement security to present and future genera-
tions—an issue that has moved to the forefront of the policy
debate. Senator Moynihan has introduced legislation to cut payroll
taxes and return Social Security to a pay-as-you-go basis, and
others would like to move its finances fully off- budget.

I believe that the Senator has raised a very important issue and
I think that very few can appropriately question his diagnosis and
the concerns that he raises with respect to this issue. I regret that
I disagree with his solution; and I do that reluctantly, because I
usually can accept his insights on issues such as this almost with-
out evaluation. I will try, however, to go into detail as to my con-
cerns about the specific proposal.

In large part, I believe, as I think the Senator has implied, such
proposals arise out of frustration with the slow pace of deficit re-
duction and they have helped to dramatize the seriousness of the
current budget situation. But I am concerned that they will ulti-
mately be counterproductive and will hamper the efforts needed to
meet our longer-term fiscal responsibilities. And, as I hope to make
clear, they will increase the difficulty of providing for the needs of
an aging population in a way that is equitable across generations. I
shall address in particular how the Social Security system can con-
tribute to those objectives; this issue was a main focus of the Na-
tional Commission on Social Security Reform in the early 1980’s. I
shall also touch on the relationship of Social Security to the rest of
the budget and its role in the setting of overall budget goals.

I have testified often before committees of the Congress about
the corrosive effects that sustained large budget deficits have on
the economy and about the way our economic prospects in coming
years will hinge on our ability to increase national saving and in-
vestment. One factor that argues for running sizable budget sur-
pluses by later this decade is the need to set aside resources to
meet the retirement needs of today’s working population. Although
the share of the total population that is in the labor force has risen
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steadily over the past few decades, that percentage will shrink con-
siderably after the turn of the century as members of the so-called
‘“baby boom’ generation begin to retire. Barring a sharp upturn in
the birth rate, a large influx of immigrants, or a significant in-
crease in the age of retirement, growth of the labor force will slow
appreciably.

The demographics are compelling. In 1960, there were 20 benefi-
ciaries for every 100 workers contributing to Social Security; cur-
rently, as I am sure you have been told many times in the past,
there are 30. The Social Security Administration— under interme-
diate economic and demographic assumptions—expects that
number to approach 50 by about the year 2025 and to remain at
that level at least through the middle of the 21st century.

Assuming their living standards keep pace with those of the
working population, the elderly will of necessity consume a grow-
ing proportion of total output in the future. They will finance their
consumption out of private and public pensions and by drawing
down their own assets. Nonetheless, the goods and services they
buy can only come from the output of then-active workers. The al-
location of production to meet the needs of retirees necessarily will
cut into what is available for consumption by the rest of the popu-
‘lation and for investment in new equipment and structures.

We can do little to change the demographic forces. We can, how-
ever, take actions now that will help to lift the size of future
output above that implied by the current pace of capital formation
and the trend in productivity. Such actions will improve the likeli-
hood that future workers can maintain their living standards while
satisfying the retirement expectations of current workers. Your de-
cisions will also influence how much of the burden of its retirement
the baby boom cohort will shoulder for itself and how much will
fall on its children. Indeed, this is one of the few instances in
which policymakers have had the luxury of being able to foresee a
problem that a thoughtful policy response might ameliorate. Thus
far, I believe, the plan for Social Security, given the conflicting po-
litical pressures, has been reasonable.

One element in the strategy is the accumulation of sizable bal-
ances in the Social Security trust funds over the next few decades.
As you know, before the Social Security Amendments of 1977, the
system operated, in effect, on a pay-as-you-go basis. The 1977
Amendments set in motion an accumulation of trust fund assets
that can be drawn dowii as required to meet the retirement needs
of today’s workers. This shift towards a funded system was given
careful further consideration by the National Commission on Social
Security Reform in the early 1980’s.

The deliberations of the commission identified several complex
issues. They included difficult questions of equity within and across
generations and assessments of the effects Social Security has on
incentives to work and save. We recognized, too, the political riski-
ness of accumulating large surpluses. On the whole, however, we
concluded that each cohort of workers and their employers should
make contributions into a fund that, with interest, at least ap-
proached the actuarial value of the benefits the workers will even-
tually receive. Notably, this requirement forces today’s workers—
including the baby boomers—to pay more in payroll taxes than is
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needed to cover the benefits of the relatively small group of cur-
rent beneficiaries, so that sizable surpluses build up in the trust
funds. In essence, the commission reaffirmod the intent of the 1977
Amendments; our recommendations were largely accepted by the
Congress and hence shaped the legislation of 1983. The current
structure of Social Security may not be appropriate in all circum-
stances. But, at present, it is still the best option.

One reason to build surpluses in the trust funds is to set aside
saving, and thus to divert part of the nation’s current pro-uction
away from consumption—both private and public. Assuming, of
course, that the surpluses are not offset by reductions in the saving
of households and businesses or by larger dissaving, that is deficits,
elsewhere in the Federal budget, they should boost investment and
thus foster the growth of the nation’s capital stock. And with more
capital per worker than would otherwise be in place, productive ca-
pacity will be greater, and we will be better able to fulfill our
promises to the retirees, while maintaining the standard of living
of future workers.

The relationships among saving, the aggregate capital stock, and
labor productivity are complex and difficult to pin down quantita-
tively, in part because productivity depends not only on the
amount of physical capital but on factors such as the education and
skill level of the work force and the rate of technological progress.
Nonetheless, I have little doubt that a larger, more modern capital
stock will improve labor productivity and hence overall real income
levels in coming years.

Building surpluses in the trust funds also contributes to fairness
across generations. Given the demographics, the generation after
the baby boomers will have to shoulder a fairly heavy burden to
meet the retirement claims of their parents. This burden can be
ameliorated only if current workers save enough during their
working years to fund, in effect, their own retirement. Saving
today will not reduce the share of GNP that will be transferred to
retirees tomorrow; however, current saving directed toward capital
formation will help to ensure that overall incomes in the future
will be large enough to provide benefits to retirees without denting
the standards of living of their children too deeply, if at all. The
current Social Security system, when used properly, has such a
focus and affords an opportunity for today’s workers to lighten the
burden on the workers of the next generation.

Pay-as-you-go financing does not have that focus. Rather, each
year, workers and employers contribute only enough to cover the
cost of providing benefits to current recipients and to maintain a
contingency reserve sufficient to carry the system through periods
of poor economic performance. Thus, returning to pay-as-you-go
now would confer a significant windfall on the baby boomers who,
in effect, would benefit doubly from the size of their age cohort.
Given their numbers, each would make a disproportionately small
contribution during his or her working years to the retirement of
their elders. Yet in retirement, each would expect to receive full
benefits, which could come only at a disproportionately high cost to
their children. At that time, pressures may well emerge to stretch
out benefits by, for example, increasing the retirement age to re-
flect rising life expectancies.
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Linking an individual’s benefits to his or her contributions has
generally been considered equitable and desirable. Under the
present system, the current generation of workers and the next
will face the same OASDI tax rate of 12.4 percent, summing the
employee and the employer shares. Assuming that benefits evolve
according to existing laws—and that Social '%ecurity revenues are
set aside, rather than used to lower other taxes or raise other out-
lays—the system moves in the direction of actuarial soundness; it
confers no windfall gains or unforeseen losses on any particular
generation. Accordingly, it offers some assurance to current and
future workers that the government will keep its promises.

Senator Moynihan’s proposal cuts the OASDI tax rate to 10.2
percent of covered wages in the 1990’s. However, as his bill makes
clear, with pay-as-you-go, rates will have to rise sharply once the
baby boomers begin to retire; the proposed rate for the years 2025
through 2044, for example, is 15.4 percent. Support for the system
may erode when the next generation is asked to take on a tax bill
that their parents were unwilling—or too short-sighted—to assume
during their working years.

The choice of financing mechanism can also influence the mix of
Federal taxes. Indeed, the increase in the share of-payroll taxes in
total revenues—and the regressiveness of these taxes—is frequent-
ly cited as a reason to return to pay-as-you-go financing. However,
looking at just the tax side presents an overly narrow view of the
relationship between Social é) ecurity and the distribution of income
in the United States. When considered from the perspective of an
individual’s life time—and when the formula for benefits as well as
contributions is taken into account—Social Security clearly ap-
pears progressive.

In any event, although the current system assigns them a lead-
ing role in providing retirement incomes in coming decades, the
trust funds are only part of the story. In reality, the Social Securi-
ty reserves are merely a bookkeeping entry within the Federal
sector. Ultimately, their size matters only to the extent that they
lead to smaller overall Federal budget deficits—or larger total sur-
pluses--and thus to higher national saving than would otherwise
be the case, an issue which Senator Moynihan has raised, I think,
very cogently.

At present, the contribution of the trust funds to national saving
is greatly diluted by the large deficits in the rest of the budget. As
long as the non-Social Security deficits remain sizable, Senator
Moynihan and others are correct in pointing out that we are doing
little to solve the future retirement problem. If, however, actions
are taken to bring the rest of the budget into balance, the trust
funds will no longer be financing current government consumption,
but will translate dollar-for-dollar into national saving.

Where in the total unified budget the saving takes place—in
Social Security or elsewhere—is of secondary importance. What
matters in terms of reaching our long-term growth objective is the
government’s net contribution to national saving. The important
policy issue in the current context, therefore, is whether any of the
major proposals regarding Social Security will help to achieve that
goal. For example, is the Federal Government more likely to shift
towards a position of positive net saving if Social Security is re-
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turned to pay-as-you-go financing? Given the large revenue loss im-
plied by the plan, I think not.

Another proposal is to move the Social Security system fully “‘off-
budget,” so that the trust funds would be excluded from the official
summary budget figures and from the setting of deficit targets.
Unlike Senator Moynihan’s plan, a switch in budget accounting
systems in isolation would not change the government’s contribu-
tion to national saving and thus would have no direct effect on the
economy. But the proposal raises other concerns.

First, splitting off Social Security—or any other program—would
highlight a distinction that has little macroeconomic or analytical
significance. Regardless of which numbers are reported, govern-
ment saving or dissaving would continue to be well-approximated
by the surplus or deficit in the total Federal budget as currently
defined in the National Income and Product Accounts, a close vari-
ant of the total unified budget.

Moreover, the way budget numbers are presented can influence
public perceptions of important fiscal issues and thus—for good or
ill—shape the debate among policymakers. As a consequence,
methods of accounting and presentation—ean play a role in deter-
mining the size of the overall deficit or surplus. In particular, 1
fear that adopting a system that draws attention to the surpluses
in the trust funds might foster the illusion that we already are put-
ting enough money aside to meet future obligations. Furthermore,
it would tend to remove Social Security from the broader fiscal
policy debate.

In large part, my concerns are grounded in the analytical issues
I discussed earlier. But they are compounded by a technical factor
that affects the interpretation of the commonly cited statistics on
the Social Security trust funds. For example, the Congressional
Budget Office projects that the annual surplus in the OASDI trust
funds will increase from $66 billion in fiscal year 1990 to $128 bil-
lion in fiscal year 1995. But, as CBO points out, fully half of the
difference between those two figures is accounted for by the inter-
est received on the trust fund holdings of government debt, which
is forecast to grow from $16 billion to $50 billion over that period.

That latter figure represents nearly 0.7 percent of the GNP pro-
jected by CBO for that year. Moreover, in their report for 1989, the
Social Security Board of Trustees projects that ratio to rise to 1.3
percent of GNP by the year 2030. Such intragoveriimental interest
payments are both an inflow to the trust funds and an outlay from
the general funds and wash out when the accounts are consolidat--
ed. But, because they result in an overstatement of both saving
taking place in the trust funds and the dissaving elsewhere, they
can contribute to a significant misreading of saving trends when
either part of the budget is considered in isolation.

The figures over longer time horizons are even more dramatic,
magnified by the wonders of compound interest; but the story is
much the same. For example, the trustees project that net inflows
to the trust funds—apart from interest—will remain at their cur-
rent level of about 1 percent of GNP over the next 20 years, then
turn sharply negative once the baby boomers retire in force.

However, because of the surging interest payments trust funds
assets will continue to grow for a time, reaching a peak of about
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$12 trillion around the year 2030. Excluding interest payments,
those assets will rise to only about $3 trillion around the year 2020
before turning down. Thus, the peak trust fund balance in 2030
will essentially represent interest receipts that are offset elsewhere
in the Federal accounts. While the contribution of Social Security
to national saving is sizable—over both the medium and the long
term—it is clearly much smaller than the conventional calcula-
tions suggest.

More generally, I fear that moving away from the unified budget
concept will impede the achievement of the sizable deficit reduc-
tions that the nation so sorely needs. The arguments are well-
known. Many of them center on Social Security itself and on the
inevitable pressures that would develop to expand benefits or cut
payroll taxes if the system were not subject to the discipline of an
overall deficit constraint. In the absence of offsetting changes else-
where in the budget, such actions would reduce national saving
and over time worsen the burden on the generation after the baby
boomers.

Moreover, responsible budgeting requires a comprehensive
framework for setting priorities and assessing competing claims on
national resources. That function currently is filled by the unified
budget process. If deficit targets are to be set exclusive of Social Se-
curity they could bz met—at least in part—by moving related pro-
grams into the Social Security account or by shifting other trust
funds off the books. Such actions would shrink the on-budget defi-
cit but would not reduce Federal demands on private saving or
credit markets.

Most important, we must not allow the choice of a budget ac-
counting system to divert attention from the pressing need for
meaningful deficit reduction. In other words, the Congress must
take actions to set the Federal Government’s claim on saving—
however the budget deficit is measured—firmly on a downward
track. Making a serious commitment to eliminating the unified def-
icit within the foreseeable future is an essential first step, and
meeting that commitment will be a formidable challenge. But it is
just a first step. If households and businesses continue to save rela-
tively little, then the Federal Government should compensate by
moving its budget in the direction of greater surplus.

Let me reiterate that the source of our fundamental budget prob-
lem is the persistence of enormous deficits at the time when demo-
graphic trends call for increases in private and government saving.
Undoing a Social Security system that is the result of many years
of careful consideration and compromise, in my judgment, will not
address our fundamental policy needs. Indeed, it could be counter-
productive.

Thank you very much, Mr. Chairman.

The CHAIRMAN. Thank you very much, Mr. Chairman.

I certainly agree with the comment, Mr. Chairman, that what we
have to get is net savings up. I think the base for future security
for Social Security is increasing productivity of our economy and
eliminating the deficit that we are undergoing at the present time.

But looking at what Robert Ball said earlier this month, the
former Commissioner of Social Security, I think it is a reasonable
summation to say that he thought the present system is ideal inso-
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far as the collecting of the funds for the Social Security fund. He
talked about the taxes being proportional, rising as earnings rise,
with a cap at a level when the earnings no longer contribute to
higher benefits; and levied both on employees and employers. And
he states that the system overall is progressive, once you add in the
benefits and how they are paid out. As I understand it, that is
where you are headed in your testimony.

Mr. GREENSPAN. I think that is analytically correct.

The CHAIRMAN. On the other hand, the tax has been criticized
for being regressive, and I think aptly so where you are spending
the surplus on the general administrative expenses of the country,
and having an overall net deficit in the unified budget, and in that
instance that you ought to be paying for that excess through the
progressive income tax system.

Would you comment on that?

Mr. GREENSPAN. Yes, Mr. Chairman. I think it is essentially a
question of the displacement in time. If one looks at the issue from
the point of view of the full life time of a worker and subsequent
Social Security recipient, it is fairly clear that the present value of
the benefits that that individual receives at the time of retirement
will generally be in excess of the sum of all contributions, plus in-
terest, up to the time of retirement.

But the individuais who are in the below-average income catego-
ries mainly through their life time of work will tend to receive a
disproportionately more amount of benefits than will the higher
income groups. }

The difficulty that we see at this issue is that the monies are
coming in before the benefits are going out; and as a consequence,
as we build the trust funds it does indeed look as though we are
using a regressive tax to fund—as we are doing now—the rest of
the budget. And that—I would agree with Senator Moynihan—is
most improper.

However, if you view the Social Security contributions that are
coming in now against the benefits that will be received by those
same individuals in the future, then it is a progressive system.

The CHAIRMAN. I agree with that. Let me get on with this point
of net savings for the country to increase its productivity. Because
in the international competition today I look at real interest rates,
where many other countries have a substantial advantage over us.
If we had equal management, equal labor, and the cost of capital is
much less in some of our competing countries, the cost of whatever
product they produce puts them at an enormous advantage over us.

My concern for the balance of trade is raised to an even higher
level by what I see from Commerce News, talking about the new
orders for defense capital goods dropping $3.5 billion or 36 percent.
The lowest one-month volume of order since January of 1987. That
does not give us much comfort.

Would you give me some further comment on that? Because I
had understood earlier in the month you had been a bit more opti-
mistic in what you were anticipating.

Mr. GREENSPAN. We expected a decline in those orders because
they had gone up sharply in NDecember. A substantial part of the
decline is in automobiles, which are measured on a shipments basis
and assemblies were down very sharply, and in aircraft, which
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went up fairly significantly earlier. It is true that those orders are
lower than I would have expected. But that is a highly unstable
series and, in addition to looking at those very detailed numbers,
we. keep a fairly continuous evaluation of the underlying orders
patterns. On that basis, our judgment is that orders are essentially
flat. They are not, at this stage, undergoing in any measurable way
the type of weakness which those data show.

The CHAIRMAN. But this is lower than you had anticipated?

Mr. GRrReenspPAN. Oh, it is, yes. But that is a highly unstable
series. I must say to you that while the orders figures are quite im-
portant, other data that we have suggest that the orders pattern is
soft, but by no means accumulating on the downside.

The CHAIRMAN. Thank you. I see my time has expired.

Senator Moynihan?

Senator MoyNiHAN. First, thanks for your usual, which is clear,
thoughtful and altogether appropriate for the Chairman of the Fed-
eral Reserve.

Now may I just say first on this question of progressive/regres-
sive Social Security. There is no real study. We have looked high
and low. The Social Security Administration has never inquired
much into its own work. If you start asking who gets benefits, who
lives longer, who dies before—that kind of expectation—you find
tl}:ere’s just no work. So there is an item when you get back to
the——

Mr. GREENSPAN. I agree with you, Senator. It is a complex issue.
As you point out, the demographics show there is a relationship be-
tween average age expectancy and income, but there is also a rela-
tionship between the disability part of the OASDI which works in
the other direction.

Senator MoyNIHAN. It could use some inquiring.

Mr. GREENSPAN. I grant you it can. But I would say this, that
from what data one can see, at least on the replacement rates by
income group, the burden of proof that is on those who cla1m that
it is a nonprogressive system.

Senator MoYNIHAN. And I agree.

Let me ask you at this point, to your essential question as to
whether we will incur a very difficult surge in the next century, to
provide retirement benefits for the people then retiring, if we do
not increase our savings now. Can I ask you, if we continue to use
the Social Security surplus as if it were general revenue and spend
it on current consumption of government, or if we just took away
that surplus by cutting back the tax rate, would there be any real
economic difference to our situation in the year 2030?

Mr. GREENSPAN. None.

Senator MoyNiIHAL. None, sir. That is all I mean. None. That is
why you are a National Treasurer, you can say what has to be said,
none. And if we do what we do now or do what I have proposed—I
am sorry about the “I’—it makes no difference since we are not
saving.

Mr. Chairman, that is my point. The difference between what we
are now doing and what would happen if we rolled back the rates
gould be none in the year 2030 says the Chairman of the Federal
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Mr.” GREENSPAN. No. However, what that merely stipulates is
that that is not an acceptable solution either.

Senator MoyNIHAN. That is clear from your testimony. It was
clear from the National Economic Commission Report; clear from
the GAO report which we commissioned a year and a half ago.

But could I just then offer you the thought to which I do not ask
a one-word reply. You speak about reaching meaningful deficit re-
duction in the foreseeable future. Can I ask you, has any President
in the last 15 years sent a balanced budget to the Congress? I think
the answer there is none.

Mr. GREENSPAN. It depends on what year you had in mind subse-
quent to the year in which it was initiated.

Senator MoyNIHAN. Well I was trying to be nonpartisan. Shall
we say the last 8 years?

Mr. GrReeNSPAN. I would say every President has introduced a
balanced budget somewkere out there in the future.

Senator MoYNIHAN. Five years from now. Statistics prove that 5
years from now the budget is always in balance, but never now. My
point is this: Would you accept that some of us are thinking that
we do not have a balanced budget because there is a basic struc-
ture, political force, that does not want one, that sees the deficit as
an instrument of social control and is prepared to see it persist in-
definitely?

Mr. GrReeNsPAN. No, I would not agree with that, Senator. I
think that——

Senator MoyNIHAN. You would hope that is not true.

Mr. GREeNSPAN. No. I think that there is a very general desire
within the Congress to bring the deficit down, and I think there is
a desire to find a means where enough compromise can be made to
do so. I fear the problem is that we have so much complexity with
respect to the various different trade offs involved, that we have
not as yet found the appropriate formula, which is a critical mass
within this government, to resolve this question.

Senator MoyNIHAN. Thank you.

Mr. GREeNSPAN. But I think the desire frankly, as best I can
read it from all parties concerned, is to get that deficit down.

Senator MoyNIHAN. Thank you very much.

The CHAIRMAN. Thank you.

Senator Riegle?

Senator RIEGLE. Thank you, Mr. Chairman.

Chairman Greenspan, as I went over your testimony, I noticed
on page 5, I believe, that you really set out the philosophy that we
say we want to follow—namely, that we have the rates in place
today to collect funds in an amount sufficient to build a surplus
that is available in the future to meet future retirement needs that
anticipates changes in demographic patterns.

Very specifically you say here on page 5, “This burden can be
ameliorated”’—this means the future payments—‘only if current
workers save enough during their working years to fund in effect
their own retirement.” And then you drop down and say, “The cur-
rent Social Security system when used properly has such a focus.”
You then go from that to state at this point, you say, ‘‘Pay-as-you-
go financing does not have that focus.”
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I would agree that pay-as-you-go financing seems to cut against
this. But there is a contradiction, I think—I would say unintended,
I presume—in your presentation here. In that, I think if we stay on
the track we are now on we are going to have pay-as-you-go in the
future. You do not like pay-as-you-go and I can understand why.
But I do not see why pay-as-you-go 20 or 30 years from now is not
just as bad, in fact, if not worse, than pay-as-you-go today. And I
think staying on the track we are on now gives us pay-as-you-go in
the future because we are squandering the trust fund reserves.
They are being spent on other things; they are not going to be
available in the future in line with the philosophy that you have
laid out here.

But if we do not find some way to change that now—and I am
talking about a specific definite concrete workable plan, what is
going to happen to those people who are working now and retiring
later? The money is not going to be in the fund. It is just not going
to be there.

Now what is our answer to that? If we stay with the strategy we
have now, doesn’t that give us pay-as-you-go later?

Mr. GReeNsPAN. Well I think, Senator, the crucial issue here is
that we keep Social Security as a system which will be, if not ex-
actly fully actuarially funded as a private system, nonetheless an
approximation of that, so that what each individual gets as a bene-
fit is related to what he puts in.

Pay-as-you-go essentially breaks that link and that concerns me.

Senator RIEGLE. Yes. But shouldn’t it concern you 30 years from
now? I mean that is the problem. People are putting the money in
now as savings to be drawn out later. The money is being spent for
a different purpose. It is not going to be there in the future.

Mr. GREENSPAN. No, no. I was going to say there were two issues.
One is this and the other is the issue that you raised. Obviously, if
those funds are not used to increase national savings, then they
have, in fact, been squandered and that defeats the purpose of put-
ting aside real resources—which really is what is involved here. Es-
sentially what has to happen when people retire is that they con-
sume real resources to live. And those real resources are either
going to come out of the standard of living of the next generation
or from an increase in goods production because the savings of the
baby boomers were put into net capital investment that boosted
productivity.

Senator RIEGLE. Yes, but that is not what is happening.

Mr. GREENSPAN. Well that is the reason Senator Moynihan asked
me, you know, if we stay with exactly what we are doing does that
solve the problem and the answer is, it does not. I said in my open-
ing remarks that I think that the Senator has appropriately diag-
nosed the problem. It is just that I think the solution of pay-as-you-
go does not solve that.

Senator RIEGLE. No, I know. But what I want to draw your atten-
tion to is the failure to offer a solution today that does work. I do
not ask you to produce’it all by yourself. It gives you exactly what
you don’t like, and that is, pay-as-you-go in the future. We are
going to be asking the future retirees, in effect, to pay twice. They
are paying now. They are putting their money, they think, into a
fund, but the fund is being drained; and then later on down the
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line they are going to be asked in cffect to pay additional taxes to
restore the money that was taken out for other purposes. They are
actually going to be asked to pay twice.

Mr. GREENSPAN. No, I think that is right. It depends on the way
you handle this. I think the answer is not either/or, but the answer
is, in my judgment, to do both—namely, to keep the current
system, fund it appropriately as it is currently structured under
law, but then solve the other problem, which essentially is the fact
that we are not using those moneys to add to national saving.

I do not see how going to pay-as-you-go now does anything other
than throw in the towel on an issue which will inevitably confront
us. It does not solve anything. All it does is say, “That is what we
are doing, so let’s continue to do it.” I am saying that we are con-
fronted with an inevitable demographic shift as we get into the
early part of the next century; and if we do not prepare ourselves
for that demographic shift, we are going to find that the average
standard of living of the children of the baby boomers could very
well go down.

Senator RIEGLE. My time is up, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator HEINZ?

Senator Heinz. Mr. Chairman, thank you. Chairman Bentsen,
you said something at the beginning of this hearing that was not
only accurate but one of the most profound and useful statements I
have heard; and Chairman Greenspan agreed with you. It was this:
That the Social Security system as a whole—the revenues and the
expenditures—is a progressive system when the benefits are paid
to beneficiaries and not used for some other system, that the struc--
ture of the benefits is such that it helps the less fortunate most.
But that when the system is used for other purposes, such as fi-
nancing the current operating deficit and the general expenditures
of the government, the system becomes regressive because the pay-
roll tax is flat. And, therefore, depending on how you use the
system it is either progressive or regressive. :

Chairman Greenspan, you have said that if we use the system
properly, we get another benefit—we increase national savings at a
time when we need to. That increased savings is good for every-
body in this country—working people, people who want to enter
the work force, retirees of the future—because we will have a
healthier economy—and will thus be in a better position to fund
our needs, whatever our national priorities may be 10, 20 and 30
years from now.

You have said that the key to doing that is to get the operating
budget in balance. How would you recommend that we do that?
What mechanism should we impose or retain or modify so that we
do in fact build up national savings and prevent ourselves from
squandering—that is your word and 1 endorse it wholeheartedly,
squandering—those savings financing the general operations of the
Federal budget?

Mr. GREeNsPAN. Ideally, it would be the historic .process by
which the -President offered a budget and the Congress deliberated
and we came out with a budget which was in financial terms ap-
propriate. Short of that, I have found myself defending Gramm-
Rudman-Hollings as a procedure even though I am fully cognizant
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of the fact that in Public Finance 101 one would look at that proc-
ess and say it is absurd. But it is the only operation that we have
which seems to have the capability of eventually, if necessary,
wrenching the budget deficit down to negligible proportions.

So I would say I hope we can avoid the Gramm-Rudman process,
including the sequester process. But if nothing else is on the
agenda to resolve the budget problem, I would say that is the only
choice that we have. Because all other alternatives, in my judg-
ment, are worse.

Senator HEiNz. If we could not agree on some method of budget
discipline or of building up savings and insuring a substantial kitty
for the retirees of the future, and all we could agree upon—at least
on a very tshort term, and in my judgment, short-sighted basis—
was simply to slash the revenues by $55 billion or more a year as
proposed by Senator Moynihan’s bill, what would be the conse-
quences?

Mr. GREENSPAN. Well if we start with the proposition that when
we go beyond the immediate Gramm-Rudman-Hollings law which
brings us down to zero and recognize that to get the savings from
the Social Security system we have to go to a surplus on the uni-
fied budget account, clearly if we start off $55 billion in the hole, it
is going to be extremely difficult to get there.

I am fearful that if we endeavor to use the Gramm-Rudman se-
quester process to try to do that, the wrench would be so horren-
dous that the Congress would not allow that process to continue. I
acknowledge and 1 agree with the many problems about the way
we are financing that Senator Moynihan is raising, but continuing
to do it strikes me as not a solution.

Senator HeiNz. It didn’t—I'm sorry.

Mr. GReeNsPAN. Continuing the budget deficits merely because
we have allowed the surplus on the Social Security account to go
through to the regular budget is not a solution to the problem. It
makes it worse if anything.

Senator HEINz. You mean by using the surpluses to finance the
current operation of the government?

Mr. GREENSPAN. Yes.

Senator HEINZ. And whether it is intended or not, to make the
deﬁg}it look smaller than it is, that that is an unhealthy proposi-
tion?

Mr. GReeNsPAN. Well that is a different question. All 1 am
saying is that we need to solve this problem. Cutting Social Securi-
ty taxes at this stage without anything else happening in the proc-
ess is going in the wrong direction.

Senator HEINZ. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator Symms? -

OPENING STATEMENT OF HON. STEVE SYMMS, A U.S. SENATOR
FROM IDAHO

Senator SymMms. Thank you, Mr. Chairman; and thank you,
Chairman Greenspan, for your testimony here this morning.

Chairman Greenspan, I would like to commend you and my col-
leagues here on the committee’s attention to some testimony that
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will be heard later this morning by Stuart Sweet and Anne Can-
field. Anne used to work for me and Stu Sweet worked for Senator
Heinz on this committee. I think they were the first two people, to
my knowledge, that starting bringing to the public’s attention this
proposed surplus in the Social Security trust fund, even prior to
the passage of the 1983 Amendments.

Now they did a significant amount of analysis on this proposal in
1983 which is described in their testimony. Since they have both
left the Senate to better, higher paying, private endeavors, they
have continued their work, just as an interest in good sound public
policy. So I would hope that we could all look at that.

I would ask, Mr. Chairman, that the remaining part of my open-
ing remarks be inserted in the record.

The CHAIRMAN. Without objection, it will be done.

['I(‘il}e ]prepared statement of Senator Symms appears in the ap-
pendix.

Senator Symms. I have done a considerable amount of work on
this proposal myself. I appreciate your comments this morning. I
have come to the conclusion that we now have a proposition. You
made, what I think was a very, very good point, when you said that
much of the accumulated surplus is really just interest—if I under-
stood what you said correctly in your statement.

But isn’t there actually a real excess of payroll taxes over the
quntl;ly benefit payments for the next 20 years? Isn’t that actually
a fact?

Mr. GREENSPAN. It depends on the time frame. If you are saying
that the payroll taxes are contributed by the baby boomers, and
are higher than the benefits being paid to the earlier generation,
the answer is correct. If you are saying that the payroll taxes paid
by the baby boomers are higher than the benefits that they will re-
ceive subsequently as a consequence of those payments, then the
answer is, in fact, the reverse.

Senator Symms. Well that, I think, makes my point that when
the 74th Congress passed Social Security then President Roosevelt
made the statement that the promise to Americans was to create a
nest egg for every American’s retirement. And the Social Security
program as it now operates is a defined benefit program, and the
benefits based on a formula.

Now I have offered a proposition to the Congress of a defined
contribution program where the benefits are contributions, plus
compound interest. I can just show you here, if we actually would
do this—now I happen to like the idea—philosophically, I like the
idea of denying Congress access to this huge pool of money. In
other words, protect the American people from the politicians get-
ting this money and spending it on the regular operations of gov-
ernment.

But if we would take the surplus Tunds and actually put it in a
savings account for their people as a second tier benefit, they
would end up, if they got 7 percent on it, as much as $175,000. It
just seems to me like if we took the Moynihan plan to deny Con-
gress the money and then slipped the targets on Gramm-Rudman
out of Bob Kasten's plan, and then take this money and put it into
a savings, then America would truly have a real savings base for
each American and Social Security would then—the Congress of
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say the 112th Congress would have to relook at, as Senator Moyni-
han is suggesting, they would have to relook at where they are on
the first tier payments and benefits.

Let me just show that second chart. All this money in here is
what I am saying, if you took the Moynihan plan you are going to
stretch out balancing the budget over here to 1996 or the Kasten
plan. I am saying, take all that money, stretch out balancing the
budget over here, but start putting it in individual accounts for
each American for savings.

Wouldn’t that strengthen the—this sounds like something Alan
Greenspan would say here. I don't think it was him. “In our view
an acceptable course of action would be to make a few layers of the
Social Security trust fund to reserve an economic meaningful proc-
ess, one that represents a net addition to national savings.” Be-
cause if the politicians spend all this money it won’t be saved. Isn't
that correct?

Mr. GREENSPAN. You are essentially bringing the private sector
more into the savings process. The problem that exists is not that;
the problem is simultaneously finding a means of funding the obli-
gations for the current retirees. And in order to bring forward a
plan that affects the structure of Social Security, I think it is im-
portant to make certain that we look not only at the individual
program, but also whether or not we are diverting funds that are
now going into the trust funds and paying existing retirees, and
make certain that we find a means of financing the obligations
that are already there.

Senator Symms. Thank you, Mr. Chairman.

The CHAIRMAN. Surely.

Senator Daschle?

Senator DascHLE. Thank you, Mr. Chairman.

Chairman Greenspan, I would just like to follow up on some
questions that Senator Heinz had asked with regard to the alterna-
tive. I think we all share your view that using Social Security trust
fund surpluses to enhance savings in a macroecononmic sense is
important.

I understood you to say that, of all the options we have, you find
the Gramm-Rudman-Hollings concept of deficit reduction the most
palatable. Is that your view?

Mr. GReeNsPAN. I would rephrase it. I would say it is the least
worst.

Senator DascHLE. It is the least worst. That is probably as appro-
priate a term as one can attribute to it. But given our record in the
last 10 years—the fact that the national debt has increased to $3.1
trillion, and that interest on the debt has increased in the last 10
years from $74 billion to $241 billion—do you really believe that it
is the least worst? If you could design something that would work
better, what would it be?

Mr. GREENSPAN. You mean as a budgetary process?

Senator DAsCHLE. Not necessarily a process, but a set of prior-
ities that would bring about some other outcome, I cannot believe
that the “least worst” concept would provide us with a $241 billion
interest payment today.

c l\gr. GREENSPAN. That is the figure including interest to the trust
unds.
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Senator DascHLE. That is correct?

Mr. GReEeNSPAN. It is still huge. It is $175 billion when trust fund
interest is subtracted out, or thereabouts.

But the issue really gets down to: How does one judge the vari-
ous priorities to resolve the particular budget deficit problem that
confronts us?

I can give you my own personal views.

Senator DascHLE. That is what I would like.

Mr. GReenNsPaN. But I think it-is inappropriate in a sense. I am
one citizen. I have my own views. But I have my representatives in
the Congress for the basic purpose of making the choices and the
compromises which I hope will reflect my particular point of view.
Anyone can tell you arithmetically how to resolve the budget.

But I think what the crucial problem that confronts us at the
moment is to make choices, to make tradeoffs, to make compro-
mises which reflects as best we can the national will—if there is
such a concept.

Senator DAscHLE. But you are denying us the value of your ex-
pertise and your thinking by saying that that is somebody else’s re-
sponsibility. I do not want to put you on the spot here, but I must
say, you are the Chairman of the Federal Reserve and we have
here a rare opportunity to ask you what you would do in a situa-
tion like this. We are looking for alternatives. Frankly, for the
Chairman of the Federal Reserve to say to us, “Well the least
worst option is the one I subscribe to,” but then, beneath his
breath to say, “You know, if I could really say what I wanted to do,
it might be different than that” really denies us an opportunity to
make the most out of this hearing.

Mr. GREENSPAN. No, Senator. I appreciate that, but let me just
say that what I was talking about with respect to Gramm-Rudman
is a process. I mean I can give you my views on whether or not I
think there are enough F-16 wings in the U.S. Air Force and,
frankly, that should not be worth very much.

Senator DascHLE. Well give us your views with regard to reve-
nue. Have they changed at all in the last 24 months, given our ap-
parent inability to reduce the deficit through Gramm-Rudman-Hol-
lings? Have your views about the need to increase revenue; from
whatever source, changed at all?

Mr. GREeNSPAN. I have said, Senator, that over the longer run,
in my judgment, permanent reductions in the budget deficit and
the creation of surpluses are probably more sustainable from the
expenditure side because I am concerned, as a number of my col-
leagues are, that an increase in taxes, while it may reduce the defi-
cit in the short term, probably in the long term gradually fritters
away as expenditures rise to meet the level of receipts.

So my priorities are very strongly on reducing the growth on the
expenditure side to come to grips with this problem. The sole area
of taxation that I think is useful to raise is, as I have said over a
number of years, including before this committee many times, an
increase in the gasoline tax. I say that, however, not so much as a
revenue raiser but because it has other extraordinary capabilities
with respect to energy conservation, the environment and a variety
of other things. It is nonetheless a significant revenue raiser and it
has that advantage.
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Senator DascHLE. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator Roth?

Senator RotH. Thank you, Mr. Chairman.

Today much of the focus has been on the Social Security trust
funds. But I think it is also important that we do not forget about
the Medicare trust fund. It is my understanding that under the so-
called II-B assumptions, the Medicare trust fund would begin to
run annual deficits beginning in 1993. Now I understand that the
Administration’s estimates are more optimistic. But if II-B turns
out to be more accurate, I wonder what recommendations you
might have for us to ensure the solvency of this trust fund.

Mr. GREeNSPAN. When the Social Security Commission first met,
precisely this question was on the agenda. Two of the members of
the Commission—Senators Moynihan and Heinz—and the rest of
us in appraising this decided that the issue was very complex,
beyond our ability to deal with at that time, and therefore we
stayed with only the old-age and disability fund analysis.

The concerns that we had back then as to the difficulty of resolv-
ing the problem of medical costs and the proper financing of medi-
cal expenditures I do not think have changed very much. We are
confronted with a remarkable technological advance. The growth
in medical infrastructure is really beyond anything any of us
would have imagined 20, 30 years ago and certainly even at the be-
ginnings of the Medicare fund.

This country, I think, is extremely disinclined to ration medical
care, for very understandable reasons. And hence we find that as
the technology moves forward, while a good part of the technology
reduces costs, nonetheless the amount of medical care that is being
offered in our system is really extraordinary and growing. My sus-
picion is that we will not resolve this issue strictly from the financ-
ing side, but we have to look at what it is that our total medical
system should be providing, especially since there is no evidence
which suggests that either morbidity or life expectancy is superior
in this country relative to other countries whose application of re-
g);lxi)ces is in fact far less both in absolute terms and as a percent of

Senator RotH. Would it be advisable to try to create some kind of
a national commission much like we did in Social Security?

Mr. GREENSPAN. It might well be. Because I think that it is a
type of problem which probably does not lend itself readily to hear-
ings of this nature. Because it requires much more of a research
project and a type of information development which probably a
commission would more readily approach in an effective manner.

Senator RotH. Mr. Greenspan, you have said on numerous occa-
sions that our individual savings rates is one of our most serious
problems—economic domestic problems. Last year we held a
number of hearings at which there were economists who came
before us and testified that upon careful study the IRAs had result-
ed in significant new savings. A number of these economists were
doubting Thomases prior to their study—in fact, had taken an op-
posite position. -

There seems to be some consensus beginning to develop that we
ought to do more in that area. Both the Chairman and I have made
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specific proposals, somewhat different, but to encourage individual
savings. The President has urged that a new plan—a family sav-
ings plan. I wonder if you would care to comment at this time gen-
erally on the need to provide some kind of incentive such as an
IRA or family savings plan to increase individual savings, the im-
portance of individual savings, and finally whether—particularly
under the Gramm-Rudman legislation, there are not certain advan-
tages to an IRA or family savings plan where the tax advantage
comes up a conclusion rather than the beginning.

Mr. GREENSPAN. Senator, I think you state quite correctly that
there is no more urgent economic problem in this country for the
years ahead than to bring our savings rates up. I think the Chair-
man raised the crucial issue with respect to savings, namely our
competitive disadvantage with respect to the cost of capital inter-
nationally. But that also reflects itself here in the United States as
well in creating a much lower rate of productivity growth than I
think we are capable of producing.

When the IRAs originally came out and the early evaluations
were made, the general conclusion was that they were very largely
a transfer of assets from one account to the other; they created tax
- benefits, but had zero effect on savings. Some of the more recent
studies that have had access to the Statistics of Income—that is,
the income tax returns of individuals since IRAs went into place—
have concluded that there is a net benefit to savings.

In my judgment, the conclusions are not definitive. But I do
think they change somewhat the wholly negative view that existed
in an earlier period. We probably need additional information to
make judgments as to whether or not IRA’s actually did increase
savings, in part because some analysts say that what actually cre-
ated the increase in saving from IRAs was not so much the tax in-
centive but the publicity associated with them and the advertising
that a number of financial service institutions undertook in order
to get those accounts.

I, frankly, do not know the extent to which either argument is
valid. But I do think that something of the type that you are sug-
gesting, Senator, does require thoughtful evaluation; and anything
which can be demonstrated to increase national saving, meaning
that the private saving increase exceeds the loss of tax revenues, is
something which we should very seriously consider.

Senator RotH. My time is up, Mr. Chairman. But just let me
make the observation that it was my understanding that if we had
moved forward with an IRA—and frankly I would like to move for-
ward with a combination of the Chairman and mine, because !
think the more incentives we have the better off we are. But it was
my understanding that the private sector was willing to move for-
ward with a very strong advertising campaign. I hate to see us wait
forever and a day on studies when in the meantime we are suffer-
ing in our competitive position because of the high cost of capital to
American business compared with the Japanese.

So that it is my hope that we can move significantly in this area
during the current year.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Pryor?

Senator PryOR. I have no questions, Mr. Chairman.
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Senator DAsCHLE. Senator Bradley.

Senator BRADLEY. Thank you very much, Mr. Chairman.

Mr. Greenspan, it is good to see you. If we took the surpluses
that are projected for the trust fund and essentially left them in
the trust fund as is anticipated, and took those funds and essential-
ly bought down the government debt, and on the regular operating
budget side balanced the budget—take the trust fund out of the
budget, balanced the operating budget, used the surpluses in the
trust fund to buy down government debt—what would be the
impact on interest rates?

Mr. GREENSPAN. They would go down.

Senator BrabrLey. What would be your best judgment? How
much would they go down if we retired, say, $191 billion worth of
the Federal debt, which is what the projected surplus in the fund
would be in 19967

Mr. GReeNsPAN. It is very difficult to judge. But we know that
the minimum level of nominal interest rates would be real interest
rates—in other words, those interest rates that would exist if there
was no expectation of any meaningful price change in the future.
Under a noninflationary environment U.S. Treasuries would prob-
ably be in the 2.5 to 3 percent area on long-term rates versus the 8,
8.5 percent that we have seen recently.

Senator BRADLEY. So that if we took the money that is in the
trust fund and used it to buy down the debt, it is your judgment as
the Chairman of the Federal Reserve that interest rates would be
in the 2 to 3 percent range?

Mr. GrReeNsPAN. No, the answer is no, I don’t, because I think
there are other factors involved.

Senator BrabpLEY. If you were able to balance the budget.

Mr. GREENSPAN. If we were able to balance the budget over the
longer term, and in fact create a surplus equal to the Social Securi-
ty surplus, and there were not adverse other policies involved, then
I think we could at a minimum expect the rates to fall, certainly to
4 percent and very likely they could fall lower.

Senator BRADLEY. Now I think that that point is not understood.
From 1950 to 1980 real interest rates—not nominal—real interest
rates in the country were about 35/100ths of a point. Real interest
rates from 1980 to 1989 have been 4.5 percent. That means you
cannot buy a home; that means you cannot float money to invest;
that means essentially that you cannot be competitive in interna-
tional markets because the cost of money is so expensive.

You are saying—and I think that this is enormously important—
that if you were able to take Social Security out of the budget, bal-
ance the budget, which means closing it by expenditure cuts or rev-
enue increases, and then take-what is in that trust fund to reduce
the national debt by that amount, that interest rates would be 2 to
3 percent.

When was the last time that we had 2 to 3 percent interest rates
in this country?

Mr. GREENsPAN. We had it earlier in the post World War period.

Senator BRADLEY. Like in the 1950’s?

Mr. GREENSPAN. In the 1950’s, yes. In the early 1960’s.
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Senator BRaDLEY. What would be your thought as to what that
would mean for economic growth, and job creation, and investment
in the country?

Mr. GREENSPAN. It would all be quite positive.

Senator BRADLEY. Yes, but can you give us a little more sense?

Mr. GREENSPAN. Senator, I hesitate to get into that type of fore-
casting game because it implies that we can fine tune an amount.
Let me say what we can say about that.

Senator BrRADLEY. But chances are that just as interest rates
were 20 percent or 19 percent in 1980, and they would be 2 to 3
percent——

Mr. GREeNsPAN. Well I wouldn’t go down to 2, but I would say
certainly close to 3 percent.

Senator BRADLEY. Three percent.

Mr. GREENSPAN. Long term.

Senator BRADLEY. I mean there would be a lot of homes people
could buy; there would be a lot of investments people could make

Mr. GREENSPAN. Yes.

Senator BRADLEY. Let me thank you very much for your point.

Now let me ask you one other question. The Social Security tax
does burden wage earners significantly. Let us assume that you
gave an income tax credit to wage earners for a portion of their

ocial Security tax, which would mean basically a tax cut for wage
earners; and you increased revenues on the other side by your fa-
vorite tax, the gasoline tax. Wouldn’t that be positive?

Mr. GREENSPAN. Well it——

Senator BrRADLEY. You would not be increasing the deficit, you
would just be giving wage earners a tax cut.

Mr. GREENSPAN. If you tie it to their Social Security contribu-
tions, I think you are beginning to break the relationship between
contributions and benefits.

Senator BrRADLEY. Let’s just say that wage earners, between
income level X to Y, would get a tax credit equal to a specific
number. Your income tax revenues would go down, but your Social
Security trust fund contributions would be unchanged. So there
would be no connection there. It would be like a tax cut for people
between up to $40,000 to $50,000 in income.

Mr. GREENSPAN. What you are basically doing is you are substi-
tuting one tax for another. And the question is: What are the con-
sequences of those different types of taxes on the economy? They
have rather significantly different effects, both positive and nega-
tive. I would hesitate to give you an off the top of my head—— -

Senator BRabpLEY. You would be paying less income taxes if you
were a wage earner under this proposal?

Mr. GREeENSPAN. You would be paying less income taxes, but you
would be paying more other taxes. True.

Senator BRADLEY. More other taxes?

Mr. GREENSPAN. Well you said that you would put a gasoline tax
on.

Senator BRADLEY. Well that is just your favorite. I might have
another favorite.

Mr. GrReeNnspPAN. Oh, okay.

Senator BRADLEY. So the wage earners might not have to be

taxed.
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Mr. GReenNsPAN. Oh. Are you asking me whether I would ap-
prove of that? Once I start to get involved in the various prior-
ities——

Senator BRADLEY. No, no.

Mr. GREENSPAN [continuing]. In the budget, then as I said to Sen-
ator Daschle, I get involved in an area where I don’t think the Fed-
eral Reserve Chairman really ought to be, because I'm then talking
as a citizen, as an economist, and not in my institutional position.

Senator BrRADLEY. I appreciate that. But I do appreciate also your
projection on interest rates if we use the trust fund in a responsible
way.

Mr. GREENSPAN. Yes. Mr. Chairman, may I just take one second
1:10 respond to an element that I think requires something to be said

ere.

We have to be very careful about balancing the non-Social Secu-
rity part of the Federal budget because we are going to be confront-
ed with very large and rising of intra-governmental interest pay-
ments from the general fund into the Social Security trust fund.
These interest payments are one of the major reasons the Social
Security surplus rises.

They also show through in a corresponding deterioration in the
non-Social Security budget. I think we talk very blithely about bal-
ancing the non-Social Security part of the budget without recogniz-
ing what we are dealing with. There is a very large intra-govern-
mental interest payment there.

Senator BRADLEY. But if you reduced the overall government
debt, wouldn’t you also decrease the non-Social Security interest

payments?

" Mr. GReeNsPAN. Only to the extent that interest payments come
down because so long——

Senator BRADLEY. Which is a budgetary expense?

Mr. GREENSPAN. Sure. Yes.

Senator BRADLEY. Right?

Mr. GReeNsPAN. Agreed. But so long as the trust fund builds up
an_cii is invested in U.S. Treasury securities the interest has to be
paid.

The CHAIRMAN. Senator Moynihan.

Senator MoYNIHAN. Mr. Chairman, two points at the end of an
extraordinary testimony as usual from Dr. Greenspan.

You go to the question of what will happen to interest rates if we
were to save the surplus and such like. And Senator Bradley raised
that. You will recall, sir, that this committee began to address this
subject 2 years ago. We asked the General Accounting Office in
1988 would they give us a study of the effect of these Social Securi-
ty trust fund reserve accumulation.

They gave it to us January a year ago. It is called “Social Securi-
ty—The Trust Fund Reserve Accumulation, The Economy and the
Federal Budget.” And they said, now if you will save this money
interest rates will go down, the savings rate will go up, markets
will respond. It was all very clear. But they said if you are not
going to save it, give it back.

Then we had the National Econoinic Commission. We are going
to hear from a distinguished member very shortly—and you testi-
fied before us about the deficit. If you recall, we asked, could we
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expect to grow out of the deficit, and you said no. And in the
report, both Majority and Mmorlty, they said save those Social Se-
curity trust funds. But in the Democratic report we added, if you
are not going save them, give them back.

May I just say to you, or for the record really, not to you, we
never had 5 minutes conversation with anybody in the Administra-
tion about either of those proposals No one ever said to us, all
right, you're talking about that, let’s think about it; here is what
we want to say. We never heard a word, which led us to conclude
that they were not going to save, as they are not saving, and there-
fore we went to option number two.

I do not ask you to comment. But I mean it was after a long
year’s waiting in silence. But then could I just say to your point
about whether we ought to mix up the Social Security contribu-
tions with the income tax. We were looking to see what Franklin
D. Roosevelt thought about this. And sure enough we found some-
thing. In the summer of 1941, Luther Gulick, who I am sure you
probably knew, a professor at Columbia, a great public administra-
tor, he was an assistant to the Secretary of the Treasury and he
called on President Roosevelt and in a kind of neat government
manner at the time said, you know, isn’t it perhaps time to get rid
of that payroll tax and put it back into the general revenue stream
and finance Social Security that way.

And then he records a memorandum of conversation. He has
President Roosevelt saying, “I guess you are right on the econom-
ics. But those taxes were never a problem of economics. We put
those payroll contributions there so as to give the contributors a
legal, moral and political right to collect their pension and their
unemployment benefits. With those taxes in there no damn politi-
cian can ever scrap my Social Security program.” So he was think-
ing ahead, Mr. Chairman. Thank you, Mr. Chairman.

The CHAIRMAN. Mr. Chairman, you have done your usual great
job. We are most appreciative of your contribution this morning,
your answers to the questions; and we thank you very much for
your attendance.

Mr. GrREeENsSPAN. Thank you very much, Mr. Chairman and the
committee.

4 ['Iihe prepared statement of Mr. Greenspan appears in the appen-
ix.

The CHAIRMAN. Well we have another gentlemen before us this
morning who was a co-chairman of the National Economic Com-
mission, helped develop that minority report, along with Senator
Moynihan; and I would say if he wasn’t so young he would be ap-
proaching the status of a senior statesman for this country of ours,
a man whose candor has sometimes bordered on the outrageous.
But we are very pleased to have you, Mr. Strauss. We look forward
to your statement.

STATEMENT OF ROBERT S. STRAUSS, SENIOR PARTNER,; AKIN,
GUMP, STRAUSS, HAUER & FELD, WASHINGTON, DC

Mr. StrAauss. Thank you, Mr. Chairman. May I respond by
saying it is always a source of pleasure and a great deal of pride
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for me to be before this committee; and as you well know, it is a
committee in which I feel very much at home.

Testifying today after Chairman Greenspan and prior to this dis-
tinguished panel, I have decided to devote my opportunity to a sub-
ject I do know pretty well, and that is the political process in this
country-and its relationship to the Moynihan proposal and to our
current budget dilemma.

Let me commence by saying that as my absolute conviction with
regard to the subject matter of today’s hearing, that the jolitical
process has failed this Nation. Those of us who live in the public
arena from the Executive and the Legislative branches to the so-
called public spokes people must all take a major part of the
blame. Simply put, we have all, without so intending—without so
intending—become a part of a conspiracy of silence and partici-
pants in the politics of fear in my judgment.

On a personal note, I well recall the failure of the National Eco-
nomic Commission which you mentioned earlier, and which I co-
chaired, our failure to stand firm and speak out. We Democrats
have concluded and with some justifiable reason that if we mention
the word “tax” our Republican friends will” destroy us with a tax
and spend label. And contrary wise, our Republican friends has
concluded also with good reason that if they mention entitlements
or Social Security we Democrats will use it to destroy them. And
believe me, as much as any of you, I understand the realities of
such fear on both sides.

I know the power of negative advertising and the risks of being
down wind of a well orchestrated attack of half truths aimed at
raising constituents insecurities. Conventional wisdom tells us that
Walter Mondale lost his presidential election because he kicked off
his campaign by saying he would raise taxes. Conventional wisdom
further tells us that George Bush won the Presidency because he
said he wouldn't.

Now you can take it from one who has been at this game a long
time, Mr. Chairman, that is baloney. Mondale was going to lose
anyway; and Bush was going to win anyway. Yes, we have all been
convinced that we had better be silent on these issues or we will be
hung out to dry. It is simply amazing to me that we seem to be
able to talk openly about sex and violence and war and condoms
and deviant behavior on television, in the newspapers, and on the
floor of the Congress, yet we can’t seem to talk honestly and openly
about whether or not we need more or less taxes, more or less
spending or what, if an»t*.ing, we should do about the rising cost of
entitlements.

We all recall George Bush of being accused in the press of boring
us to death. I never thought in those days that President Bush
(vivq)uld be guilty of scaring us to silence. So what are we going to

07

My first answer is that whatever we decide to do, we must do it
together—Republicans and Democrats alike. My second answer is
that we can start by telling the American people the facts as they
really are. And with that as a predicate, let’s look at the problem.
To do so, let me offer a few propositions that I think are reasonably
well accepted givens.
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First, we haven’t had an honest examination of the issue con-
fronting us in the budget and Social Security areas for many years.
Senator Moynihan’s proposal gives us a clear opportunity to do so.
Maybe it has forced a crack in our own Berlin Wall of indifference.
Whatever happens to this proposal in the Congress, this country
should be grateful to Senator Moynihan for getting this issue out
on the table. »

Second, we do not collect enough money to run our government
at its current level of activity. The unified budget deficit has
dropped from the $221 billion high in 1986 to around $150 billion
where it seems to be stuck. But as Senator Moynihan’s proposal
has demonstrated, if you take out the Social Security surplus, there
has not really been any improvement. And on this basis, CBO
projects a $249 billion deficit in 1993, a very disheartening number.

Third, a peace dividend, when and if it happens, will come slowly
as we reorder our military priorities and as our economy adjusts to
a slow down in defense spending. We cannot spend what we do not
have, particularly when we have demonstrated an inability to deal
with those constituents who are adversely affected.

Fourth, even with this huge persistent deficit the $249 billion
figure does not include the major unmet needs of the nation, to pay
for our real environmental demands, and fund a proper drug pro-
gram, clean up nuclear production facilities, called for in the Ad-
ministration’s budget, meet the full cost of the S&L crisis, improve
our educational standards of our poor citizens, repair infrastruc-
ture. All of this costs more money than we are currently spending.

Fifth, by any measure the rate of private savings in this country
is low as we have been talking about earlier today—low by interna-
. tional standards, and low by our own historical experience. We
need savings to sustain the level of investment upon which long-
term growth depends.

Now despite the above, most say well we have certainly done all
right over the last few years. I disagree. In fact, we _have borrowed
and consumed, and borrowed and consumed, until we appear to
have fashioned our fiscal policy out of May West’s personal philoso-
phy that there is just no such thing as too much of a good thing.
By 1990 the trends of the last decade are obvious. We were building
up our net asset position in the world until 1982. We reversed that
trend, and in 3 years, by 1985, we became a net debtor nation. Few
realize it, but we were also losing market share in almost every in-
dustry today. A startling fact.

If the rest of the world were to let us continue this level of bor-
rowing for the next 20 years, when the baby boom retirement
begins, as we are concerned about, we would be in hock to the rest
of the world to the tune of well over $5 trillion. I would remind you
of the British experience. They once operated as we are now oper-
ating and they finally had to pay for it by selling off, in a few short
years, a British empire that had taken them 300 years to build.

This may seem either foolish or alarmish, Mr. Chairman, but as
we all know the gross public debt of this country, including that
held by Social Security and other trust funds, has grown from $900
billion in 1980 to $3 trillion today. Today gross interest on the debt
alone represents 22 cents of every dollar we spend.
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It has been my long held political belief that if the American
people are given clear alternatives by their leaders, with an expla-
nation of the costs, the benefits of each, they will make the right
choice. This is not the same thing as saying they will respond ra-
tionally to every question put to them in public opinion polls. The
voter has plenty to do without becoming an expert on how fast we
can decrease our military commitments in Europe or why Medicare
costs are rising so fast. Poll takers are not the answer; it is the re-
sponsibility of the political system to articulate options in a way
that provides responsible, meaningful and understandable choices.

Sometimes events make that easy—high inflation, high unem-
ployment, fighting wars—can focus elections around key issues. At
other times it may be far more difficult. Civil rights legislation and
the Marshall Plan are examples of the very complex issues that
were settled by the political process in ways we can all look to with
pride today.

However, when it comes to dealing with this budget, the political
process has become somewhere between timid and irrelevant. The
last presidential election was a perfect example. One candidate
said, better enforcement; the other said, read my lips. The choice
offered up to the electorate was a public relations gimmick on the
one hand and a speech maker’s phrase on the other. No wonder the
public has lost confidence in us individually and institutionally.

Instead of hearing answers that even approximate common
sense, they are confronted with budgetary doublespeak and ques-
tionable numbers. I am told that over 60 percent of the votes of the
U.S. Congress in every given year are budget related and still we
seem to make no headway.

Why did Senator Moynihan's proposal cause such an uproar? Be-
cause by focusing our attention on the way we are using the Social
Security surplus, he has demonstrated that the cost of our govern-
ment falls squarely on the large middle class who earn between
$20,000 and $58,000 per year. This is patently unfair.

We all know that taken alone the Social Security tax is propor-
tional, not progressive. But the American people are comfortable
with that because the Social Security benefit structure, as a whole,
is progressive. But as has been so clearly annunciated earlier here
today, that holds good only as long as the costs are tied to benefits.
When that is no longer the case, when it becomes a question of the
general cost of government, the entire issue is opened up with far
reaching ramifications for the political and economic lives of our
nation.

In my opinion, the Moynihan proposal standing alone is not the
answer. The only thing worse than using the Social Security sur-
plus to run our government is to continue to borrow the money
from the Japanese and Germans to run it. But the questions asked
by Senator Moynihan that led him to make this proposal are very
valid. How can we maintain a real budget deficit of a quarter of a
trillion dollars indefinitely? .

Did anyone ever contemplate that the Social Security trust fund
was to be used for general government expenses? When was a con-
scious decision made that the cost of government were to be born
substantially by our middle income earners? These are the type of
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questions that this committee must ask if ‘we are to collectively
find the answers.

My expectation is that these questions are profound enough that
this debate can finally go forward and every legitimate means of
governmental solution, including reduced spending and/or addi-
tional taxes should be explored. I would then urge that this com-
mittee, and the other leaders of the Senate, call upon their coun-
terparts in the House, together with the Executive Branch, to join
in a bipartisan effort to deal with the issues we are talking about.

It cannot be conducted as just another charade. I must say I
think the President who won the last election and proposed the
Federal budget we are now considering bears the most responsibil-
ity to lead and work with the members from both sides of the aisle
to begin a meaningful process. Indeed, to take the lead in the creat-
ing of this Executive/Legislative summit, to address these problems
in 1990. This Executive/Legislative summit should have everything
on the table, including, but not limited to (1) our overall budget
problem; (2) the savings issue, so that middle America can again
participate; and (3) the inequities in our tax structure, specifically
that pointed out by the Moynihan proposal.

I understand and fully sympathize with the difficulty our politi-
cal parties and our elected officials face in dealing with the sub-
jects I have discussed. They are political mine fields waiting to ex-
plode. But together, Mr. Chairman, Democrats and Republicans,
Legislative and Executive leadership, can move forward to give the
public the kind of choices they are entitled to. Good politics is
about hard choices and the wise use of power by elected officials.

I submit to you that we had better address where we are heading
for the rest of this century now when the economy appears to be
doing well. Later, if we are faced with a less prosperous time, we
may not have the luxury of choice.

Now I do not want to conclude by sounding overly dramatic, but
when one looks around the world, from the young people on Tiene-
man Square to the clerk in Mandela in South Africa, to Howell
who spoke so movingly before you last week, to the election process
in Nicaragua just yesterday, I say we are selling the American
public and indeed ourselves short if we do not think our political
process can face and indeed solve these budgetary problems if we
give the effort bipartisan leadership.

Someone recently said that President Bush had it upside down in
his inaugural address when he said, “We in the United States have
more will than wallet.” I say to you, Mr. Chairman, the fact is,
“We have more wallet than will.”” We are still the richest country
in the world, but seem to lack the will to take the steps to stay
that way.

Mr. Chairman, the final question must be, why should this effort
that I am describe succeed now when others have failed before?
And my answer, I guess, is that we have a popular President in the
White House, with an 80 percent approval rating. We have strong
leadership in the House and Senate on both sides of the aisle, and
in the committees deciding these 1ssues, and in particular, in this
committee. Every individual involved gives a damn, Mr. Chairman,
about what is going on, even if we have different approaches
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So with this solid political base, and with the climate of positive
change that seems to be sweeping the world, this effort simply
cannot afford the luxury of failure; it would have to succeed.

Thank you.
The CHAIRMAN. Mr. Strauss, that is a fine statement. We are the

richest nation in the world—the largest economy in the world. But
when you see an increasing deficit in trade, when you see Ameri-
can creativity invent the products and now they are all made out-
side of this country, when you see the color TV invented in this
country, now over 90 percent of them made outside of this country,
and the VCR right there beside it, it has to be of concern to us.
When we see productivity half of that of our major competitors—
the increase in productivity—when we see the national debt triple
in the last dozen years, it means some tough choices have to be
made to turn this thing around—tough choices that have not been
made by either the Congress or the past Administrations.

I think there are many that are ready to walk that plank togeth-
er and make those difficult political choices. It is going to take
some leadership on both sides to accomplish that. So I share that
concern and that call to that kind of responsibility that you have
made today.

Let me ask you a question as to what you think would happen.
Do you think we could maintain the kind of Social Security surplus
that you call for in your report on the National Economic Commis-
sion—you, and Senator Moynihan, and others—to move from a def-
icit to a surplus in the overall budget, and then have Social Securi-
ty surplus that would climb to $180 billion in the year 2015 without
an invasion of that surplus for the general expenses of the govern-
ment; do you think we can muster that kind of will?

Mr. Strauss. Yes, Mr. Chairman; I think we can muster that
kind of will. I certainly do. As a matter of fact, we have never
given a real examination that I have seen in recent years of what
we might do on the spending side. I look and see what is taking
place in entitlements. I look at a fellow like me. I get a Social Secu-
rity check and a big part of that check isn’t even subject to income
tax. That is kind of crazy.

We have heard the Chairman of the Federal Reserve speak about
what we could accomplish with a gasoline tax or maybe a broad-
based energy tax. There are so many things that we could look at
and tackle if we did it together.

I think the American people, as I said, if you could give them
clear alternatives—we tell them what the cost is and what the ben-
efit is, if we talk about what it does for interest rates in this coun-
try, if we talk with leadership clearly about what it does for pro-
ductivity and for the standard of living, my answer is, yes, our
people would support it.

The CHAIRMAN. Thank you.

Senator Moynihan?

Senator MoyNiHAN. I would just like to say again how much we
admire and approve what Ambassador Strauss has said. You got
the whole world together on the Tokyo round. I don’t know wheth-
er you can get this country together. I don’t know.

You mentioned, just an item again, in our sense here of what
doesn’t happen. You referred to the Presidential campaign in
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which one campaign said better tax collection enforcement and the
other said read my lips. Well the one that said read my lips won;
and then he also came out for better enforcement. If you look at
the President’s budget you will find in the next fiscal year we are
going to pick up $2.5 billion through better tax collection enforce-
ment.

Mr. Strauss. [ saw that, Mr. Chairman.

Senator MoyNIHAN. So that is something to look forward to.

Two points, one about vour call for a summit—a real effort to
reach an agreement. May I say that since the Social Security issue
has been raised, if anybody on our side of the aisle has heard from
the President, we do not know it. There has been silence.

But more importantly, a year ago we produced that National
Economic summit. There was never any discussion of it from the
Executive Branch and now, if I could say this, sir, you probably
know this, the kind of summit you are talking about was in fact
not just hinted at but promised in conversation after conversation
that came from the Executive Branch to the Congress at this time
last year. They said, give us a year to get through this clinker of a
budget, and then we will sit down. Last summer, last fall—nothing
ever happened, sir.

Mr. Strauss. That was one of the reasons the Economic Commis-
sion was supposed to silently go away, Senator, because we were
going to sit down in a bipartisan way and we haven't.  _

Senator MoyNIHAN. Yes, sir.

Would you say that again so it gets clear in the record. The Eco-
nomic Commission did not have to be responded to because there
was going to be a more or less formal mechanism working at this.
Isn’t that right?

Mr. Strauss. Well I would say to you that while it was never for-
mally stated, it was a general understanding that I had that it was
the intention that we would sit down and bipartisan—not we, but
elected officials would sit down——

Senator MoYNIHAN. Yes, sir. Yes, sir.

Mr. StrAUSss [continuing]). In a bipartisan climate and deal with
these issues. And it is my judgment that if elected officials, leader-
ship, sat down from the Executive and Legislative in a bipartisan
climate today and looked not just to get us through the next budget
cycle or get us through the next election year, but get us through
where we are going for the rest of this century, my answer to you
is, I think we would be successful.

Senator MoyYNIHAN. Right, and I share that. You have to believe
that. But you will confirm-—because, you know, you are in the
center of most things going on in this city—that a year ago there
was an understanding that there would be such an effort and that
effort never came about?

Mr. STrAuss. Senator, let me say that I am vain enough to enjoy
your characterization of me, and foolish enough to enjoy, but I am
sensible enough not to pay too much attention to it. But I would
say to you, while there was no formal understanding, it was my—I
thought there was an informal understanding that it was going to
be dealt with my elected officials on a bipartisan basis in the leave
us a year to get started to settle down and we will get to this.
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Senator MoYNIHAN. Sir, you are, in my understanding, exactly
right; and that did not then thereupon happen.

Mr. Strauss. No, sir; it did not happen and has not happened.

Senator MOYNIHAN. And that is why this bill went in on the first
day of this session of Congress.

Mr. Sarauss. Well I commend you for entering the bill. I was de-
lighted to see it.

Senator MoyNIHAN. Thank you very much, sir.

I think the next Senator is Senator Symms.

Senator Symms. Thank you very much, Mr. Chairman.

Thank you, Mr. Strauss, for your what I consider excellent testi-
mony. Just to give you a little update on the past, one time in 1988
or 1987—I believe it was maybe early 1988 during the primary
process—you and William F. Buckley were hosting a program in
Houston of Democratic presidential candidates and I happened to
watch the program and I enjoyed it a great deal. So I sent William
F. Buckley a letter and suggested that the only chance they had
was to take the moderator, Strauss, and put him in as a candidate.

Mr. Strauss. I will tell you; I had a copy of that and I endorsed
it wholeheartedly, but no one else seemed to, but the two of us,
Senator. [Laughter.]

Senator SymMms. Your problem may be that when you get en-
dorsements from people like me it doesn’t help you in your party.
But anyway, I wanted to say that I really appreciate your testimo-
ny and I totally agree with you about your viewpoint of saying
people should be able to tell it like it is. I think you have a quote
here about “Good politics is about hard choices and wise use of
power.” I like to say that principal politics make the best pragmat-
ics.

I have always said that I am willing to tell it like it is from my
point of view. And if the voters want the person who tells it like it
isn’t, they are welcome to him. I think it is true what you say and
what you outline here, that we could make responsible choices and
still people might be surprised at how many of them would get re-
elected.

Mr. Strauss. That is right.

Senator Symms. But I wanted to ask you two points. Number one
is, on this National savings rate, would you agree that there is
some distortion in our national savings rate with vis-a-vis the Fed-
eral budget, based on the way we do our accounting when we buy
airplanes that will last 30 years and buildings that will last 60
years and highways and bridges and other things, that there is
some distortion in how much is consumed and how much is a long-
term investment?

Mr. Strauss. Yes. And a big item you left out of there is homes,
Senator.

Senator SyMmMs. And homes.

Mr. Strauss. Homes is a big item in that. Yes, I would say there
is some distortion there. But I still would say that it is an outrage
where our national savings rate, when you compare it to Japan
and to Germany and others, and when you try to keep up in pro-
ductivity with them, we cannot do it. We are fighting a battle with
one arm tied behind us.
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Senator Symms. Well back to that. That brings you back to my
next question. The plan that I have been proposing would be that
we would take—it would really literally be a forced savings plan
for Americans, that 2 percent surplus that is now being consumed
by the Congress or spent, I should say, no matter how the account-
ing is. Don’'t you believe that if we in fact piled this money into
private individualized defined contributions that that would be
great competition to foreign investment in this country?

Mr. Strauss. Yes, if we could make that effective, unquestion-
ably that it would be useful and meaningful.

S};nator SymMms. I have to say that your comments about don't
tamper with Social Security, you know, I really totally agree with
you. I do not think the public, if they understand the facts on the
table, are that opposed to it. I mean I am standing here as living
proof, coming from a State that has a record of bipartisan—you
know, a two-party State—very close elections every year.

I suggested some serious—three major amendments to the 1983
bill that would have defined the benefits that people get to a
slower fashion and everybody told me, well, you will never be re-
elected after doing that and it didn’t happen. But I do think that
we have an opportunity in 1990 with this surplus in Social Securi-
ty—and I think, Senator Moynihan, that I share your view—that
he has given us a great opportunity.

I frankly think my party is on the wrong side of the issue. I am
one of a few in the party that thinks that. But I do believe that
there is a good argument for having this money in the private
sector. I think my plan is better because it would take care of the
savings question and we would have several trillion dollars, and we
could have money to invest in our own private development with-
out having to sell the farms to the Japanese.

Mr. StrAusS. Senator, let me respond to that by saying, without
passing judgment on one plan as opposed to another, let me just
say this, that it is so easy for people to demagogue and put fear
into any discussion of Social Security. I think we need a slowed
down, deliberate discussion of the issue you raised with your plan,
certainly of the Moynihan proposal, and take a few months to look
at that and let people understand it.

My recollection is that the AARP came out in opposition to the
Moynihan plan as tampering with Social Security. My judgment
is—and I know nothing about it—but my judgment is that they
were sort of frightened into that. And if you take a bit of time to
educate the American public, they understand any issue, as I said,
if you give them clear choices. And if the members of the AARP
were educated in the fact that what Senator Moynihan’s proposal
suggests, there would be no—they might support it; they might not.
But there would be no reason for them to fear that it affected ad-
versely the Social Security plan.

Senator Symms. I thank you very much for an excellent state-
ment. And in any event, in the year 2012 I hope we are still going
to have a Congress and they will be able to look at the situation
again to figure out how they are going to get out of the mess that
we have created for them.

Mr. StraUss. Senator, I hope to still be here drawing Social Secu-

rity.
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Senator Symms. Okay, thank you.

Thank you very much, Mr. Chairman.

The CHAIRMAN. Senator Pryor?

Senator PRYOR. Mr. Chairman, thank you.

I apologize to Mr. Strauss, I had to be out of the room and I was
not here to hear a great deal of his statement. I always enjoy hear-
ing Mr. Strauss come before this and other committees.

Mr. Strauss. Thank you.

Senator PrYyor. My very worthy staff member, Mr. Chairman,
has gone through the list of witnesses today and in a one line defi-
nition has staked out their respective position. I will not name the
various parties—opposes Moynihan; another one, vague on Moyni-
han; another one, supports Moynihan if two conditions are met;
then supports Moynihan, but does not want to raise other taxes to
offset it. Here is one, opposes Moynihan, but doesn’'t want to see
corporate taxes increased.

So I would say, Mr. Chairman, that we have folks all over the lot
on this. What is the one political force in our system that can
achieve a budget summit situation? Is this going to be ultimately
the President? Is this a congressional role? What has to happen for
us to get where you are suggesting we should go?

Mr. Strauss. I said in my testimony that I would hope this com-
mittee might call for its counterpart in the House, and the leader-
ship in the House and the Senate, to join with the Executive
Branch in calling for it. I also said that I thought the President,
having been elected President with an 80 percent popularity rating
and obviously with the same concerns we all have about this
budget, should take the lead in it.

I might add that I did not say that I would hope this process
would continue deliberately through the year, that we would not be
rushing into something to come up with some quick answers to get
us through the next budget cycle or the next President campaign. I
think the force could come from here; I think it could come from
the President. It needs to come from someone. We need leadership
so desperately.

Senator PrYoR. As I understand President Bush’s program or his
proposal we would do really nothing until about 1993, which is
after the next President election. What happens to us if we wait
that long?

Mr. Strauss. The great danger, in my judgment, that we face in
this country is that we try to play it too cute and too close to the
mark. You cannot fine tune and just barely avoid recession by
having just barely enough economic growth in this country. That is
what we are doing right now.

I have no way of assuring anyone that the world is going to come
tumbling down if we do not deal with this deficit this year or next
year or the year after. But what I do know is, when you play it
that close to the line, if we get a bad break or two along the way,
we will be in very, very serious trouble. And the way we are play-
ing it, we cannot have the kind of growth productivity increase
that this Nation needs.

Senator PrYOR. Mr. Chairman, I thank you for the time; and
thank you, Mr. Strauss.
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Senator MoyNIHAN. I think we both thank Mr. Strauss for that
statement.

Senator Bradley?

Senator BRaDLEY. Thank you very much, Mr. Chairman.

Mr. Ambassador, it is always a pleasure to see you; and thank
you for your testimony. I think that when it comes to process ques-
t::lns you are a fountain of wisdom and I think you were again
today.

I would like to ask you just a couple of specific things as to what
your specific recommendations would be. I just take them based
upon how they were raised during the course of the hearing.
hOr‘; Senator Symms’ proposal, are you basically for or against
that’

Mr. Strauss. I do not know enough about Senator Symms’ pro-
posal to respond to it. What little I heard of it today, it is worthy of
consideration.

Senator BRADLEY. All right.

And then Senator Moynihan’s proposal?

Mr. Strauss. Senator Moynihan’s proposal, if we would be will-
ing—Senator Moynihan has attacked what is patently unfair about
our structure, and that is these dramatic sums of money that are
being taken from the middle class and going to pay for the costs of
government. I think it is going to—as I said in here—this gets into
large questions. But my answer to that is, I think Senator Moyni-
han’s proposal is a luxury the country cannot afford as bad as it
needs it unless we are going to supplement the loss of revenue we
would get if we cut that out.

What I would like to do is see the Social Security program ad-
dressed along the general lines that Senator Moynihan has pro-
posed and I would like to see that shortfall in revenue made up in
sensible, responsible ways, and we can do it.

Senator BRADLEY. All right.

On Social Security benefits above a certain level of non-Social Se-
curity income?

Mr. StrAuss. I would go for that in a minute. I think that it is an
outrage that a fellow like me who earns in very, very large figures,
having getting substantial sums of Social Security money paying
no income tax on it. It is crazy. In fact, I have a devil of a time
getting my wife to let me spend it she thinks it is so outrageous.

Senator BRADLEY. And income tax credit for Social Security wage
earners?

Mr. Strauss. I don’t know. I have no real opinion on that. I do
think getting—excuse me, go ahead.

Senator BRADLEY. No, that’'s——

All right. Thank you very much.

Mr. StTrauss. Thank you very much, sir.

Senator MoyYNIHAN. Mr. Ambassador, I just want to—I do not
know whether we should do this in public, but in the interest of
open government, may I plead with you to pay income tax on one-
half your Social Security benefits.

Mr. Strauss. I do it on one-half.

Senator MoyNIHAN. It is the law, sir. [Laughter.]

Mr. Strauss. I do it. I am complying with the law you wrote,
Senator Moynihan.
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Senator MoyNIHAN. We want you back here frequently and not
with a Federal Marshall sitting over there.

Mr. Strauss. I want you to know that I am marginally comply-
ing with the law you wrote.

Senator MoyNIHAN. And you are supremely helpful to us. Your
proposal that there be a true summit meeting between these com-
mittees—House Ways and Means, Finance and the President—it
seems to me a compelling matter. It has not happened. We are well
into an Administration in which it ought to have done. I see my"
friend, Mr. Pryor, agreeing.

We thank you very much for coming, sir.

Mr. Strauss. Thank you so much for having me. N

[The prepared statement of Mr. Strauss appears in the appendix.]

Senator MoYNIHAN. And now our third guest this morning, Mr.
Calvin Johnson, who is the Legislative Representative of the AFL-
CIO. We welcome you this morning, Mr. Johnson, and you are ac-
companied by——

Mr. JounsoN. Thank you very much, Senator. I am accompanied
by—and I take great pleasure in introducing to you and the com-
mittee—the new Director of our Department of Employee Benefits,
Ms. Karen Ignani.

Senator MoYNIHAN. Good morning and welcome. We are very
happy to have you and we will see more of you over the years.

Mr. JounsoN. In an effort to make this hearing, for you, a bit
more pleasant, I think it would be far more proper to have her de-
liver our statement to you this morning rather than myself. So
with your indulgence she will deliver our testimony.

Senator MoYNIHAN. We welcome you to your solo before the Fi-
nance Committee. Please proceed.

STATEMENT OF KAREN IGNANI, DIRECTOR, DEPARTMENT OF
EMPLOYEE BENEFITS, AFL-CIO, WASHINGTON, DC

Ms. IoNANI. Thank you, Mr. Chairman. We have submitted our
written testimony for your review, and with your permission I
would like to take this opportunity to briefly summarize my re-
marks at this time.

On behalf of the AFL-CIO we are indeed pleased to be here to
share our views with you on the important issue of financing the
Social Security fund in the short term as well as in the long term.
We believe this hearing is timely because once again events have
called into question the long term health of the Social Security
trust fund. Although ironically, as many have said, you yourself,
that we are now in a very different situation of course than we
were in the 1980’s, when the contingency reserve plunged to a dan-
gerously low level of only 8 weeks of benefits; at present, concern
centers around the program taking in too much money and having
its surpluses used to substitute for general taxes in meeting the
Federal Government’s current operating expenses.

Once again, it is time for Congress to take steps necessary to pre-
vent a crisis of confidence in the system. Therefore, Mr. Chairman,
we believe that this committee and the Congress should seriously
consider your proposal to reduce the Social Security payroll tax, re-
turning to a modified pay-as-you-go system, provided two conditions
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are met. I would like to take a moment to describe those two condi-
tions at this time.

Senator MoyNIHAN. Please do. Take all the time you want.

Ms. IgNANIL First, we believe that protections must be added to
ensure that an adequate threshold of assets is maintained in the
system before—and I emphasize before—any changes are made.
Second, measures must be taken to avert massive cuts in Federal
programs once the trust fund surplus revenues are removed from
the deficit calculations under the Gramm-Rudman-Hollings law.

I would like to explain our rationale for this position. Because of
the broad population group the Social Security program serves, we
view Social Security as a safety net for families. And in our view,
the key goal always must be to ensure the financial integrity of the
system. While the bipartisan 1983 legislation to put Social Security
back on firm financial footing was prudent at the time, it is time,
we believe, to evaluate whether the current financing method is
adequate for the long term.

In the 1983 report, as you know well, Mr. Chairman, the mem-
bers of the Commission made it clear that they favored a fund
build up that would increase the national savings rate and through
investment would produce a larger ponl of goods and services in
the future. Unfortunately, as previous witnesses have indicated
today and in other hearings, this has not happened, nor in our
view is it likely to happen in the near term, because Social Securi-
ty surpluses are being used to offset the deficit in non-Social Secu-
rity programs.

In our view we should not continue to rob Peter to pay Paul by
borrowing from Social Security to cover the Federal government’s
operating expenses. On the other hand, removing Social Security
surpluses from deficit calculations without addressing the underly-
ing budget issues could produce higher interest rates and/or crip-
pling cuts in essential Federal programs.

Mr. Chairman, there has been much discussion this morning
about two key issues that I would also like to address. The first is
the relative progressivity of the Social Security system; the second
is the question of using Social Security to finance non-Social Secu-
rity expenses in the government.

On the first question, we believe the system is sound and fair. On
the second question, we resoundingly say that we do not believe
that it is appropriate to finance the Federal government’s non-
Social Security expenses from the Social Security trust fund. Many
witnesses have commented on the percent of the population that
has income which exceeds Social Security’s maximum level of tax-
able earnings, capital is not taxed, et cetera.

So, therefore, while we believe Social Security is an appropriate
system—social insurance program—compared to general taxes it is
a regressive way to finance government operating expenses.

However, I would be remiss if I concluded my remarks at that
point. I do think, and I hope the Congress will also look in addition
to the macro issue of financing the system, the whole question of
whether or not the system is working appropriately for benefici-
aries, which brings up some micro issues that I thmk we need to
put on the table.

Senator MoYNIHAN. Let’s hear them.
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Ms. IcNANI. We are very concerned about whether or not the
Social Security Administration has the necessary staff resources to
do the job. At present, SSA is working with a staff that has-been
reduced by almost 30 percent over a 5-year period. This down-sizing
has led to serious problems in a number of key areas, including the
following: posting of earnings, beneficiary appeals, disability appli-
cations, service provided by field office, and needless to say, em-
ployee moral.

We believe Congress must take steps immediately to assure that
enough money is being allocated to obtain the staff necessary to
provide high quality services to beneficiaries.

Finally, as part of the process of protecting Social Security, we
would recommend establishing a separate Social Security agency
administered by an independent board.

To summarize, the Federation would like to offer-a six point plan
for your consideration. First, continue the present financing system
until the Social Security trust fund surplus reaches 125-150 per-
cent. Once this cushion is reached, and only then, reduce the pay-
roll tax to a level that would return to a modified pay-as-you-go fi-
nancing system maintaining the 125-150 percent contingency re-
serve. Remove the Social Security trust fund surplus from deficit
calculations under the Gramm-Rudman-Hollings legislation.
Lengthen the time period over which deficit reduction would occur
or raise revenue by making the income tax system more progres-

-stve.-Create a separate Social Security agency administered by an
independent three person board. Finally, provide a level of staffing
necessary to assure that beneficiaries review high quality services.

Thank you very much.

Senator MoyNIHAN. Well thank you very much. May I ask, do
you pronounce the name Ignani?

Ms. IGNANI. Yes. -

Senator MoyNIHAN. That is very clear and very concise and very
much in keeping with the long tradition of the AFL and then AFL-
CIO in being knowledgeable about this system which is central to
the economic well-being of the retired workers and is paid for by
people in their working years.

I would like to respond, if I can, just quickly before colleagues

have a chance to say, to your proposal that the Social Security Ad-
ministration be reestablished as a independent agency with a three
person board. May I just, for the record, say that that is the way it
was established in the first place by President Roosevelt, who earli-
er you heard me quote as saying, he didn’t want any damn politi-
cian getting his hands on that money—a bipartisan board.

And you do know, but again for the record, let me just say that
last year this committee approved a proposal to establish an inde-
pendent agency. It was with a one person head, but it is obviously
a matter of judgment. You could argue it either way.

It was intended for the budget reconciliation legislation. Then we
stripped that legislation and, in fact, did not do any legislating in
the last session of Congress. But that has come out of this commit-
tee. We agree with you.

Ms. IaNANI I might say, Mr. Chairman, that while you are again
looking at Social Security and putting the issues of financing on
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the table, we raise it now because we do think it is an integral part
of those questions.

Senator MOYNIHAN. Yes, raise it now and raise it again, and
raise it yet again. I think you and I and our fellow members in the
room here are about the only people who know it even happened.

The second thing to say to you is, just for the record, that your
proposal that we get to about 125-150 percent reserve, a very sensi-
ble one, that is about 18 months out. I mean we are not far away
from that. The reserves are rising a billion dollars a week.

Your third point about the reduction of staff at the Social Securi-
ty Administration is very real; and it is the major argument for
having it an independent agency in my view. They cut that staff b
20 percent in the 1980’s and nogody in Social Security said a wor
as if it did not matter. The agency is out in Baltimore. I think if
you look up the Department of Health and Human Services in the
Congressional Directory you go through six pages of officials before
you get to the head of the Social Security Administration, with a
very able, attractive head now, Mrs. Gwendolyn King.

We are trying to restore this agency. We did pass a law last year
which will require the Social Security Administration to send out
to each worker who is paying into the system a personal earnings
and benefit statement. But we had to fight the Social Security Ad-
ministration to get them to do it. You know, if you put $3500 a
year into a bank—I wonder if I could ask Senator Pryor, down in
Arkansas, if you put 33500 into a bank every year for 25 years, you
would expect to hear from them once in awhile, wouldn’t you?

Senator PRYOR. I would at least expect a toaster for Christmas.

Senator MoyNIHAN. A toaster for Christmas. [Laughter.]

Exactly. Well I know my personal experience. I joined the Social
Security system in January 1943. That is very close—disturbingly
close—to half a century ago, but what are you going to do? And I
have not heard from them since. [Laughter.]

I do not know if I spelled my name right in that first encounter.
I was nervous, I was in a government office. I do not know if they
got it right. We have now an arrangement that every other year,
starting in the higher age groups, you are going to get a statement
that says this is what you have contributed; if you were to die, your
spouse and children would receive these beneﬁts if you were dlS-
abled, you would get that; and if you keep on about the way you're
gqing, you can expect about this much in the way of retirement
benefits.

But they ought to come every year, you know. The largest cost
involved is the postage stamp. And yet somebody out in Baltimore
does not want you to know. I mean I can imagine, you know, if |
got those statements, in my twenties I would not even open them;
in my thirties I would lose them; but by the time I was forty, 1
would find a drawer where those things would go every year.

But that is one of the reasons a majority of non-retired adults do
not think they are going to get Social Security, because they never
" hear from it. They do not know that the Social Security Admlms-
tration knows your name and has a record.

But we take your proposals as very positive. I mean, not that the
committee agrees with your position on returning to pay-as-you-go,
but I think we do agree on an independent agency. V)S,’e have so
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committed ourselves. And I, for one, am very much of your view
that we should attend to the way that system works out there.

Ms. IcNANI. Mr. Chairman, I would like to take this opportunity
to make a couple of quick comments.

Senator MoYNIHAN. Please.

Ms. IeNANI. First, we do applaud the start on getting more infor-
mation out to beneficiaries about what they have paid in and their
entitlement, so they can begin to get a better sense of what they
will be getting at the end of their income stream.

However, it would be remiss of me not to make a point at this
juncture that we really need to do a better job; and this really
deals directly with the whole question of staffing. The issue of ben-
eficiary appeals, the whole question of the 800 numbers.

Senator MoyNIHAN. Right.

Ms. IcNANI. As you know, 50 percent of those who call the 800
numbers are given the busy signal. I do not think we can allow
that to continue.

Senator MoyNIHAN. No, I don't either.

Ms. IeNaNi. Disability applications, there is lots-of trouble in
that area; and overall service provided by field offices. So although
we think that Congress has made a very good start in improving
(tjhe infrastructure of the system, we think that more needs to be

one.

Finally, I would also say in a way that is a bit tongue in cheek
that, of course, we will continue to weigh in on the three person
versus the one person board for obvious reasons.

Senator MoYNIHAN. Sure. You can make an argument either
way. May I say to you that the Subcommittee will be happy to hold
hearings on the whole administrative question; and we want to
hear you out on this. If those 800 numbers are busy half the time,
the argument would be more 800 numbers. -

Mr. Johnscn?

Mr. JoHNsoON. I would like to add just one thing. Although the
trust funds are no longer considered in Gramm-Rudman in the se-
questration situation, the Agency, because of sequestration, suf-
fered some massive cuts in income out there. At the same time, the
Administration in providing increases to Federal workers has made
the determination that those increases have to be borne totally
within the current budget, which means that you lose even more
people. -

So, you know, those kinds of situations really need to have a
hard look taken at them.

Senator MoYNIHAN. Sir, we will—we have oversight responsibil-
ity, not just to the funds, but to the administration of the program,;
and we will have that hearing, and we will look forward to seeing
both of you again soon.

My time is up and I want to ask Senator Symms.

Senator Symms. Mr. Chairman, I know the hour is late and we
have a long witness list. I want to thank the witnesses and maybe
just ask you one question. And first say that in your conclusions
and recommendations, one point that I wanted you to know is that
my plan calls for 150 percent surplus to be carried indefinitely in
the Social Security fund. Now I do not know whether you have had



148

the opportunity to look at this plan or not, but if you have I would
be happy to hear your comments on it.

If you haven’t, I would really appreciate having you take a check
with some of your membership across the country and ask them if
they had—and the way I'd pose the question is, if they had to chose
between not having this money returned and leaving it in the
hands of the Congress and Social Security Administration to accu-
mulate or have a defined contribution second tier that would not
interfere with their current benefit contributions that they now
have, based under the benefit plan, how they would feel about the
potential that if they could get 7 percent interest, starting out at
age 18 earning $20,000 a year, what their attitude would be about
the opportunity that they might be able to have $176,000 at retire-
ment age. And whether they would rather have that as a choice or
put their confidence in Congress and Social Security.

Do you see what I am getting at? Maybe you want to comment
on it now.

Ms. IgNANI. Senator, we have not had time to appropriately
study your proposal in the way it deserves serious study. However,
I would say, as you know, the AFL-CIO has long been concerned
about proposals to vitiate the notion of the social insurance nature
of Social urity and substitute a defined contribution plan in lieu
of a defined benefit plan.

We have some very grave concerns in that area, as we do in the
private pension system where that is being done.

Senator Symms. Right. .

Ms. IcNANI. Unfortunately, with increased frequency. So I will
say to you that we do need to look at your propesal and consider it;
and we have some folks that are in the process of doing that now.
So I do not want to give—It would be presumptuous to give you an
off-the-cuff remark. But I would raise the spectra of general con-
cern about the overall defined contribution nature and the inabil-
ity with a defined contribution nature to spread risk over a large
population group to equalize benefits in a broader way, to raise en-
titlement for the relatively lower wage earner versus the higher, to
deal with the whole question of disability income when an individ-
ual perhaps has not worked a significant amount of time to earn a
il.isability income that would be reasonable and decent for them to
ive on.

So those are the concerns with which we would approach your
proposal.

Senator Symms. Well I appreciate that a lot. I might just say to
gou, that is one of the reasons we crafted this, so that the defined

enefit portion of the current Social Security would not be tam-
pered with and would be fully funded so that everyone would be
able to get what they anticipate getting now.

It is very difficult when you write a piece of legislation like this
to try to get all of the answers. The answer to one part of the bill
that I have said publicly that I am not married to is how the
second tier defined contribution benefit plan would be set up. We
have it set up patterned after the President’s family savings plan.
But I am certainly not married to that. If the committee in its
wisdom decided they would prefer just to have it in a permanent
secure investment and not be touched by that person until either
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they became disabled or reached retirement age, I really would not
have any objection to that personally.

Thank you very much, Mr. Chairman.

Senator MoyNIHAN. Thank you, Senator.

Senator Pryor, I believe is next on our list.

Senator PrRYorR. Mr. Chairman, I just want to make a comment.

Senator MoyNIHAN. Wait. Forgive me, it is Senator Riegle. For-
give me.

Senator RIEGLE. Mr. Chairman, you are kind. I am not going to
pose any questions at this point. I know we have others to hear
from. But thank you for calling on me.

Senator MOYNIHAN. Excuse me.

Senator Pryor?

Senator Pryor. Mr. Chairman, I apologize. I just want to make a
comment on our distinguished witness’s effort to, as she said, talk
about some of the micro issues of SSA.

Senator Moynihan has been on the cutting edge of a lot of this
for a number of years. One of the fascinating things about this
whole debate, Mr. Chairman, is the fact that even though there is a
lot of opposition, some of it is relevant to the so-called Moynihan
proposal, no one is attacking Senator Moynihan. That is unique.

And usually in emotionally charged debate like this they would
have his picture on dart boards. They would be sending out mil-
licns of letters saying public enemy number one. This is not hap-
rnening. The reason it is not happening is because of his extrerely
high degree of credibility on this issue, and the knowledge of all
the members of the House and the Senate, and especially on. this
committee, of his past record in the area of Social Security.

I would also advise any group_or organization who is thinking
about chastising him personally for his position that they would re-
ceive, I think, only the wrath of the Sienate and the House because
he is our hero on this point.

Finally, Mr. Chairman, on SSA, I think we are dehumanizing the
Social Security Acdministration. I have stated this on more than
one occasion. I think you have brought up the 800 number. We
have cut out about 25 or 30 percent of the employees. Those who
are remaining, we are trying to turn them into telephone opera-
tors.

If you are in Little Rock and you have a question on Social Secu-
rity you pick up the line and about after the sixth or seventh day
you finally get a response. Usually-that person that you speak to is
either in Albuquerque or Birmingham or Buffalo. And today you
can go to the local telephone book and look up the name of the
Social Security office and it is not there. You cannot call your local
Social Security office any longer.

I have just introduced a bill to make that optional, to give that
individual who wants information the opportunity to ¢all the 800
number, but to put that phone number back in the book so that
they can talk locally to those people that they know.

Senator MoyYNIHAN. Perhaps we can have a hearing on that bill
in the context of this oversight.

Senator Pryor. I want to compliment you, Mr. Chairman.
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Senator MoyNIHAN. You who have worked so hard on the Inter-
nal Revenue Service and with such success. We want to thank you,
sir.

Well then thank you very much. And again, Ms. Ignani, welcome
to the Hill.

Ms. IeNaNt. Thank you, Senator.

Senator MoyNIHAN. Thank you, Mr. Johnson.

Mr. JouNsoN. Thank you, Mr. Chairman.

4 {'Iihe prepared statement of the AFL-CIO appears in the appen-

ix.

Senator MoyNIHAN. Now we have a panel consisting of some im-
minent representatives of the business community. It is to be re-
membered at all times that half the contributions to Social Securi-
ty come from employers. That has been the plan for 55 years, that
people know the investment and contributions are equal and that
they are so recorded.

We have Mr. Frank Mason who is representing the Chamber of
Commerce; Michael Roush, representing the National Federation

-of Independent Business; and Paul Huard, representing the Nation-
al Association of Manufacturers. I think we will just follow our
normal pattern in looking at the listing; and that means you, Mr.
Mason, are first.

We welcome you, sir.

STATEMENT OF FRANK MASON, CHAIRMAN OF THE BOARD,
MASON CORP., AND FORMER BOARD MEMBER, U.S. CHAMBER
OF COMMERCE, TESTIFYING ON BEHALF OF THE U.S. CHAM-
BER OF COMMERCE, BIRMINGHAM, AL

Mr. MasoN. Thank you, sir. Good morning, Mr. Chairman and
members of the committee. My name is Frank Mason. I am testify-
ing on behalf of the U.S. Chamber of Commerce. I am a member of
the Chamber’s Health and Employee Benefits Committee, a former
member of the Board of the U.S. Chamber, and Chairman of the
Board of the Mason Corporation of Birmingham, a small business
located in Birmingham.

The Chamber wishes to thank the committee for the opportunity
to present its views on what has become a hotly debated question—
and whether it is appropriate at this time to reduce the Social Se-
curity taxes.

In 1986 I chaired the Alabama delegation to the Whlte House
conference on small business and I worked with a group that
looked into the area of payroll taxes. One of our recommendations
which emerged as the number 8 priority out of some 60 priorities
of the entire conference concerned Social Security. We called for a
freeze on the tax rate and the wage base at 1986 levels, and also
recommended the exploration of long-range alternatives to the
present Social Security system.

The Chamber did endorse our recommendations. As we are all
aware, no freeze occurred. FICA taxes have risen twice since then.
The Social Security system is taking in more taxes than it needs to
pay current benefits, as- has been pointed out. The excess ta:es,
originally defended as a means of building a reserve which can be
drawn upon in order to lighten the tax burden on active workers
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when the huge baby boom generation retires, are instead being
used to finance current spending and not incidentally to mask a
significant portion of the Federal deficit.

But the day will come when the millions of baby boomers need
their Social Security checks. Beyond the taxes collected from their
working children, what will the trust fund have to offer?

Figuratively speaking, a stack of Treasury bonds that amounts to
a stack of 1.0.U.’s. Congress will need cash to redeem those bonds,
and will have four choices. They can raise taxes, cut benefits, cut
Federal spending or borrow.

Interestingly, these same four choices will present themselves at
about the same time if there is no accumulated “surplus.” In either
case, cash must be raised to provide the benefits. Tomorrow’s retir-
ees, workers and indeed the Congress confront essentially the same
situation either way. In the meantime, unnecessarily high taxes
are burdensome. The burden falls especially heavily on small busi-
nesses which generally are more labor intensive and pay lower av-
erage wages than large firms.

With the FICA taxable wage base at $51,300, it is likely that vir-
tually every dollar paid out in wages by the small employer carries
the automatic surcharge of 7.65 cents. Unlike income taxes, the
payroll taxes have no relation to a company’s profitability. They
must be paid from day one, whether the business is doing well or
doing very poorly. Consequently, high payroll taxes constrain not
only employment, but the overall financial capacity and competi-
tiveness in the global market.

For small business the employer’s contribution to Social Security
may constitute the bulk of the contribution he can afford to make
to a national retirement protection. However, that portion of tax
money spent to finance current spending protects no one. The busi-
ness owner quite reasonably feels that his dollars would be more
properly invested in his operation and his employees, rather than
paying the government’s current bills.

It should be remembered that Social Security is but one of three
legs in the classic three-legged stool of retirement income—the
others being the employer-sponsored retirement plans and personal
savings. Social Security never was intended to be a full scale retire-
ment plan. While all three legs of the stool appear to be in need of
strengthening, and one might cite the increasingly complex and
burdensome regulation of retirement plans, the Chamber believes
that the personal savings element should be buttressed by the ex-
pansion of savings vehicles, such as the IRAs available to workers.

Senator Moynihan, your tax cut proposal has raised a lively
debate about its impact on the Federal deficit. The Chamber shares
the belief that the need to reduce the deficit is critical. To the
extent that surplus receipts permit Congress to defer applying
fiscal discipline to the government as a whole, they do the country
a disservice. -

Hard choices need to be made and they should be addressed now.
It may be that our budget process cannot digest a $55 billion tax
cut in 1 year; and we are willing to consider a gradual approach,
keeping in mind that structuring a framework for continued eco-
nomic growth is the most crucial step in preparing to meet the
funding needs of the next century.
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The Chamber urges Congress to reduce the Social Security pay-
roll tax, matched by a reduction in expenditures necessary to meet
Gramm-Rudman-Hollings deficit reduction targets, without increas-
ing other taxes. In addition, the Chamber recommends this com-
mittee and Congress as a whole be vigilant in controlling the
future Social Security benefit increases.

As a final note, let me urge the Congress to join the Chamber in
taking a serious look at privatization alternatives to the Social Se-
curity system. The Chamber thanks the committee for its attention
and particularly wishes to thank you, Mr. Chairman, for focusing
public attention on this issue. The Chamber stands ready and will-
ing to work for solutions to the benefit of all ccr:cerned.

Thank you very much.

Senator MoyNIHAN. We thank you. That was very clear; very
straightforward. I note that you agreed with Chairman Greenspan
of the Federal Reserve Board, if we go on doing what we are now
doing, which is spending the surplus, then the difference between
that and going back to pay-as-you-go as he said, is none, in the real
world of economics.

Mr. MasoN. Right.

[The prepared statement of Mr. Mason appears in the appendix.]

Senator MoyNIHAN. Mr. Roush, on behalf of the National Federa-
tion of Independent Business.

STATEMENT OF MICHAEL ROUSH, ASSISTANT DIRECTOR FOR
SENATE, FEDERAL GOVERNMENT RELATIONS, NATIONAL FED-
ERATION OF INDEPENDENT BUSINESS, WASHINGTON, DC

Mr. RousH. Thank you, Mr. Chairman. My name is Michael
Roush and I represent the National Federation of Independent
Business, which represents some 550,000 small businesses in this
country.

Before I actually begin my statement I would like to introduce
into tne record a number of documents which I hope the committee
will find of some interest. First is my written statement, of course.
—b Senator MoyNIHAN. That will be placed in the record, as all will
e.
Mr. RousH. Second, I would like to place into the record a paper
that was done by Michael Boskin for NFIB before the 1983 Social
Security Amendments, in which he says, among other things, that
‘“one drawback of this system, Social Security, is that while people
accumulate future claims against the system, no corresponding
wealth accumulation occurs for the system as a whole.” And he
concludes that paper by saying, “It is time for fundamental refo-
cusing of Social Security to rationalize the benefit structure, roll
back and indeed eventually decrease the long-run burden of payroll
taxes, and provide not only a strengthened earned entitlement
social insurance program, but a more cost effective and sensible
transfer payment mechanism.”

[The information appears in the appendix.]

Mr. RousH. The third document, I would like to introduce, if I
may, is a statement which NFIB made to the Advisory Council on
Social Security on July 19, 1983 in which we argue that “payroll
tax increases cannot always be passed forward to consumers or
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forced by onto employees by small firms. That is, they must be
borne by the small business directly.”

[The information appears in the appendix.]

Mr. RousH. The fourth statement I would like to put into the
record is an article from the February 10, 1990 Economist that
argues that “the FICA tax is a bad tax; and that the Social Securi-
ty system should be on a pay-as-you-go basis within balanced over-
all budget.”

[The information appears in the appendix.]

Senator MoyYNIHAN. Indeed, that will be placed in the record too.
I note that Dr. Boskin is now Chairman of the President’s Council
of Economic Advisers. Did you have that in mind?

Mr. RousH. Yes, I did.

Mr. Chairman, I am for all records this morning on brevity of
my comments. First of all, I would like to say that this hearing on
this issue is for NFIB short of like dejavue all over again. We have
been screaming in the wilderness to some extent about payroll
taxes and how they should be reduced for at least a decade.

Consequently, on behalf of the small business owners that I rep-
resent and the people who work for them now and would like to
work for them in the future, my statement is simply—cut the pay-
roll tax, cut it now, and cut it deeply. And I will answer any ques-
tions. Thank you.

[The prepared statement of Mr. Roush appears in the appendix.]

1Senator MoyNIHAN. Well we are breaking records all over the
place.

Mr. Huard, you are at a certain disadvantage here. What are you
going to do?

Mr. Huarp. Well I doubt that I can beat that.

Senator MoyNIHAN. Do you have a paper that the present Chair-
man of the Council of Economic Advisers prepared for you 6 years
ago or 7 years ago?

Mr. Huarbp. No, I cannot match any of that, so I won'’t try.

Senator MoyNIHAN. Well we welcome you anyway.

STATEMENT OF PAUL R. HUARD, VICE PRESIDENT, TAXATION
AND FISCAL POLICY DEPARTMENT, NATIONAL ASSOCIATION
OF MANUFACTURERS, WASHINGTON, DC

Mr. Huarp. Thank you, Senator. I am Paul Huard, Vice Presi-
dent of the Taxation and Fiscal Policy Department of the NAM. I
certainly appreciate the opportunity to present the Association’s
views on this matter.

NAM opposes the reduction of Social Security taxes from current
levels. As you know the rates currently in effect were adopted in
1983 as part of a bipartisan compromise intended to ensure the
adequacy of Social Security retirement benefit financing well into
the next century. NAM was a strong supporter of the 1983 Social
Security financing reforms and we do not believe those reforms
should be dismantled.

You may recall that our then President, Mr. Trowbridge, was a
member of the Commission.

Senator MoYNIHAN. Yes, indeed; he surely was.
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Mr. Huarp. In our view, the large payroll tax reductions being
considered would inevitably lead to one or more of the following re-
sults: subsequent reduction of benefits; large increases in the Fed-
eral budget deficit; or large increases in other Federal taxes. NAM
believes all of the foregoing outcomes are undesirable. Given politi-
cal realities, benefit reductions seem highly unlikely for the fore-
seeable future. '

I will therefore address the balance of my remarks to the deficit
and tax issues. NAM believes that further reductions in the Feder-
al budget deficit, leading eventually to a balanced budget, should
rank-among our highest national policy priorities. Deficit reduction
is essential if we are to bring interest rates down, lessen our de-
pendence on foreign capital and increase net U.S. savings.

In our view, this can best be achieved by gradual restraint in the
growth rate of Federal expenditures without tax increases. If, on
the other hand, Social Security taxes are reduced in the manner
proposed, there will be a significant increase in the size of the Fed-
eral deficit in 1991 and later years. Unless offset by spending cuts
or increases in other taxes the higher deficits would make the pro-
posed Social Security tax cuts self-defeating. This is because we be-
lieve the resulting increases in the deficit would trigger higher in-
terest rates and renewed inflation which would soon wipe out the
$3 or $4 weekly increase in most worker’s take-home pay.

We do not, however, believe Congress is very likely to tolerate
increases in the Federal budget deficit of the magnitude of $55 bil-
lion or more annually. For this reason, we believe the likeliest out-
come of the proposed reduction in Social Security taxes would be
immediate pressure for offsetting increases in other Federal taxes,
most notably income taxes. ~

The history of the past decade clearly suggests to us that when
seeking additional tax revenues, the current preference of the Con-
gress 1s to turn first to U.S. business corporations. NAM believes
this is totally unjustified since corporations arc already heavily
overtaxed relative to individuals, paying ¥ederal corporation
income taxes, for example, at effective rates roughly triple the ef-
fective rates of individuals.

Further increases in corporate taxation furthermore will only
worsen the already difficult situation faced by our members in
trying to compete in a global economy where most of our trading
partners maintain tax systems that are much more hospitable to
their domestic companies. a

Finally, we believe retention of the present Social Security tax
structure is desirable for another reason. In the past decade, Con-
gress and the Administration have made significant changes in
U.S. tax laws on a nearly annual basis. What U.S. taxpayers, and
in particular business taxpayers, desperately need at this point is
stability in the Federal tax system, enabling them to do rational
business planning on a long-term basis.

Dismantling a tax structure that is barely 7 years old, and which
when adopted in 1983 was supposed to be good for at least 50 years
or more, would further reinforce the perception of many taxpayers
that the period of time any major segment of U.S. tax law can be
counted on to remain in effect is often measured in months or at
best, a few short years.
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That concludes my prepared remarks, Senator. I certainly would
like to add my congratulations and commendations to those of ev-
erybody else and to endorse the remarks of the Senator from Ar-
kansas. While we oppose your bill, we indeed feel that the nation is
in your debt for having raised this issue. There are serious prob-
lems here dealing with the way the Federal budget is being han-
dled and you certainly are to be congratulated for having brought
them into the national public focus.

The prepared statement of Mr. Huard appears in the appendix.]

nator MoYNIHAN. We do thank you, Mr. Huard. I count two to
one as the vote goes.

I would like to note that Mr. Huard, on behalf of the National
Association of Manufacturers, makes a point that this committee is
sensitive to, which is that changing the tax code ought to be a de-
liberative process that does not happen just routinely. And yet it
did happen routinely.

The rate schedule we are talking about today on Social Security
was put in place in 1977, which is 14 years ago and what happens
remains to be seen. The fact is that in the 1980’s we were constant-
ly changing the tax system.

Senator Symms, I am sure agrees. There wasn’t a year went by
that we didn’t have a new tax rate for something or other, simply
because we were short of revenue.

Senator-Symms. I used to say we should make all the members of
the committee watch that movie Rollerball, Mr. Chairman, so they
would see what it is like when they change the rules every week.

Senator MoyNiHAN. Well that is what we did and I think that is
a fair and sensitive point. I would, on the other hand, say that
there is an issue of a system put in place with one purpose and
then being diverted to another.

I mean I think all of you as business representatives—and Mr.
Mason is a businessman—ought to be very sensitive to your own
pension fund responsibilities. You have pension systems and you
are, I am sure, very careful about what you do with that money,
are you not, Mr. Mason?

Mr. MasonN. Well as a matter of fact, we have had in our compa-
ny a great deal of concern about the point you make in the
changes. 1 forget now how many thousands of changes have been
made in the fairly recent years regarding just the handling of the
pension funds and so forth in our own company.

Senator Mo¥NIHAN. Under ERISA, is that it?

Mr. MasoN. Well starting with ERISA and then subsequent.
Almost every tax bill includes changes which require a complete
redoing of the plan. In our own case, we have had a pension plan
and a profit-sharing plan. The profit-sharing plan has provided a
much better benefit to the retirees.

Senator MoyYNIHAN. Tell that to Senat:r Symms here.

Mr. MasoN. I was interested in Senator Symms’ proposal. But in
our case, we have recently reached the point where we have elect-
ed to discontinue the pension plan and go completely with the
profit-sharing. In fact, the big reason is not only the increased cost
of maintaining the plan itself but the actual administration cost
due to the constant changes that we have had to contend with. So
we are in the process of terminating the pension plan—and we

32-393 0 - 90 - 6
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were considerably overfunded and elected to allocate those funds to
the employees. None of the money comes back into the company.

But we felt that if we allocate those funds to the employee, we
could go with a single plan that provided the best benefit, which in
our case was the profit-sharing plan. ,

Senator MOYNIHAN. Senator g;"mms?

Senator Symms. Thank you very much, Mr. Chairman.

Gentlemen, I would just like to ask all of you to have a look and
have you Association’s take a careful look at my plan and get back
to me if you would. I will not ask you to comment on it now.

And then just in passing say that so many people talk about the
employer’s share of this—and coming from a small business back-
ground myself—I recognize that the employers do pay half of it,
but don’t you all agree with me that basically it is the working
people that are paying this because it is allocated out of the ex-
penses of a company as costs of labor to employers and to employ-
ees, and it is really the working people that have to pay this 15
percent?

I have heard Senator Dole say many times that in 1983 they did
not raise taxes, they had already been raised in 1977. But the Con-
gress just accelerated when they started kicking in those higher
payments and overshot the mark basically is what happened.

I will just yield back the time and thank you all very much.

Mr. RousH. Senator, if I could just respond to that question as to
who pays this tax? -

Senator SymMms. Yes.

Mr. RousH. I think that the economic literature is mixed, al-
though I think that the consensus generally is that the employees
bear in the long run almost the entire burden of this tax, that in a
shorter run I think that CBO and others agree that there is some
passing forward of this incidence, this burden to consumers.

We, however, just to throw our 2 cents into the economic
debate—and one of the reasons I introduced some of this materi-
al—is that we believe that there is convincing and strong evidence
that small business firms, during certain periods in the business
cycle, have to bear the burden of this tax directly, entirely, them-
selves. That they cannot pass it back to employees, nor can they
pass it forwa:d to consumers. That is not all the time and in all
cases. But in a significant enough part of the business cycle, that is
one of our self-interested purposes, actually, of supporting this. I
rmlean, that we believe that we bear the burden of this tax our-
selves.

Senator Symms. I quite agree with you, that if you are in a com-
petitive market, like in my background, where you are in the
produce business, you sell the produce for whatever the market is
and you do not dictate it. It is set somewhere else and you cannot
just pass forward your costs. But still, there is an allocation there
and the working people are bearing this. You know, they are
paying for it eventually out of their wages. They could have higher
wages is what I am saying without it. They will get part of this in
higher wages.

Mr. MasoN. If I might comment on that same point, in our case,
being familiar with our own operation of our profit sharing plan, if
you took the 15 percent and put it into a plan where it could com-
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pound and be a deferred payout, I think you would find over a
career, an individual would have considerably more available to
them—considerably more than in the—— ‘

Senator Symms. You can see from the chart I have, if you have 7
percent compounded and only had 2 percent of it, or even less than
2 percent, depending on how it would work out, you would end up
with that much money. If you had the whole 15 percent, you would
have a million dollars.

Mr. MasoN. That is right.

Senator Symms. But we are not proposing to go that far at this
juncture.

But thank you very much, gentleman; and thank you, Mr. Chair-
man.

Mr. Huarp. I would like to reinforce Mr. Roush’s remarks. I
have always been troubled by the nearly universal acceptance of
the argument that both sides of the FICA tax are paid by the em-
ployee.

Senator MoYNIHAN. Yes, that is the literature.

Mr. Huarb. Yes, but we have 9,000 small business members and
the feedback that I get is exactly the same as Mr. Roush gets. I
think in many cases you are not able to pass this back to the labor
force; indeed, the employer is bearing his half of the tax.

Senator MoYNIHAN. That is certainly a credible proposition.

I wonder if I could ask that the responses that you provide on
Senator Symms’ proposal, if we could have them in time to include
them as part of this hearing.

Mr. Huarp. Certainly. We will try to do that.

Mr. RousH. Is the record open for 2 weeks?

Senator MoyYNIHAN. Sure. Sure. Of course, yes. You will have to
consult with your Boards, of course.

Senator SymMms. And if you have some recommendations of how
it could be improved, I would appreciate that also.

Mr. RousH. Good.

Senator MoYNIHAN. Gentlemen, thank you very much. We do ap-
preciate it and we learned something here.

[The information appears in the appendix.]

Senator MoyYNIHAN. Now we are going to have a panel of persons
representing the retired community. All of us hope one day to be in
that role. Let’s see, first of all, Judith Brown, who is a member of
the board of directors of the American Association of Retired Per-
sons; and that most eminent of Washingtonians and Rochestarians,
if I may presume to say, the Honorable Arthur S. Flemming, who
is Chair of the Save Our Social Security Coalition, who has been so
helpful to this committee; Mrs. Martha McSteen, the former Acting
Commissioner of Social Security, now president of the National
Committee to Preserve Social Security and Medicare; and Mr. Law-
rence Smedley, who is executive director of the National Council of
Senior Citizens.

Welcome all. I see Mrs. Brown has not been able to be here. So
you, sir, are representing the AARP?

Mr. MULVANEY. Yes, sir.

Senator MOYNIHAN. I am sorry, sir, we do not have your name.

Mr. MuLvaNEY. My name is Ronald Mulvaney.
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. Senator MoyNIHAN. Good morning and welcome; and you are
rst.

Mr. MuLvaNey. Thank you, Mr. Chairman. Judith Brown was
originally scheduled- to testify but she was unable to come this
morning because of illness.

Senator MoYNIHAN. She is quite a long way off, isn’t she? She is
from Edina, Minnesota. Give her our best regards.

Mr. MuLvANEY. Yes, we will. Thank you, Senator.

STATEMENT OF RON MULVANEY, WISCONSIN AARP VOTE
COORDINATOR

Mr. MuLvaNEy. As I said, my name is Ron Mulvaney, and I am
the State coordinator from Wisconsin for AARP Vote, which is the
voter education arm of the American Association of Retired Per-
sons.

The Moynihan proposal to return Social Security to pay-as-you-
go financing has sparked a debate on the Federal deficit and the
future of Social Security. Senator Moynihan has correctly and dra-
matically defined the problem. His proposal to reduce the growth
in Social Security funds reserves underscores that the build up in
the reserves is not being properly saved for the baby boom genera-
tion's retirement, but instead is masking an increasing portion of
the Federal deficit.

AARP has sounded the alarm for the past several years on the
use of Social Security to mask the deficit. Unfortunately, the alarm
has been muted. Now the proposal to reduce payroll taxes has fo-
cused the nation’s attention. However, after careful consideration
the Association’s first preference remains retaining existing Social
Security policy to continue to build the reserves for the future gen-
erations. This is not fear; this is considered and careful judgment.

But as this debate has dramatically pointed out, continued build
up of the reserves must be accompanied by a change in fiscal policy
to move the rest of the Federal budget towards balance.

AARP calls upon Congress to enact legislation this year to sepa-
(xiag_e Social Security’s financing from the calculation of the Federal

eficit.

AARP believes that legislation is necessary for the following rea-
sons: (1) including the trust funds in the deficit figures mask the
true extent of the deficit in the rest of the Federal budget; (2) in-
cluding Social Security in the deficit calculation completely ob-
scures the economic necessity of treating the growing trust funds
reserves in a manner that promotes long-term economic growth; (3)
Social Security has long-term obligations.

In fact, the program is measured over a 75-year time frame. It is
not appropriate to look at Social Security in the context of the 1 to
3-year framework of the Gramm-Rudman-Hollings calculation.

AARP believes that the nation must manage the Social Security
program in ways that best assures three goals: (1) strengthening
the public confidence in the integrity and safety of the Social Secu-
rity system, now and in the future, particularly on the part of
younger Americans; (2) ensuring higher national savings and in-
vestment in order to promote long-term economic growth so that
the Social Security benefits promised to today’s workers can be
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honored; and (3) protecting current benefits from year to year fluc-
tuations in the economic cycle.

To do this; the-Association believes that the trust fund reserves
should continue to build to a level at least equal to 18 to 24
months’ worth of outlays. AARP recognizes and shares the frustra-
tion of many in Congress on the lack of progress on meaningful
deficit reduction. The Association, however, is not prepared to give
up on deficit reduction.

In the final analysis there are three choices with respect to the
Social Security trust fund build up. First, we can make the re-
serves economically productive by dealing with the deficit in a re-
sponsible way. Second, we can return Social Security to pay- as-
you-go financing to limit the accumulation of the reserve. Or third,
we can continue current policy, allowing the trust fund build up to
mask the deficit.

AARP prefers the first choice—to make the reserves economical-
ly productive by dealing with the deficit in a responsible way. If
that does not prove successful, then we can consider option two—
pay-as-you-go financing. However, the Association rejects the third
choice to do nothing.

I would welcome and be happy to answer questions at this time.

[The prepared statement of the AARP appears in the appendix.]

Senator MoyYNIHAN. Mr. Mulvaney, we thank you. We are going
to hear the whole panel.

Next, of course, the person honored in his own time and legend-
ary in the years to come, in my view, Hon. Arthur S. Flemming.
Sir, we welcome you back to the committee.

STATEMENT OF ARTHUR S. FLEMMING, CHAIRMAN, SAVE OUR
SECURITY COALITION, WASHINGTON, DC

Mr. FLEMMING. Senator Moynihan, thank you very, very much. 1
appreciate the opportunity of appearing before you in connection
with the proposal that you have pending before this committee.

First of all, I would like to say that all of us are deeply involved
in the program, the Social Security program, are deeply indebted
to you for the leadership that you have provided us down through
the years. I certainly want to say that I know I am representing a
great many persons when I say that.

We feel that you have raised a valid and important point about
the fiscal imbalance of the Federal Government’s operating budget
and the fact that the Federal deficit is being masked by including
the Social Security reserves when determining the deticit.

Our comments on the proposal follow: First, we feel there should
be no immediate cut in the OASDI tax rates. Old-age survivors and
disability insurance does not yet have sufficiently large contingen-
cy reserves. Most experts believe at a minimum a 1 to 1'%-year con-
tingency reserve is necessary to protect the system in times of eco-
nomic downturns. Currently, the contingency reserve is at three-
fourths of a year. A one and a half year's reserve will not be
reached until approximately sometime between 1993 and 1995, de-
pending on economic performance.

The ial Security trust funds, we feel, should be removed from
the Gramm-Rudman-Hollings deficit calculation. You have a bill
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pending, along with Senator Heinz, S. 219, which would achieve
that particular objective. If the trust funds were removed from the
Gramm-Rudman-Hollings calculation, the Social Security trust -
funds would cease to mask the deficit, thereby encouraging action
to reduce the non-Social Security deficit.

However, when the Seocial Security trust funds are no longer
counted in determining the size of the deficit, action should be
taken immediately to prevent serious reductions in vital domestic
programs by diverting funds for military to nonmilitary purposes,
by increasing taxes to provide additional revenues, by revising the
Gramm-Rudman-Hollings law or by some combination of these
three approaches.

In your bill, of course, you have elected to propose a revision in
the Gramm-Rudman-Hollings bill. That is S. 219.

Next, we feel that we should avoid eroding the renewed confi--
dence in the Social Security system of both the beneficiary and the
worker populations that has been established as a result of the
1983 Amendments to the Social Security Act. We deeply appreciate
the contributions that you made to bring it to the work of the Com-
mission and to the enactment of those Amendments.

We feel a significant reserve should be preserved in the Social
Sccurity trust funds in order to avoid in the ‘future sudden deci-
sions either to make major benefit cuts or increase payroll taxes.

However, the specific level of surplussand the payroll taxes nec-
essary to support that level is a subject of legitimate debate and
discussion.

I would like to proceed next to the point that is of concern to
some of us, and a concern to me personally. Allegations that have
been made in the dialogue resulting from the proposal that you
have advanced, that the Government is stealing from the trust
funds result in serious misunderstandings that contribute to an un-
dermining of confidence in the Social Security system.

The Treasury, as it has been doing since the beginning of Social
Security, over 50 years ago, is investing the Social Security re-
serves in government securities and when it does so is issuing
demand notes with the same legal standing as a government bond
and is making regular interest payments on these notes. The un-
sound fiscal policy now being followed by the Federal Government
results in the money borrowed from the trust funds being used for
current operations, rather than for debt reduction or investment.
That means, it is not—as the Chairman of the Federal Reserve so
effectively pointed out—an honest to goodness savings program.

A sound fiscal policy would result in the money borrowed from
trust funds being used, for example, to help retire the Federal debt.
I was interested in Senator Bradley’'s question along this line. This
in turn would mean that the Federal Government’s financial
burden of redeeming the demand notes in the trust fund would be
much easier to meet when the payment of benefits begins to exceed
income in approximately 2020.

Listening to the dialogue between you, the Chairman of the com-
mittee, and the Chairman of the Federal Reserve, I summarized it
in just this way—Social Security as it now stands is a fiscally
sound progressive system, considering both the taxes and the bene-
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fits, which is being undermined because of our unsound fiscal
policy.

Let us substitute sound for unsound fiscal policies and maintain
the present Social Security system, a fiscally sound progressive
system. '

Thank you.

Senator MoYNIHAN. Why can’t you ever make up your mind?
[Laughter.]

Thank you, Mr. Secretary. That was very clear.

[’Iihe prepared statement of Mr. Flemming appears in the appen-
dix.

Senator MOYNIHAN. Mr. Smedley, you are next, sir.

STATEMENT OF LAWRENCE T. SMEDLEY, EXECUTIVE DIRECTOR,
NATIONAL COUNCIL OF SENIOR CITIZENS, WASHINGTON, DC

Mr. SMEDLEY. Mr. Chairman, my name is Lawrence Smedley. I
am the Executive Director of the National Council of Senior Citi-
zens. NCSC is a 4.5 million member organization with over 4500
local clubs, area councils and State affiliates throughout the coun-
try. Founded in 1961 in the fight for Medicare and Medicaid, we
continue our strong interest in seeing that our nation’s seniors are
able to live their retirement years in dignity and security.

The old-age survivors and disability insurance is an indispensa-
ble part of the provision of that security. During the last session of
Congress, NCSC, along with Senators Moynihan, Heinz and others,
called for the separation of the Social Security trust fund from the
Gramm-Rudman-Hollings calculation of the Federal budget deficit,
with a commensurate extension of these targets.

We have also long supported an independent Social Security
agency in order to insulate the program as much as possible from
politics and misuse in the budget process. The continued masking
of the Federal budget deficit by the Social Security trust fund sur-
plus presents a danger to the preservation, of and confidence in,
Social Security.

The current system creates the illusion that the surplus can be
used to pay for general government expenditures; it creates the il-
lusion that Congress and the President are making actual progress
in lessening the deficit; and it creates the illusion that a painlessly
redeemable surplus exists for the retirement needs of the baby
boomers. In a word, the current budget system is dishonest.

For these reasons, the National Council of Senior Citizens ap-
plauds you, Senator Moynihan, for initiating a national discussion
of the long-term status of the Social Security system. Since the
prospects of significant deficit reduction in the near future are not
good, consideration must be given to suspending partial prefund-
ing.

However, in the interest of protecting the Social Security system
against short-term economic problems, we do believe that a sub-
stantial cushion must be maintained. NCSC feels the cushion
should be between 125 and 150 percent of 1 year’s outgo. In a
sense, the existence of this cushion will mean that some degree of
deficit masking will continue. We urge the moving of the trust
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funds out of the Gramm-Rudman-Hollings calculations, even under
a return to pay-as-you-go financing.

Once the necessary cushion level is reached and assuming the
deficit has not been brought under control, NCSC supports reduc-
tion in FICA payroll taxes and placing the Social Security program
on a pay-as-you-go basis.

However, we do hold that given the demographic changes that
will occur in the next 30 years, some measure of prefunding for the
program is both important and justifiable. Important in terms of
preserving competence in the system; and justifiable because such
funding enhances the prospects for future economic growth which
is essential to the long-run soundness of the Social Security system
and the economic security of workers and retirees.

In other words, Congress and the President should be put on pro-
bation. If they can bring the budget deficit under control by the
time a sufficient cushion has been built up, the current FICA tax
rate should stay the same. However, if this goal is not achieved,
pay-as-you-go financing as proposed by Senator Moynihan is then
the sensible course.

Thank you.

[The prepared statement of Mr. Smedley appears in the appen-
dix.]

Senator MoYNIHAN. Thank you.

May I say to our panel, I unavoidably have to be in the back
room for a bit and Senator Symms has very generously agreed to
chair the panel for a bit. I will return.

Senator SymMms. Thank you very much, Senator Moynihan. And
thank you members of the panel for your statements. I wanted to
say that I certainly agree with those of you who have stated that
you think we should carry 125 to 150 percent surplus in the ac-
count. In my plan it is the only new suggestion on the table that
f<!o<es institutionalize a 150 percent asset ratio to the annual bene-
its.

I want you all to understand that because if there is any concern
that I think that Americans get concerned about is, they do not
want someone as the President says, messing around with Social
Security. My proposal which would establish a nest egg savings ac-
count in addition to the benefits that we now have in Social Securi-
ty by paying the surplus tax collections to a protected account
where Congress cannot touch it is really a new twist on this.

I think that it does have some merit. But I think that it is impor-
tant that we recognize that the 150 percent in that plan is consid-
ered not compromised. I mean I would not want to compromise
g(}at particular point. I think that is important that that is protect-

Mrs. McSteen, you have not given your testimony?

Mrs. McSTEEN. No, not yet.

Senator Symms. I apologize.

Mrs. McSTEEN. That is quite all right.

Senator Symms. I apologize. I thought you had testified. I will
stop my question for now and then go ahead with your testimony. I
apologize. I thought you all four had testified.
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STATEMENT OF MARTHA A. McSTEEN, PRESIDENT, NATIONAL
COMMITTEE TO PRESERVE SOCIAL SECURITY AND MEDICARE,
WASHINGTON, DC

Ms. McSteeN. Thank you. Mr. Chairman, members of the Na-
tional Committee welcome the debate on Social Security, its financ-
ing and its future. To be sure, Senator Moynihan deserves the
praise he has received for focusing national attention on the way
the Social Security surplus is being used to disguise the true size of
the budget deficit. It is a debate that is long overdue.

In a just-completed poll of National Committee members, they
said they believe tax rates should be adjusted and the Social Secu-
rity system should be returned to a pay-as-you-go method of financ-
ing. Our members also believe that Social Security trust funds
should not be included in deficit calculations. The trust funds did
not create the budget imbalance. They should not be a part of the
solution.

Removing Social Security trust funds from the budget calcula-
tions is an essential step to maintain the integrity of the Social Se-
curity system. Our members overwhelmingly believe that the
Social Security surplus should be used exclusively for Social Securi-
ty benefits. In fact, it is so important that our members indicated
they would accept higher deficit or the sacrifices necessary to bal-
ance the budget exclusive of Social Security.

As we see it, there are only two ways to prevent the use of trust
funds for current government expenses. One way is to balance the
budget without the help of trust funds. The other option is to elimi-
nate the unneeded surplus. This approach is a lot like getting rid of
the ice cream and donuts before you go on a diet. You remove the
temptation and force yourself to make tough decisions.

By removing the surplus and eliminating the temptation, the
country would return to a pay-as-you-go financing system under
which Social Security was funded for its first five decades.

One point about ial Security is clear. That is, the cost will
permanently increase when the baby boom generation begins to
retire. Some say a pay-as-you-go plan will be unaffordable. But
Social Security experts like Alicia Munnell, of the Federal Reserve
Bank of Boston, say the burden will “be completely manageable.”

By more than a two-to-one margin, National Committee mem-
bers polled believe that pay-as-you-go plan makes more sense than
the current law. Even with a pay-as-you-go system, a reserve of
some fashion will be needed to cushion Social Security against an
economic slump. Whatever the size of that reserve, the National
Committee believes that it should be accompanied by an automatic
rate stabilizer of some fashion, to ensure the stability as well as the
soundness of the trust fund.

Such a stabilizer would remove tax increases and decreases from
the political process and trigger automatic annual adjustments to
the payroll tax rates to keep the reserves at mandated levels. This
automatic rate stabilizer that tax rates are as low as possible for
workers and employers, and large enough to ensure beneficiaries
that the program is financially solid.

Before concluding, Mr. Chairman, I want to mention one other
important issue related to Social Security, and that is the need for
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an independent agency with a strong governing board. The cabinet
secretaries who are Social Security trustees are faced with an unre-
solvable conflict of interest. They must balance the needs of focial
Security with the other legitimate needs of the nation, such as re-
ducing the deficit. But in so doing, these decisions may not always
be made in the best interests of Social Security.

The trustees must insist on and stand up for what is right for
Social Security first and not leave this burden of conscience to
members of Congress alone. It is for that reason, Mr. Chairman,
that the National Committee urges the Finance Committee to sup-
port legislation that would create an independent Social Security
agency with a strong governing board.

The National Commission on Social Security Reform deserves
our thanks for rescuing Social Security from the brink of bankrupt-
cy back in 1983. But as successful as its work was, the Commission
did not systematically examine long-term financing issues or con-
scientiously recommend a long-term financing strategy.

Well, Mr. Chairman, now is the time to begin the debate about
long-term financing issues. Now is the time to come up with neces-
sary strategies. Senator Moynihan has focused national attention
on this issue. And we know that you, and other conscientious mem-
bers of Congress will give it your closest attention.

Thank you.

[The prepared statement of Mrs. McSteen appears in the appen-
dix.]

Senator Symms. Thank you very much for your statement. I
quite agree with you about the automatic stabilization and we have
that built into my plan. I think that is an important facet if we are
going to really have a long-term look at this.

I want to thank all of you on the committee and I call your at-
tention to the next witness that will testify. I had mentioned it ear-
lier, and I would love to have the input, not only on my plan, but
comments on Stu Sweet and Anne Canfield’s proposal that will be
made next if you have time to stick around and if you could give us
a comment on that. Direct it to the committee and to me specifical-
ly. I would appreciate it.

Thank you all very much for your contribution to the committee.

The next witness is Mr. Stu Sweet, vice president of Black, Man-
fort, Stone and Kelly, and a Social Security economist from Alex-
andria, VA. Stu Sweet was a former staff member of Capitol Hill,
working for Senator Heinz on this committee, as well as, I think,
Senator Hawkins.

Ms. Canfield, would you like to join Mr. Sweet at the witness
table in case there are any questions come up. Anne Canfield, for-
merly was a member of my staff, who was instrumental in the
Sweet/Canfield plan.

Please go ahead, Mr. Sweet.

STATEMENT OF STUART J. SWEET, VICE PRESIDENT, BLACK,
MANAFORT, STONE & KELLY, AND SOCIAL SECURITY ECONO-
MIST, ALEXANDRIA, VA, ACCOMPANIED BY ANNE CANFIELD

Mr. SweEer. Thank you, Senator.
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Mr. Chairman and Members of the committee, thank you very
much for allowing me the opportunity to testify here today. It is
indeed a great honor. I would like to request that my entire writ-
ten statement be made a part of the official record.

Senator Symms. It shall be, without objection.

[The prepared statement of Mr. Sweet and Ms. Canfield appear
in the appendix.] _.

Mr. Sweer. Before I begin, I wish to recognize my colleague,
Anne Canfield, who is equally responsible in every way for the
plan we have developed and this written statement as well.

Finally, the remarks made here today are to be attributed to us
alone and not to our employers. Furthermore, neither of us has a
client interest in this issue. Instead, we believe we have built a
better mousetrap and wish to share our discovery.

In preparing this plan we have been guided by four essential
principles. They are: (a) OASDI revenues should be dedicated solely
for the purpose of paying benefits; (b) the current system of skew-
ing benefits to lower income wage earners is correct and should be
maintained; (¢) beneficiaries should have a contractual right to
their benefits; (d) all beneficiaries, no matter what their income
brackets, should have the benefit of professional money manage-
ment. -

Mr. Chairman, as you have so eloquently pointed out, along with
Senator Moynihan, the Social Security surplus cannot be spent
twice. It can either be invested to provide enhanced retirement
benefits or it can be used to reduce the deficit, but not both.

Right now we have chosen option two. However, option one,
funding retirement security, is the better choice. It is also the
choice that most Americans assume is being done when they see
the acronym FICA on their pay stubs. If retirement security is
chosen, then two major steps must be -taken to make the choice
meaningful.

First, Social Security must be taken off budget so that it is insu-
lated from unrelated budget pressures. Second, the Social Security
surplus must be professionally managed. The importance of earn-
ing attractive rates of return safely through professional manage- -
ment cannot be overstated. One dollar that earns a 2 percent rate
of return after inflation will double in real value in 36 years. That
same dollar invested at 7 percent will be worth $11 in 36 years.

The same math applies when we are talking about the $2.5 tril-
lion of surplus Social Security contributions that will be collected
by 2015. At 2 percent the Social Security Administration says the
surplus will grow to $12 trillion. But at 7 percent the surplus will
eventually reach $75 trillion. As you may imagine, workers every-
where hope that the investment rate is 7 percent and that they get
their share.

We believe this can be done in the following way: Starting on
January 1, 1991 workers who chose to do so would have 2 percent
of their paychecks sent to mutual funds. At the same time their
Social Security taxes will be reduced by 2 percent as well. Thus,
the take-home pay of workers is unaffected by this change. To ac-
complish the transfer into mutual funds, employers will be re-
quired to provide all employees with a menu of mutual funds of
varied investment aggressiveness for them to chose from. To guar-
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antee safety all funds would have to meet ERISA standards and
also be subject to Labor Department and SEC oversight. Workers
would then get monthly account statements from their funds.

At retirement, workers will receive two benefit checks instead of
one. Their tier one benefit will come from the Social Security Ad-
ministration; and their two tier benefit will come from their
mutual funds investments. For all but higher paid workers the tier
one benefit would equal their current law Social Security benefits.
Higher paid workers, however, would have a tier one benefit that
is worth less than their current law benefits would be. However,
their tier two benefits would more than make up the difference.

Our plan offers the following advantages: First, total retirement
benefits received by all Americans will rise significantly, but espe-
cially for low and moderate income workers who need the help the
most. Second, workers will have a more secure overall retirement
program and will not have to worry that unrelated budget pres-
sures will force Congress to cut their benefits. Third, ownership of
stocks and bonds will be far more widely distributed across all
social and economic classes. Fourth, this program will be popular.

A respected polling firm, Market Opinion Research recently
asked the following question during the last week of January: “A
proposal has been made to give people the choice to divert some of
their Social Security taxes they pay into savings plans. Under this
proposal the Social Security system will continue to meet its obliga-
tions. Would you favor such a plan?”’ In reply , 68 percent of the
American people polled said, yes, they would favor such a proposal;
10 percent had no opinion; but only 22 percent were opposed.

To conclude, Mr. Chairman, real progress towards enhancing re-
tirement security can be made in a popular fashion by (a) placing 2
percent of worker’s paychecks in mutual funds made available to
them by their employers; (b) guaranteeing all but higher paid
workers that their basic Social Security benefits will remain un-
changed under this program; and (c) providing all Americans with
a second benefit resulting from professional financial management
as well from the private sector.

Thank you.

Senator SymMmMs. Thank you very much for an excellent state-
ment. I see that you have in your written statement some critiques
of the President’s proposal. Would you care to comment on that
briefly?

Mr. Sweer. Well this may sound extraordinary, but actually the
President’s plan does not look far enough into the future. His plan
says we should use the Social Security surplus to buy down the na-
tional debt until the year 2000. Which, indeed, if it actually hap-
pened would reduce the national debt held by the public to about
$1.7 trillion.

The problem is if we continue this policy, we literally will elimi-
nate the entire national debt by 2005. And yet the Social Security
surpluses will continue to roll on. What will then emerge will be a
national surplus. I think we ought to address that issue as well.
This is an issue that is going to go on literally for decades and I
think it is a mistake not to debate it sooner rather than later.
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Senator Symms. Is your concern about that the fact that then
eventually it would end up that the Federal Government would
own most of the savings in the country?

Mr. SweeT. If the Federal Government actually controlled a na-
tional surplus as large as would be theoretically possible, if we con-
tinued the Bush Administration plan until 2015, this would give
the Government more control over the U.S. economy than the Po-
litburo has over the Soviet economy. .

Senator Symms. To go back to your plan as opposed to my plan,
how does your plan differ between the Symms plan and the Porter
plan and the Canfield-Sweet plan?

Mr. Sweer. Well, Senator, I would first like to commend you for
introducing you bill. I know that you have been active in this area
for several years. I believe in many ways we are all sitting in the
same church, reading from the same Bible, but we are sitting in
different pews, and so we have a slightly different view of the pro-
ceedings.

There are two major differer.ce between the Symms plan and the
Sweet-Canfield plan. Under your proposal it would be possible for
taxpayers to take funds out of their mutual fund investments
before they reach retirement. Ms. Canfield and I believe that Social
Security should remain solely a retirement vehicle and that, al-
though your objectives are laudatory, they should be financed in
another fashion.

In addition, we have bit the bullet and proposed a specific
method for financing Tier 2 benefits. Specifically, if we are going to
take 2 percent of the payroll taxes now going to finance a large in-
crease in future Tier 1 benefits and divert them into mutual fund
investments, something has to be done on the benefit side as well
so that the overall Social Security system remains sound.

We are proposing that the growth of real benefits to higher paid
workers not increase as fast as it would otherwise. Under current
law, average real benefits after inflation would more than double
over 75 years. We are saying that perhaps higher paid workers who
have other retirement vehicles can get by with having their bene-
fits only grow by say 50 percent rather than 250.

Senator Symms. So in that respect your plan is closer to the
Porter Plan?

Mr. SwEET. Yes, that is correct. We propose a specific solution on
how to finance a Tier 2 benefit. Our perspective with the Porter
Plan is that it makes the system less progressive. The Porter Plan
g;opgses that everyone’s benefits get cut proportionately across the

ard.

Senator Symms. Well first off on your first critique of my plan, I
am about to come to the conclusion that I agree with you on the
first portion of the first part of the question about whether or not
these funds should be available for downpayments on houses, col-
lege educations and so forth. I tend to think it might be better and
more saleable to the public if it were.

We did that strictly because it dovetailed with the President’s
family saving plan. But it provided a way to actually get money in
the President’s family savings plan. But I think that would require
a lot of considerable in depth thought by Congress before they step
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forward with that, to be sure that the money would still be there.
In other words, for the retirement.

But I appreciate very much the contribution you both have made
to this entire subject. I do think that the point about the Federal
Government owning all the debt could be very dangerous to the
future of a market economy in the United States. Ultimately, you
could end up having to go to the Federal Government to borrow
money if this all works out.

I also have said that one of the reasons that I would not want to
put in the Moynihan proposal today, the future tax increases, it
seems to me it would just be premature, because we do not know
what immigration will be. That could have a tremendous impact on
where the ial Security funds go. If there is more immigration of
workers coming into the country, the Social Security fund may be
funded even higher than we anticipate today.

Mr. SweeT. Well, Senator, I agree with that. One thing I would
like to suggest the committee consider, in fact, is holding a hearing
with the Social Security Actuaries. That may be perhaps consid-
ered a dull proceeding. But, if the devil is in the details, it turns
out that many of the assumptions the Actuaries make are quite
speculative.

Senator Symms. Didn’t they change by $8 trillion from 1 year to
the next?

Mr. SweET. Senator, I had an occasion to look at the 1983 so-
called alternative II-B forecast recently which is widely cited by all
analysts. In 1983 they were projecting that the Social Security
trust funds would have a combined balance of $20 trillion in 2046.
The 1989 report, written 6 years later, has the funds going broke in
the year 2046. It is quite an extraordinary change at a time when
the economy out performed the alternative II-B assumptions which
all agree should strengthen the funds.

So one has to question what was going on with the Actuaries. I
really think it is important to look into this issue deeply as well as
the immigration issue that you have raised, Senator.

Senator Symms. Thank you very much.

Thank you, Mr. Chairman.

Senator MoyNIHAN. Thank you, sir. We thank Ms. Canfield and
Mr. Sweet for being the anchor persons in a very long hearing full
of fascinating matters. Do we still have another witness?

Senator Symms. Mr. Glover.

Senator MoYNIHAN. First of all, thank you Ms. Canfield and Mr.
Sweet. I find it fascinating how much it is we agree on in these
things and how many things, like the problem with the Actuar-
ies—I wouldn’t want to know what the birthrate and the immigra-
tion rate, and so forth, is going to be in the year 2047. I mean, that
is a hard call.

Senator Symms. I am going to be here to see that.

Senator MoyNiHAN. Indeed you are, and that is why it is impor-
f{ant we get it right At least if we get it wrong, you will let us

now. .

Thank you both very much.

Mr. SwEEeT. Thark you, Senators.

Senator MoYNIHAN. And now our final witness this morning. Is

it Jere?
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Mr. GLOVER. Jere, yes, sir.

Senator MOYNIHAN. Yes, sir.

Mr. Jere Glover, who is the Washington Representative of the
National Association for the Self-Employed.

Please go right ahead, Mr. Glover.

STATEMENT OF JERE W. GLOVER, WASHINGTON REPRESENTA-
TIVE, NATIONAL ASSOCIATION FOR THE SELF-EMPLOYED,
WASHINGTON, DC

Mr. GLoveR. I am Jere Glover, here on behalf of the National As-
sociation for the Self-Employed, one of the largest and fastest grow-
ing business organizations in the United States. Founded in 1981,
today we have over 200,000 members.

I would like to address some basic misperceptions about the self-
employed. Number one, there are a lot more of us than most
people think—14 million by the last count, 10.5 million of those
working full-time. Secondly, we make a lot less money than most
people think. Using the 1982 data which is the most recent avail-
able from the Internal Revenue Service, the average self- employed
individual, proprietorship, earned less than $10,000.

Senator SyMms. And there is no debate in the self- employed of
who paé's the tax.

Mr. GLoveR. No, sir, there is absolutely no debate. The issue of
does somebody else pay or does the worker pay, unfortunately, we
pay 100 percent. We would like to find somebody else to pay half of
it, but we don't.

The average wage that a self-employed individual makes, using
again the IRS numbers, comes down to $4.80 per hour if we assume
a 40-hour week. So we are not talking about ver]):l wealthy people.
And often in Congress people say, well let's pass this on to the busi-
ness community. Be very careful who you pass on burdens like
mandatory health insurance and child care and other things, be-
cause in the case of the self-employed, we simply do not have
enough money to bear those burdens.

That is why the regressive nature of payroll taxes hit our mem-
bers and the self-employed the hardest. For example, in 1980 the
self-employed paid tax was 8.1 percent. Today it is 15.3. If we look
at the situation for the maximum self-employed tax, that went
from $2,097 in 1980 to $7,484 in 1990. And if we look at the spousal
situation where you have husband and wife working in the busi-
ness together, the situation gets even worse. If we again assume
that the spouse makes only the minimum wage of $3.35, then the
Social Security tax that has resulted from the 1988 elimination of
the spousal deduction is $1,000. That is $1,000 less the business has
and less the family has to live on.

So what we have seen is a rather dramatic—a roughly 90 percent
increase, plus if it happens to be a family-owned business where
both people work, then we see it even hit more heavily. In the case
of the better off self-employed, which are paying the maximum,
that is a 400 percent increase in just 10 years.

So, obviously, we get very concerned when we see the regressive
nature. We also get concerned when we see the rate of increase of
the number of proprietorships declining, and we see the rate of
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earnings for the self-employed declining. In 1983, before this latest
round of tax increases came into place, the earnings for the self-
employed or sole proprietorships were growing at 18.4 percent. Last
year, if we assume inflation, there was no growth at all in the
earnings of the self-employed.

So we see a situation that indicates there is a problem. If we look
at the amount of penalties that are being assessed from payroll tax
deficiencies or late payments, we get even more alarmed—9 million
penalties were assessed.

Senator MoyNIHAN. Nine million?

Mr. GLover. Nine million. I checked the table four times. Now
granted some of those penalties may be repeat offenders where
they do not pay three-quarters. But the total number of penalties—
and I have the table here for you.

Senator MoYNIHAN. Would you submit that for the record, Mr.
Glover? You do not have to drag it out of your briefcase, but see
that we get it within the 2 weeks.

Mr. GLovER. Yes, I will be happy to.

[The information appears in the appendix.]

Mr. GLovER. $2.5 billion—that is in a release we got from the In-
ternal Revenue Service, as a matter of fact, just yesterday. So it is
quite an impressive number.

Senator MOYNIHAN. A depressive number.

Mr. GLover. When we consider that the Internal Revenue Serv-
ice tells us that that is virtually all from the small business and
the self-employed, it is quite an alarming number. What it says is,
that we have reached a tax burden level on employment taxes
where many millions of businesses each year simply are not able to
paly it in a timely manner.

n the old days, those penalties were not very severe. So it was a
cheap way to finance and borrow money. Today, those penalties are
very severe and no business knowingly stiffs employment taxes.

We have seen such a dramatic increase in the past decade, that
more and more businesses are not paying it. You do not hear from
the self- employed very often. You do not hear from the very small
businesses.

Senator MoyYNIHAN. No, we do not.

Mr. GLoveER. The reason you do not is we do not have the time.
We are too busy just trying to survive and pay the taxes. When it
hurts this bad, then the pain really sets in and we have a serious
problem.

We thank you very much for vour attention to this issue. The
spousal Social Security elimination and the rapid increase have
really made it difficult for the family-owned business and self-em-
ployed and there are 14 miliion out there to survive.

Thank you for your proposal. We appreciate anything you can do
to reduce this burden. Thank you.

Senator MoyNIHAN. Thank you, Mr. Glover.

May I say that you are the second one today who brought off the
feat of finishing right in the 5 minutes.

Yes, this is a group from which do not hear often. And more
then do we welcome you, because there are a very great many self-
employed and they range from the simplest of business activities to
individual contractors who do engineering—engineers who do com-
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puter work, to actors and to writers, and to musicians. It is a very
rich part of our life, and it is not organized almost by definition.-

So we thank you for coming in with this. Of course, I will agree
with you, but we will see how the whole thing works out.

But again, sir, we appreciate it. You will get us that IRS report.
You do not have to dig it out now. But by the next 2 weeks you get
it, we will have it part of the record. It ought to be.

Mr. GLoVER. Yes.

[The prepared statement of Mr. Glover appears in the appendix.]

Senator MoyNIHAN. Thank you very much, Mr. Glover. We
thank our audience. We thank the staff who very patiently has
been through a very long hearing, a very helpful hearing in my
view. With that we will conclude, perhaps not the last of the hear-
ings on this matter, but certainly the latest. And we will see
whether it is necessary to return to the subject before we com-
mence to work on legislation.

Thank you all.

[Whereupon, the hearing was recessed, to be resumed at the call

of the Chair.]






APPENDIX

ADDITIONAL MATERIAL SUBMITT)D

PREPARED STATEMENT OF ROBERT E. BaLL

Mr. Chairman and members of the Committee: My name is Robert Ball. I was
Commissioner of Social Security from 1962 to 1973. Prior to my appointment by
President Kennedy, I was a civil servant at the Social Security Administration for
some twenty years. Since leaving the government ! have continued to write and
speak about Social Security and related programs. I was a member of the 1978-79
Advisory Council on Social Securitx{eand more recently was a member of the Nation-
al Commission on Social Security Reform, the Greenspan Commission, whose recom-
mendations were included in the 1983 amendments. I am currently a member of the
Quadrennial Advisory Council on Social Security established by statute and appoint-
ed by Secretary Sullivan.

DEFINITIONS AND INTRODUCTION

It may be of some use to the Committee as reserve financing and pay-as-you-go
are discussed over the period ahead to have in mind some definitions of terms. I
believe the following definitions would, in general, be agreed to by those working in
the field of Social Security.

Pay-as-you-go (or current cost financing) is a financing method providing annual
income to the system close to the annual payout but with a contingency reserve suf-
ficient to carry the system through unexpected periods of poor economic perform-
ance. Opinions differ, but for pay-as-you-go most experts favor a contingency reserve
at the beginning of the year which is equal to 100 to 150 of the next year's outgo.
Since benefits and administrative costs under the system are expected to grow, ordi-
narily, annual income to the fund should exceed outgo to the extent necessary to
ke;g the reserves at the chosen level.

Il Reserve Financing is a necessary requirement for full safety under private
insurance. Since private plans are voluntary it would not be proper to count future
income against current liabilities. A full reserve meets the test of liquidation—that
is, to be sound the reserve must be sufficient to cover all accrued liabilities without
counting on future income. It has never been contemplated that. the American social
insurance system needed to, or should, meet such a test. The continuation of the
government is assumed in the financing plan, and since the coverage is compulsory,
the system has been considered in balance if reserves plus estimated future income
approximates future estimated obligations.

artial Reserve Financing is any reserve which goes beyond the requirements of
safety as defined for contingency purposes and is short of a full reserve. It is a re-
serve designed to earn interest income and reduce the size of future contribution
rates.

What is the current plan? The lglan in present law would gradually move the
s’\:stem to a partial reserve basis. However the funds have not yet reached a level
that most experts would consider adequate for a contingency reserve under pay-as-
you-go. The reserve is currently 75% of the next year's estimated outgo. — -

Sometime in the next few years, depending on economic performance and one's
definition of adequacy, the trust funds will reach a sufficient contingency level, and
under present law the annual surpluses will then begin to build a partial earnings
reserve. If one is satisfied with a contingency level for a pay-as-you-go system equal
to only a year’s outgo that level might well be reached next year if t{e econom
performs well. But the 150% level, which I believe is needed for pay-as-you-go, will
not be reached until sometime between 1993 and 1996 the exact date depending on

(173)
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economic performance. Once an adequate contingency reserve is reached, under
present law Social Security would move toward partial reserve financing.

The interest on the growing reserves when combined with the present contribu-
tion rate of 6.2% of earnings, and the income from the taxation of Social Security
benefits of higher income people is estimated to be sufficient to pay all benefits and
administrative costs for the next 55 to 60 years. Under present projections, the trust
funds would then be exhausted. If we wait until the reserves are used up it would
then be necessary to raise the rates to the pay-as-you-go level, which at that time is
estimated to be 8.1%. If we were to raise the rates sooner, the increase could be
smaller since the reserves would continue to earn interest.

S. 2016 would return the system to pay-as-you-go financing, reducing the old-age,
survivors and disability (OASDI) rate from 6.2% to 6.06% for 1990, to 5.1% for 1991-
2011, then go to 5.6% for three years (2012-2014) and back to the present rate of
6.2% for five years (2015-2019), to 7% for the next five years (2020-2024), to 7.7%
from 2025-2044 and finally to 8.1% for 2045 and later.

PARTIAL RESERVE FINANCING VERSUS PAY-AS-YOU-GO

In my view, there is a case for partial reserve financing of Social Security only if
the fund buildup is handled in such a way as to increase the national saving rate
and through investment produces a larger pool of goods and services in the future.
Since the retirees of the future have to be supported out of the goods and services
produced in the future, the only present actions that make it easier to meet their
needs are those that improve our capacity to produce. If a buildup of reserves re-
sults in a greater surplus in the total accounts of the government (or a lower defi-
cit), ‘then the Social urity reserves increase national saving and the capacity to
produce goods and services. Or, if somehow the buildup in the reserves were used to
provide directly for government investment beyond the level that would occur
anyway, then that too would increase future production.

n the other hand, if Treasury borrowing from the reserve merely substitutes for
general taxes as a way of paying for the current operating expenses of government,
the Social Security buildup does not contribute to economic growth and paying
future Social Security claims will be as much of a burden under reserve financing
as under pay-as-you-go. They will not be any more of a burden, but the reserve will
not have made it any easier.

A Social Security buildup that increases our capacity to produce is possible but
not easy to accomplish. We have to exercise enough restraint to finance programs
other than Social Security (with the exception of increases in government invest-
ment) without relying on borrowing from the trust funds. If, as the Social Security
funds lend money to the Treasury (receiving in return bonds and interest earnings)
the money is used for current operating expenses, the result is that we have recog-
nized the obligation of the government to pay Social Security benefits in the future,
but we have not increased its ability to do so any more than under a pay-as-you-go
system. Instead we have substituted borrowing from Social Security for general
taxes as a way of meeting the current operating costs of government. This result is
undesirable.

Deductions from workers' earnings (with matching contributions by emplcyers)
which rise proportionateg as earnings rise and with a cap at the point earnings are
no longer counted toward benefits seem to me the ideal way to finance a social in-
surance program. And it is the way we finance OASDI. The contributory nature of
the program helps establish an earned right to the benefit and at the same time
imposes a discipline on the system; higher henefits require increased contributions.

In the United States this contributory system is progressive. Because of the
weighted benefit formula lower-paid workers get more protection in relation to their
contributions than higher-paid workers do. Moreover the earned income tax credit
relieves the lowest-paid wage earners with children from, in effect, making any
Social Security contributions; theg'ecget a refund approximately equal to the com-
bined employer/employee Social urity tax. You cannot correctly call a system
- like that regressive.

On the other hand, separated from the benefits, the Social Security tax alone
would be mildly regressive. For most workers the tax is proportional to earninia,
but the 7% or so of earners who are above the Social Security maximum pagoct e
same as those at the maximum, and income from capital is not subject to the Social
Security tax. This is appropriate for a social insurance program but it would not be
a good way to finance the general operating expenses of government.

erefore, Mr. Chairman, I would argue that partial reserve financing is desira-
ble only if we have the political will to bring the non-Social Security budget into
relatively close balance. Then the buildup in the Social Security funds is not bor-
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rowed to pay for the current consumption of government but is used to buy the na-
tional debt now held in private hands and thus contributes to national savings. If
the fund buildup is not handled in this way, it would be better once we reached an
adequate contingency level for a pay-as-you-go system to stop the buildup and con-
tinue on pay-as-you-go.

Pay-as-you-go is a reasonable enough way to finance Social Security, although
there are disadvantages. One is that in return for lower rates now you later have to
have higher rates. The more fundamental disadvantage is that the Nation would
forego the increase in the future pool of goods and services that reserve accumula-
tion combined with the prudent management of other government finances makes
possible. How important this is and how much difference such savings would make
in future production is more of an economic question than a Social Security ques-
tion. The benefits of increased wage growth go well beyond the Social Security
system, but there is a Social Security interest. Future Social Security benefit levels
may be somewhat better protected to the extent future wage earners have more
income; the easier.it is to pay for Social Security benefits, the more likely it is that
benefit levels will be maintained.

Either pay-as-you-go or partial reserve financing will work for Social Security, but
from an overall perspective, the worst outcome would be a policy which built re-
serves beyond a safe contingency level and used such a buildup merely to finance
the current operating expenses of government. -

PLANNING FOR PAY-AS-YOU-GO

If a decision were made that the OASDI system should be kept on a pay-as-you-go
basis, how can the transition from the tax rates in present law to pay-as-you-go
rates best be handled:

1. The OASDI reserve shouid be at a fully safe level before OASDI contribution
rates are reduced. Despite all the talk about huge reserves accumulating in the trust
funds, the buildup lies mostly in the future. Given the wrenching experience the
country went through with two Social Security financial crises—one in the mid-
1970’s and_one in the early 1980’s-before making any changes we ought to lean over
backwards to provide a contingency reserve with a substantial cushion. I would
favor a reserve equal to 150% of the next year’s outgo. As stated before, this level
will not be reached until sometime between 1993 and 1996 depending on economic
performance. In my view it is not desirable to lower rates now because it is estimat-
ed that the desired ratio would be reached sometime in the future. The sooner we
get to a fully safe level the better. Moreover, we have in the past too often relied on
estimates that later turned out to be overly optimistic.

2. Even if OASDI is but on a pay-as-you-go basis. the overall Social Security contri-
bution rate should not be reduced. The 1.45% of covered earnings allocated to the
hospital insurance program under Medicare out of the overall Social Security con-
tribution rate of 7.65% is clearly inadequate. If the economy performs less well than
it has in the recent past, payments from hospital insurance could start to exceed
income as early as 1995, with all the bonds held in the hospital insurance fund liqui-
dated by the end of the decade.

If we decide to ado(gt ay-as-you-go for Social Security, the safe way to do it is to
transfer part of the AEDI rate over to Medicare; just as in the past the tax rate
has been reallocated between old-age and survivors insurance and disability insur-
ance. Otherwise we will cut the combined rate now with great fanfare and just have
to raise it again very soon for Medicare—unless; of course, it. is decided to cut bene-
fits instead. That is always a possibility if programs get close to the financial cliff,
as old age and survivors :nsurance did in 1982. That financing crisis was resolved by
benefit cuts in the 1983 amendments along with a s up in the contribution rates.
The best protection for benefit levels in both OASDI and Medicare is adequate fi-
nancing. A good pay-as-you-go plan, therefore, would be to wait until about 1995,
when an adequate contingency reserve is ensured, and then transfer part of the
OASDI rate to Medicare.

If instead of getting to pay-as-you-go this way the overall Social Security rate
were cut, there are t'iree possible outcomes:

(1) Social Security or Medicare benefits or other public spending might be cut to
offset the reductio’.s in income; (2) other taxes might be increased to offset the effect
of the cut; or, (3) the deficit in the unified budget might be allowed to increase as a
result of the drop in income, or some combination of the three might be possible.

The amounts involved are very large. In 1991 under S.2016 the annual reduction
in income is $53.6 billion, and by 1995 the annual reduction is $72.1 billion, by 1998
$86.7 billion. Last '‘wveek Federal Reserve Board Chairman Greenspan testified that

4
'
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increases in the deficit in the unified budget of such substantial armnounts would
raise interest rates and require the government to pay more for its borrowing. This
would add still further to the deficit.

I assume that alternative three is unacceptable and that the Congress would not
propose and the President would not sign an action that so greatly increased the
deficit. I assume, instead, if overall Social Security rates were cut—an action I
oppose—other taxes would be substituted to make up for both the employer and em-

loyee Social Security tax cuts or that some program cuts beyond those already
ing considered for Gramm/Rudman would be adopted. Obviously these matters
need to be considered together. If the overall Social Security rates are cut, what
combination of tax increases and {)rogram cuts should be adopted at the same time?

Transferring part of the OASDI rate to Medicare later on puts OASDI on a pay-
as-you-go basis Eut does not require tax increases or benefit: cuts elsewhere in the
budget just to offset an overall Social Security tax cut. Instead tax increases or ex-
penditure cuts would produce real progress on deficit reduction.

Further Consideratior. of Partial Reserve Financing .

It is also possible, though difficult, as stated before, to actually save the Social
Security annual surpluses whicn would develop under present law. You may well
not want to give up this option without extensive consideration.

For example, last year's proposal by Senators Moynihan and Heinz is designed to
accomplish this purpose and deserves examination, and the Administration has
made a proposal in the budget to save the amount of the Social Security buildup.

There are other possibilities for modifying the present long-range financing plan
for OASDI that should be considered. Present law provides for a very large accumu-
lation of trust fund investments with tax income estimated to exceed outgo until
about 2020. Because of interest earnings the fund continues to build for another 10
years before it will begin to be necessary to sell the bonds held by the funds in order
to make full benefit payments. This pattern of a big fund buildup and its later dissi-
pation might be sensibie if the cost of financing the retirement of the baby-boom

eneration were a one-time cost—a rabbit through the Python phenomenon—with
ower costs expected later, but such is not the case. The retirement cost of the baby-
boom generation establishes a new plateau of cost that is more or less flat thereaf-
ter. This is so on the assumption that fertility rates will continue at their present
low levels and that mortality rates will continue to improve so that the ratio of
those of working age to those of retirement age remains relatively constant. Given
these assumptions, a more sensible partial reserve plan than present law might be
to keep the current 6.2% rate to 2020, say, and then put in a rate increase to avoid
having to cash in the bonds beginning in 2030. If the 6.2% rate were raised to 7.0%
in 2020, as provided by S. 2016 for that year, the 7.0% rate would be sufficient to
carry the sg'stem past 2065, the end of the 75 years over which the estimates are
usually made.

You have time to consider all these alternatives and to consider whether for not

y-as-you-go or a partial reserve is better public policy. In my view, nothing should
g: done to reduce the OASDI buildup until between 1993 and 1996 in any event.

RESPONSES TO QUESTIONS SUBMITTED BY SENATOR DOLE

Question 1. The 1982 Social Security Commission worked not only fix the short-
term crisis in Social Security, but to actuarially balance the system over a 75 year
period—the very long run. Do you think this is a worthy goal?

Answer 1. Yes, I believe it is important to public confidence in the OASDI pro-
gram to keep it in approximate actuarial balance over the whole 75 years for which
estimates are usually made. It is, of course, of primary importance that the program
be closely balanced over the near term. Since tlie estimates are less accurate the
further out they go and since in the very long range there is time for later adjust-
ment in financing, I believe it is permissible to allow somewhat more leeway in the
test of actuarial balance for 75 years than for 50, and for 50 as compared to 25.

At present the system shows a surplus for the next 50 years according to the
middle range II-B estimates, but a deficit over 75 years, all concentrated 50 to 75
ﬁears from now. Like the trustees, I do not consider this a major cause for concern,

ut I do believe that when the program is next amended it would be desirable to
eliminate the long-range deficit.

Question 2. You have indicated that you might support a return to pay-as-you-go
financing, but not yet. You're concerned that we first build up a more adequate re-
serve fund.

Do you think it's reasonable to build and maintain a reserve fund of 100 percent
or 1560 percent of annual outgo and not do anything to alter our investment policies?
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It seems to me that if you agree with the concerns raised by Senator Moynihan,
that the reserves are not being saved, we have to face that issue even with pay-as-
you-go financing.

Answer 2. My position is that I prefer to continue partial reserve financing for the
reasons stated below. However, even if a decision is made to return to pay-as-you-go
financing, I believe it would be unwise to do so before the OASDI reserve reaches
150% of the next year’s outgo. I realize that this level of reserve is likely to be more
than is needed under a pay-as-you-go system, but given the crises of the late 70's
and early 80’s I would lean over backwards on this point.

Alicia Munnell, Director of Research and Senior Vice President of the Federal Re-
serve Bank of Boston and a leading Social Security expert, found in a study of this

uestion done in 1984 (Munnell, Alicia H. and Lynn E. Blais, ‘Do We Want Large

ial Security Surpluses?”’ New England Economic Review, September-October

1984, pp. 5-21), that a range from 85 to 145% of the next year’s outgo would be a
reasonable test of adequacyfor a pay-as-you-go contingency reserve.

I see nothingocwrongecwith the present Social Security investment policy. Putting
the excess of ial urity income over outgo into treasury bonds that earn the
average interest on all longer term debt of the United States seems to me both safe
and fair. To the extent there is a problem, it is in the size of the deficit in the cur-
ren!, operating budget excluding.&ciaLSecurity. Insofar as borrowing from Social
Security trust funds to pay the general operating costs of government substitutes for
tax increases or expenditure cuts that would otherwise have taken place, the build-
up of the Social Security funds does not contribute to national saving and future
productivity and does not make it easier to supsxg():rt the retirees of the future. How-
ever, if you believe that in the absence of the ial Security annual surpluses, the
budget deficit would be larger than it is, then the Social Security build-up is already
contributing to savings.

I believe it is desirable for several reasons to gradually reduce the size of the non-
Social Security operating deficit (as distinct from government investment that con-
tributes to future productivity just as private investment does). This deficit is where
the problem lies, not in the ial Security build-up or its investment or in the al-
leged ‘“misuse” of that build-up. -

Any tendency for annual Social Security surpluses to inhibit the reduction of the
non ial Security operating deficit through increases in more progressive taxes or
cuts in unnecessary expenditures is undesirable. Such a tendency may exist under a
pay-as-you-go sgstem with an adequate contingency reserve, although to a lesser
extent than under a partial reseive system.

I disagree with the proposal to cut the Social Security tax rate for the following
four reasons:

1. Cutting Back on the OASDI Contribution Rate Now Makes It Necessary to
Schedule a Large Increase in the Tax Rate Early in the Next Century.

Under a pay-as-you-go approach for OASDI, the present contribution rate of 6.2%
of earnings would be cut back to 5.1% of earnings. Then under the Moynihan bill
the rate would rise from 5.1% at the end of 2011 to 7.7% at the beginning of 2025,
just thirteen years later. This is nearly a 5095 increase in a very short period of
time.

I am concerned that at the time such a large increase is scheduied, conflict could
develop between the workers aning in and those receiving the benefits. Proposals
to reduce benefits instead of having such a large tax increase would certainly be
considered, particularly since the ple receiving benefits would have been paying,
on average, at rates considerably below the actuarial value of the benefits. In fact,
those coming on the rolls in, say, 2010 would have been paying at only a 5.1% rate
for the last twenty years for benefits valued, on average, at about 7% plus matching
contributions from their employers. Promised benefit levels would be more secure if
workers paid from now on at rates close to the value of the benefits and if large and
steep increases in future contribution rates were avoided.

2. Under Partial Reserve Financing, If the Rest of Government Financing Is Han-
céled I’Q‘lesponsibly, the Build-Up in the Reserves Will Contribute to Future Wade

rowlh.

If Social Security surpluses result in surpluses in total government accounts (or a
lower deficit than would otherwise be the case) then the surpluses result in net ad-
ditions to the United States saving: rate and by increasing investment increase the
future productive capacity of the country. Although future Social Security benefici-
aries must be supported out of the goods and services produced at approximately
the time they are receiving benefits, the burden of their support and the willingness
of workers to make the ial Security contributions necessary is affected by the
total volume of goods and services available at that time.
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Savings are only one determinant of future productive capacity (the skill level of
the labor force, for example, is another) and Social Security surpluses are only one
part of savings. It is difficult to say how much Social Security surpluses could add to
future levels of production, but the contribution could be important. Again, the ben-
efit level that has beeh promised is more secure if the incomes of contributing work-
ers are increasing so that the cost of Social Security is easier to bear.

3. If Social Security Taxes Are Cut, It Will Be Even More Difficult to Bring the
QOverall Federal Deficit into Balance.

We have not done very well in reducing the total Federal deficit; it will just make
it that much harder if income to Social Security is reduced. The desirable goal is to
greatly reduce the non-Social Security deficit and then to have at least part of the
Social Security surpluses represent surpluses in the total government accounts.

Continuing to run up the size of the debt iield in private hands creates a large
and unnecessary burden on the Federal tax system. Interest payments from govern-
ment to the private sector, including persons abroad, is making it difficult to en-
large Federal programs that should be enlarged and to create new programs that
are needed. It is true that if Social Security buys back the debt now held in private
hands, as would be the case if Social Security surpluses resulted in overall surpluses
in the government accounts, interest would have to be paid to the Social Security
funds. However, from the standpoint of overall government finance, it will be much
easier to meet future Social Security commitments through future Social Security
taxes plus interest on reserves if at the same time government does not also have to
pay large amounts of interest on debt held privately.

4. Even If the Congress and the President Were to Agree that the OASDI System
Should Be Returned to a Pay-As-You-Go_Plan, the overall Social Security Rate
Should Not Be Reduced.

First of all, the overall trust fund size for OASDI is not yet at what most would
consider a fully safe level. I think we should lean over backwards to have a major
margin of safety even under a pay-as-you-go system, given the devastating financial
crises of the mid'70s and the early '80s. Public confidence in the system has not yet
completely recovered from these two faith-shaking experiences.

More important than the difference of opinion about the size of the reserve for a
pay-as-you-go system in determining whether or not the overall Social Security rate
should be reduced, however, is the clear inadequacy of the financing of hospital in-
surance under Medicare.

Hospital insurance is supported by 1.45% of earnings out of the total current
Social Security contribution rate of 7.65%. No further increases for either OASDI or
Medicare are scheduled under present law. The latest trustees’ report for the hospi-
tal insurance program shows that the outgo for the hospital program could exceed
income as early as 1995 under relatively pessimistic assumptions and by 1997 under
the middle-range estimates. With no hope in the near term of hospital cost increases
being reduced below wage growth, it is unwise to cash in the bonds held by the trust
fund during the last half of the 19908 and end up with no reserve at all right after
the turn of the century. Income to the hospital insurance fund needs to go up in the
next five or six years, even under a pay-as-you-go approach. Therefore, should the
OASDI system be shifted to a pay-as-you-go plan, which I think is a bad idea, the
overall Social Security contribution rate ought not be reduced, but rather a part of
the OASDI rate should be shifted to hospital insurance.

A PROPOSAL TO MODIFY PRESENT LAW FINANCING

Aithovgh 1 believe partial reserve financing should be maintained, I favor a
change in the present financing plan. Under present law, it is expected that the
large build-up in the trust funds extending to about the year 2020 will be followed
by a depletion of those trust funds and their exhaustion about the middle of the
next century. This build-up and then dissipation might be good policy if the costs
arising from the retirement of the baby-boom generation were a one-time phenome-
non—a kind of rabbit through the python—but such is not the case. Instead, if we
assume continued low levels of fertility and continued improvements in mortality,
as seems reasonable, the retirement of the baby-boom generation raises the costs of
the system to a new plateau which remains relatively stable into the future. Given
these assumptions, the more reasonable course would be to leave the present 6.2%
of earnings rate in effect until about 2020 and then raise it to about 7.1%, rates
which would carry the system throughout the whole 75 years for which estimates
are usually made, and still end up in 2065 with a sizable reserve. Under this plan, it
is estimated that for the next 70- years the trust funds would remain at peak levels.
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Question 3. Some have suggested that one way to “protect” the trust funds to use
private investment instruments rather than treasury securities. What do you think
of such a proposal?

Answer 3. I believe it would be unwise to invest Social Security annual surpluses
in private investment instruments. On average, over a period of many years, the
returns may be somewhat greater from private investments, but such investments
are riskier, not only because individual private enterprises may fail but because the
timing of investments and their redemption greatly affect returns. Also very funda-
mentally, investments in equity would put the government in a position where it
could influence or control the decisions of private industry, and even bondholders
may become involved in decisions to protect their loans.

The practical political problems involved are also daunting. How would the deci-
sion-makers deal with pressures to put funds into industries favored by powerful in-
terests or, on the other hand, with pressures to avoid putting funds into industries
thought by some to discriminate, for example, against women, minorities or unions?
The facts are that the trust funds are well protected by present procedures. The
fault lies elsewhere—in the continuing size of the non-Social Security operating defi-
cit. -

Question 4. We know Medicare faces a financing crisis in the near future. Would
you support a reallocation rather than reduction in the payroll tax to address this
impending problem?

Answer 4. As I have stated, I prefer retaining partial reserve financing for
OASDI, but if a decision were made, nevertheless, to return to pay-as-you-go, I
would certainly think it preferable to reallocate a part of the OASDI tax rate to
Medicare rather than to reduce the overall Social Security tax rate. It seems unwise
to reduce the overall rate when it is quite clear that the 1.45% allocated to Medi-
care will soon be insufficient to cover the cost of that part of the program, even on a
pay-as-you-go basis.
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Trust Punds Under Present Law, Alternative III
Assumptions, 1982-1992



Table

Table

Table

Table

Table
Table
Table
Chart
Table
Table
Table

Table

Table

Table

Table

21.

22.

23.

24.

25.
26.
27.
28.
28,
29,
3o0.

31.

32.

33.

34.

182

Estimated Operations of the OASI and DI Trust
Funds Under Present Law, Alternative II-B
Assumptions, FY1988-1998

Estimated Operations of the OASI and DI Trust
Funds Under Present Law, Alternative III
Assumptions, FY1988-1998

Estimated Operations of the OASI, DI and HI
Trust Funds Under Present Law, President's FY
1991 Budget Assumptions, FY1988-1995

Current Law Projections of the OASI and DI
Trust Fund Outlays, Incomes and Balances under
CBO's Baseline Set of Economic Assumptions
Economic Assumptions, 1960-2065

Economic Assumptions, 1989-2065

Demographic Assumptions, 1940-2065

Projected Workers Per OASDI Beneficiary, 1988~
2065

Projected Workers per OASDI Beneficiary, 1988-
2065

Social Security Tax Rates under Present Law
and under Moynihan and. Sasser Proposals

Annual Employee Tax Payments under Alternative
Proposals

Estimated Operations of the OASI and DI Trust
Funds under Moynihan Proposal to lower OASDI
Tax Rates, Alternative II-B Assumptions, 1988-
1998

Estimated Operations of the OASI and DI Trust
Funds under Moynihan Proposal to lower OASDI
Tax Rates, Alternative III Assumptions, 1988-
1998

Estimated Operations of the OASI and DI Trust
Funds under Sasser Proposal to lower OASDI Tax
Rates, Alternative 1X-B Assumptions, 1988-1998
Estimated Operations of the OASI and DI Trust
Funds under Sasser Proposal to lower OASDI Tax
Rates, Alternative III Assumptions, 1988-1998

TABLE 1

OASDI AND HI TAX RATES, 18966 AND LATER

{in percein)
Empiaytes and empioyeny €ach Sefi-employed
Catendar ysars * OASDX W Tols  OASD( ] Tow
. 388 03% 20 580 CFH 615
IN 50 L] 590 0 €40
1K &® 440 80 [ 640
a2 © 80 30 «© 6%
160 © 520 6% 0 1%
ans 100 385 700 100 %0
98 ® 545 700 0 790
$0% 100 805 710 100 810
508 108 81 708 108 10
538 130 685 a0 1% %
s40 10 (3] 805 +30 L3
37 i 700 1160 260 1400
570 133 705 1140 270 1430
$70 v a5 718 1140 % 1430
606 148 80 1212 % 1502
62 148 188 1240 290 153
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TABLE 2

TAXABLE EARNINGS BASES, 1937-80

Calendar Taxable
Year earnings
base

1937-50 $ 3,000

1951-54 3,600
1955-58 4,000
1959-65 4,800
1966-67 6,600
1968-71 7,800

1972 9,000

1973 10,800

1974 13,200 R .
1976 14,100

1976 16,300

1977 16,500

1978 17,700

1979 22900 —
1980 25,900

1981 29,700

1982 32,400

1983 35,700

1984 37,800

1985 39,600

1986 42,000

1987 43,800

1988 45,000

1989 48,000

1990 61,300

Source: Table compiled by the Congressional Research

Service
N
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TABLE 3
CHANGES IN OASDI AND HI TAX RATES ENACTED FROM
1969 THROUGH 1983

Cooinbdution raie {percent)
Employer and employ ee, tach Se'f cmployed person
At and effective yeur - Touq OASIJ DI [ HI Total [ OASI]
at 368 033 o (3] $47 o []
52 408 .53 .. 13 4018 415 6
363 4.45 .55 (3] 1.68 6175 823 K3}
57 445 .55 ? 72 6178 823 3
58 443 B} s 78 6178 823 g
$s 448 55 9 79 18 A28 9
ses a6 1) 1 ” 617 828 3
398 46 $3 ] kA | 6113 228 R )
603 48 B} 9 19 6118 s 9
19722 Acv:
125 BN 58 41 s 9 13 613 73
- 1978 bR ] 39S .53 X1 1.1 s8s ns
5.6 39S Bi 11 T8 S8 ns
57 39 .58 1.2 7% bR 1) 828
[ 3} 463 Al 12 82 6088 91
LR H (B} 58 10 380 6 20% ™
408 s s 118 128 .16 R .
s1s €228 518 1.38 [ 31} 616 R
615 4223 .8 148 s4 616 .4
1) S A 148 .43 6.108 1"
L1 31 4)78 $15 9 19 6108 t 1}
605 435 6 11 LA [N} 11
63 43 (3] 138 38 608 2
643 41 h] 1S ’s 601 9
7.43 5 — 3 [ B 8 60 1.0
608 41378 113 10 (1] 60! 109 10
61 43 '3 ] 108 L B 60t 1.04 tos
663 4928 s 13 9 6 7628 12 13
67 4978 423 1) 938 4 M2 b2 1)
1.08 ar R} 138 99 7128 . 1423 (8 1]
.18 [R11 93 148 100 RA L AN 1.428 1.4
7.68 5 [ 8] 148 10.73 1.6 1.63 148
61 4.5? .56 108 [ ] 6.27128 ans 1.0%
663 47 .68 13 93 1.028 95 1)
67 a5 A28 13 9.3 64128 1.1 B ]
1.0% 41 93 138 9 712 | 423 1)
T8 418 95 1.4% 100 7128 1428 14
108 LR [ A} 1.45 1078 1.6 1.6 14
67 4 628 13 938 71118 K 13
‘10 $2 B 1J 'ido e (K} 26
708 52 .3 1.38 ‘et 104 10 27
118 52 TS 143 '14} 104 10 29
1.51 59 3) 1.45 Y1502 1106 1.06 29
1.65 56 6 143 15 11.2 12 29
.63 .49 n 1.43 133 (LA} 14 9

@ e

' Includes 1ax credit

Source: Social Security Bulletin, Annual Statistical Supplement, 1988.

——
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TABLE 4

MAXIMUM AMOUNT OF OASDI AND HI TAXES FOR EMPLOYEES
AND SELF EMPLOYED PEOPLE, 1937-89

Employwe Sell-employed persos
Tul] QASI DI ! HI ‘loull OAS] D(I Hi
$X%0.00 $0.00 ..
45.00 45.00 e .
34.00 34.00 $11 00 $81.00
12.00 7.0 104.00 108.00
84.00 $4.00 126 00 126 00
94.50 $4.00 $10 50 P 14118 126.00 $15.73
120 0 108 00 1200 B 13000 - 162.00 1200
1440 132.00 12.00 e 216.00 194.00 1800 .
150.00 138.00 12.00 W 207.60 i1 00 .
174.00 162.00 12.00 PR 159.20 41.20 15 00 ..
m.0 2)1.00 23.10 $21.10 405.90 340,13 2468 $23.10
290 &0 134 % 13.10 33.00 ' 4240 134,73 3463 100
3410 2%9.38 31.08 44 0 49920 396,828 $5.978 “ 0
Niw 290.5% 57.0% & 0 1.0 4)3.828 §5.578 “4.%0
¥4 4.0 4.9 4.0 $1.20 427.03 (1R} &% 0
403.60 315.%0 42.90 44 0 385 00 s 64.38 490
463 00 49.50 40 $75.00 546.73 7428 54 00
€1.90 464 &0 $9.40 108.00 $64.00 670.14 3.5 108.00
mx M. 75.9% 110.00 1,042.80 11642 107.58 118.0
834.85 61687 81.078 126 %0 1113 9% $72.085° 114918 126.90
$95.0% 669.373 17.978 137.70 1,208.20 946.308 124.695 131.7%0
965.25 121875 94.978 148.50 1,503 50 1,020.518 134 475 143.50
1,020,858 156.67% 137.178 1717.00 1,403.0 1,063.72 192.93 1700
1,403.77 .57 171.78 340,45 1,854.90 1,376.29 2816 24045
1,387.67 1.120.64 145.04 e 2.097.90 1.824.58 201.37 1.9
1,975.08 1,395.% 193 03 386.10 2.76210 .06 4) .57 386.10
2,170.00 1,482 0 267.%0 a21.2 3.929.0 2.207.2% 400 93 21.20
2,591.9% 1,204.673 23128 464.10 3.007.95 2,599.1628 3346878 46410
2,646.00 1,963.60 109.00 91.0 5.292.00 1.931.20 318.00 952.90
M1.0 2,059.20 198.00 )4 0 5.50).60 4.118.80 396.00 1,069.20
3.003.00 1,184.00 210.00 [ X $.006 00 4,368 00 420.00 £.218 00
3,101.70 ime 219.00 €15.10 6.26).40 4,855.20 a3 0 1,270.20
3,37 50 L4315 238.50 €32 %0 6,759 00 4,971.00 .0 1,305 00
3,604 00 2.634.40 254.40 #96.00 17,2090  5,306.80 508.80 1,391 00
3,924.45  2,872.80 307.80 743.85 7.848.90 5,745.60 615.60 1.487.70
435.00 415.00
$55.00 1000 45 00 P 1,282.%0 1,115.00 1.5 e
2,4715.60 2,035.% 231.20 196 %0 3.623.10 3.091.80 UK 196 $0
9.025.0¢ 6,649.13 945.59 1,430.10 12,119.40 9.410.715 1,330.588 1.4)010
1937-76. 1,763.10 6.309.45 664 93 8.2 10,393.00 8.632.38 913.95 0
1”11 [R2- B} 7.031.328 759.028 31.20 11.608.30 9,652 873 1,108 42§ 9720
$,799.20 7.788.00 $97.00 1114 20 13,132.20 10,716.643 1,301,358 1.114.20
11.203.97 [ g X1 1,068.75 1.354.68 14,9810 12,092.93% 1,539.913 1,354 65
12,790.64 9.950.28 1,210 1,626.60 17,085.00 1.747.518 1,740 133 1.626 60
14.765.69 11,346 18 1,406.84 2,012.% 19.847.10 15,004,945 1,030 453 20127
16,936 ¢9 12,820 43 167414 1,039 2,875 0 18.011.195 2.431.408 2,439
19.328.39 14,933.128 1.897.26% .39 00 26,214 43 20.5%0.35°8 2,766 0929 2898 00
21,974.39 16,499.728 2,086.263 3,309.0 31,506 45 24,481.5578 3,144.0928 3.080.80
U4,766.19 18.557.92% 2.284.368 3924 00 37,090 03 28.599.9378 3,540 0923 4,950 00
11,769.19 20,741.928 2,494,365 4,53 00 43,096 05 32,967.9578 3.960 0528 6.168 00
30,900 §9 23,019.52¢ 2.713.265 5.168 10 49,339 45 31,52).1578 4,399 0928 7,438 20
. 34,200.3% 23,508.023 2.931.7638 3,820 60 $6.110 48 42,500 1575 48750935 8,743 20
193089l b2 ENG 2,162.428 3,206.16% 6.516 &0 $3,320.08 47,008.9515 5.303.4923 10.135.20

Foot note for table &

1/ Includes tax credit under 1983 amendments for employees in 1984 and for
self-employed in 1984~1989.

Source: Social Security Bulletin; Annual Statistical Supplement, 1988.
(1990 data added by Committee staff)
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TABLE 5

ON- AND OFF-BUDGET TOTALS, FY 1990-956

CBO Projections, January 1990

($’s in billions)

1990 19981 19932 1993 1994 1998

On-Budget

(Excludes Social Socuﬂty and Postal Service)

Ravenues 179 828 874 924 978 1,087
Qutlays 884 1,041 1,098 1,163 1,220 1,283
Defleit 204 212 221 239 242 p 17

Off-Budget

(8ocial Security)s
Ravenues . 288 309 830 853 876 401
222 234 244 254 264 273
Burplus 66 4 88 08 112 138
Totale

Revenues . 1,087 1,187 1304 1277 1,385 1,438
Outlays 1,206 1978 1,339 1418 1,484 1,688
Daficit 188 138 138 141 180 118

SOURCE: Coungressional Budget Office.
. Mmummmmmmmmmmmwm
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TABLE 6

COMPARISON OF FINANCIAL IMPACT OF MAJOR FEDERAL
TRUST FUND PROGRAMS, 1988
($'s in billions)

Table A shows the "traditional® display of trust fund transactions, with income representing
both receipts from the public and "credits from the Government” (i.e., interest, governmental
contributions to a program, governmental shares of taxes or pension contributions made as
an employer, etc). Table B shows only the receipts received from the public and payments
to the public (i.e., it excludes the credits from the Government to the various trust funds).

TABLE A. Total Income Credited to Trust Funds and
Trust Fund Outgo for the Largest Trust Fund Programs, FY 1988

Income Outgo Difference
Social security $259.1 $220.3 $38.8
Unemployment insurance 27.0 18.6 8.4
Federal employees’ retirement 47.0 28.4 18.6
Medicare 103.0 87.7 15.3
Military retirement 33.1 19.0 141
Highway 16.3 14.7 .6
All others 6.8 4.7 20
Total 491.3 393.5 97.8

TABLE B. Receipts from the Public and Expenditures
for the Largest Trust Fund Programs, FY 1888

Receipts Expenditures Difference

Social security $2449 $219.3 $255
Unemployment insurance 244 16.3 8.1
Federal employees’ retirement 4.7 28.4 - 238
Medicare 69.9 78.9 - 19.0
Military retirement 0 19.0 - 19.0
Highway 141 14.7 - 06
All other 9.2 111 - 156
Total B 357.1 387.8 - 30.6

Note: Receipts from the public represent social insurance or excise tax receipts.
Payments to_the public represent expenditures for trust fund programs minus proprietary
receipts (such as medicare Part B premiums) and other bookkeeping adjustments.

Source: Table prepared by CRS based on data from OMB, Special Analysis C, Budget
of the United States Government, Fiscal Year 1990. Jan. 1989.

32-393 0 - 90 - 7
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TABLE 7
OASDI INCOME AND COST RATES, 1850-88 *

(in percent of taxable payroll)

OAS! Trust Fund Ol Trust Fund . Towl
income income ncome Cost
Calendar yesr rale rale Balance nte rate Balance rate rate Salance
P o 300 137 1.83 - - - 300 117 183 _
55 J— 4.00 334 K. ] - — - 400 .34 . .66
1960... 550 5.59 -0 0.50 0.0 0.20 6.00 5.89 1N
1 J—— 8.78 7.2 -.48 50 .70 -20 128 .9 -.68
1970 ... 7.9 71.32 -02 1.10 81 29 8 40 812 20
1975 e 078 0.29 -54 1.15 1.36 -21 990 1065 -.75
1960.......... 9.04 936 -2 1.12 1.38 -28 1016 10.74 -58
1901 e 9.40 .97 -57 1.0 1.39 -09 1070 11.28 -68
1982. . 915 1059 -1.44 1.65 1.34 <] | 10.80 11.94 -1.14
19083..corem 9.9 10.27 -6 1.3 1.22 10 111.24 11.50 -28
1964° ... 1058 1008 50 1.01 1.18 -.14 11.59 1124 ]
1988 ... '10.72 9.99 72 .07 1.14 -07 1179 1113 66
1966°....... 10.59 9.00 .13 1.01 1.12 1" 11.60 10.98 62
19870, 10.57 9.63 94 1.00 1.10 -10 11.57 10.72 .84
1968:......... 1122 9.48 1.76 1.08 1.08 (U] 12.28 10.53 1.7¢8
'income rales for 1983, 1933, and 1990 are od;umd 10 mclude lbc lump-sum payments I’rom the general fund of the
Treasury (or sd} 10 such pay ) for ihe cost of Wutory wage credits for y service m 1940-56

*Figures shown are prelmninary.
*lacome rase differs from cost rate by less thaa 0.003 percent of tasable payroll.
Note: Totals 40 not necessarily equal the sums of rounded components.

* The income rate is defined as the sum of the OASDI

combined employee-employer contribution rate (or the
payroll-tax rate) and the rate of income from taxation of
benefits., It excludes reimbursements from the general fund
of the Trcasury for the costs associated with special monthly
payments to certain uninsured persons who attained age 72
before 1968 and who have fewer than 3 quarters of coverage,
transfers under the interfund borrowing provisions, and net
investment income.

The cost rate is the ratio of the cost (or outgo or
disbursements) of the program to the taxable payroll. The
outgo is defined to include benefit payments, special monthly
payments to certain uninsured persons who have 3 or more
quarters of coverage (and whose payments are therefore not
reimbursable from the general fund of the Treasury),
administrative expenses, net transfers from the trust funds
to the Railroad Retirement program under the financial
interchange provisions, and payments for vocational
rehabilitation services for disabled beneficiaries: it
excludes special monthly payments to certain uninsured
persons whose payments are reimbursable from the general fund
of the Treasury, and transfers under the interfund borrowing
provisions. For any year, the income rate minus the cost
rate is referred to as the "balance" for the year.
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CHART 8

PROJECTED OASDI INCOME AND COST RATES, 1989-2965,
1989 trustees’ report, intermediate 11-B projections

(in percent of taxable payroll)

2% 1" | OASDIINCOME RATE AND |
COST RATE BASED ON Cost rate
ALTERNATIVE II-B

16 oo

10 pooo s I

§ B et e

1 1 IR A
o‘mw 2009 2020 2040 2060
* The income rate is defined as the sum of the OASDI

: combined employee-employer contribution rate (or the

payroll-tax rate) and the rate of income from taxation of
benefits. It excludes reimbursements from the general fund
of the Treasury for the costs associated with special monthly
payments to certain uninsured persons who attained age 72
before 1968 and who have fewer than 3 quarters of coverage,
transfers under the interfund borrowing provisions, and net
investment income.

The cost rate is the ratio of the cost (or outgo or
disbursements) of the Program to the taxable Payroll. The
outgo is defined to include benefit payments, special monthly
payments to certain uninsured persuns who have 3 or more
quarters of coverage (and whose payments are therefore not
reimbursable from the general fund of the Treasury),
administrative expenses, net transfers from the trust funds
to the Railroad Retirement pProgram under the financial
interchange provisions, and payments for vocational
rehabilitation services for disabled beneficiaries; it
excludes special monthly payments to certain uninsured
persons whose payments are reimbursable from the general fund
of the Treasury, and transfers under the interfund borrowing
provisions. For any year, the income rate minus the cost
rate is referred to as the "balance” for the year.
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TABLE 8

PROJECTED OASDI INCOME AND COST RATES, 1989-2065 *
‘ 1889 trustees’ report

(in percent of taxable payroll)

o 8] o | Towt
ncome Cost ncome Cost income Cost

me rsle Balance 180 1ale  Baiance rawe rote  Balance
"2 7 198 107 102 005 120 1029 200
1138 926 212 121 100 2 1256 102¢ 23
11 3e 914 22 12 98 Fel 1259 1012 248
138 %0 23 121 ] 23 1260 998 2081
129 (1] 24 A3 1 28 1280 208 2n
139 [ B4 260 2 1 1 27 1280 974 208
1138 1 1) 2N 21  od 27 1260 960 2%
1138 058 28 N4l 9 27 126Q 950 3w
1138 845 29 121 9s 28 t2 5% 940 30
11.38 8 e 21 t 25 1299 32 I
"nie 819 300 143 °8 a8 1262 [ 34 348
124 785 360 144 108 1268 49 ER{]
129 80) 326 144 122 22 1273 25 J48
13 892 242 145 N 1] 127 10 2¢ 255
1142 1017 124 145 138 0% 1288 1153 t3e
1147 1115 R 145 142 04 1292 1258 k)
18 1166 -15 145 138 07 1296 1308 -9
1152 1164 -12 145 134 " 1297 1290 -01
M8 1128 26 145 132 13 1296 1257 b
1150 1088 61 145 135 10 1295 1224 7t
114% w072 N 145 16 09 1284 1209 88
11 49 1067 82 tas 136 o8 1299 1203 2
1149 106 88 145 134 1" 1294 1198 ”
11 49 10 82 97 145 134 n 1294 1188 108
" 9232 9 107 104 [o2] 2% 10 26 194
19 %3 207 121 103 18 126 1036 22%
139 32 207 124 102 " 1260 1034 225
"» 226 2" 120 102 19 12 60 10 2¢ 232
119 920 219 121 102 " 1260 1022 238
11 40 1) 20 12t 103 18 1261 1018 245
ux 908 234 21 104 124 1260 1010 251
139 1 3.] 241 121 105 16 1261 10 04 25
"» 894 248 " 107 14 1261 1001 260
ny» [ X.] 2% T2 109 12 1264 997 2684
"N 78 244 144 113 03t 1264 989 278
127 854 27 144 127 17 n7n ?082 290
1M ™am 2% 145 147 -0 127 10 30 248
11 40 [ 2 1] 148 148 161 =18 12608 1182 133
1148 1144 [ 146 168 - 1294 1 -19
1158 1278 -123 148 178 -32 1301 14 % -15%
18 1372 - tag 177 -N 1307 15 48 -241
1164 1407 244 148 N -7 1210 15080 -2n
1164 "o -2 146 174 -29 1210 15718 -284
1965 1IN 228 1468 180 -3 1IN 157 -262
1166 1607 -241 146 184 -38 1312 1590 -278
1187 14 -28% 148 164 -28 1314 1617 303
1169 145 284 148 182 - 1318 1638 -J20
1169 148 -292 146 182 -38 1316 1643 228




191

TABLE 8 (continued)
PROJECTED OASDI INCOME AND COST RATES, 1989-2085 *

1989 trustees’ report

(in percent of taxable payroll)

(Continued)

OAS [ Tow

Com Cont income  Cosl

res  Bawrce rete role  Balerce W o Baisnce
"2 N 107 104 o0 120 0M 194
[ X 104 (F3) 108 ” 1263 1052 amn
35 ' "2 104 v? 1260 109 209
52 "W 121 108 " 126 1087 204
950 190 iFal 108 " 1261 10 38 208
944 106 (K3l 108 18 1261 1080 21
37 203 121 107 18 1261 1044 207
93 109 123 108 13 126 0x» EE
L X ¢] 2118 121 100 14 2e 1023 22
920 x 121 111 "0 1261 103 2%
912 210 144 1138 1768 1027 2%
(3. 23 " 19 16 1278 1028 269
24 21t 148 152 -9 e 1076 205
1037 108 148 168 - 1288 1203 »
1" - 45 144 11 -27 1297 13 -7
1329 -1 80 188 183 -3 1308 1523 21
14 41 276 148 1802 - 11 1823 £ RL
148) -3 148 170 -32 1214 1861 34
1n ~310 148 179 k= 1315 1458 -4
147 -302 148 196 - 1315 16 58 -4y
1404 =213 148 109 - 43 1318 1874 -3%
1508 -39 168 199 - 43 134 1700 -382
1532 -1%% 148 18?7 L2l 1319 1719 -4 00
1542 36 168 187 -4 0 7w 410
58 168 107 roe -02 120 1065 185
96 14 122 113 o8 1285 108 158
1008 135 2 118 or 17 NN 161
109 "2 " 118 (o 7e "y 128
1094 ” 2 12% -0 1264 AR 3} [ ]
1031 .2 122 127 -05 1264 N1 78 ”
10 49 L od 12 130 -0 176 " [ ]
10 44 ” 22 14 -1 1204 um»n [ ]
10 41 102 122 " -17 1264 U110 25
0 104 2 144 - 1264 ne ”°
105 ” 144 148 ~0d 172 um ”
018 117 145 164 - 18 127 11802 »
1051 9" 148 190 -6 7 1244 48
"we2 -3 148 21 -4 1298 19 -9
an -218 147 2 -76 1307 1602 -2m
"wn -0 147 2> -92 13 w2 “M
1742 -582 147 241 -n 1328 38 -4 55
158 40 148 28 - N 2 -782
"2 732 148 247 -9 0N 2180 -
1904 -792 140 26 -113 e 20 -90%

© 48 148 2n0 -1 1347 D8 0
nmn 987 148 amn -1 138 248 1110
ne -0 148 28 =119 135 2387 -n».
262 -1 4 14 28 -1 19 162 2028 -126r

Nose Totak 60 a0t Receasanty squel the sume of rowaded COMpPOREaLs. -
. The incoma rate is defincd as the sum of the OASLI

combined employee-employer contribution rate (or the
payroll-tax rate} and the rate of income from taxation of
benefits. It excludes reimbursements from the general fund
of the Treasury for the costs associated with spzcial monthly
payments to cert¥im Uninsured persons who attained age 72
before 1968 and who have fewer than ) quarters of coverage,
transfers under the interfund borrowing provisions, and net
investment income.

The cost rate is the ratio of the cost (or oiatgo or
disbursements) of the program to the taxable payroll. The
outgo is defined to include benefit payments, special wmonthly
payrments to certain uninsured persons who have 3 or more
quarters of coverage (and whose payments are therefore not
reimbursable from the general fund of the Treasury),
administrative expensas, net transfers from the trust funds
to the Railroad Retirement program under the financial
interchange provisions, and payments for vocatjonal
rehabilitation services for disabled beneficiaries: it
excludes special monthly payments to certain uninsured
persons whose payments are reimbursable from the general fund
of the Treasury, and transfers under the interfund borrowing
provisions. For any year, the income rate minus the cost
rate is referred to as the "balance™ for the year.
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TABLE 9

PROJECTED OASDI INCOME AND COST RATES, 1989-2085,
IN 25-YEAR SEGMENTS »
1889 trustees' report

(in percent of taxable payroll)

OASI o Towl
come  Cowt income  Comt income  Cost
s e Salerce e Batance e e Bolance
113 04 an 13 108 o 1726 e mn
1145 1080 (3] 145 132 ] 1290 1217 n
1160 1082 " 148 138 0 1294 1217 il
1183 84 32 14 108 . 1297 va7 3
t1ap  95) 3.3 139 120 " 1288 1073 218
1148 M 158 1t 128 " IR 174
132 095 2 \ ] 10 172 1265 1018 2%
115) 125 -9 res 172 - 1299 U42) 124
1185 141 -2% 166 101 -3 1 1803 2m
1155 898 1% 14 120 “ 1290 1016 274
118 1038 ” 138 e - 04 1294 1200
187 N se [] 141 134 -1 1296 1308 -10
1M 1 133 23 o 1267 w0892 214
187 131 -1 56 146 m”m -3 130 14 -188
- 208! 1188 1500 AN 148 1] 14 -4t 1318 1807 »372
Valuaton > .
25 yews 1989 201) 1187 929 228 14 13 1" 1291 1082 2
50 years 19692008 1187 1104 2 t 40 148 -09 1296 1282
73 yeors 1989 2063 180 1213 -8 141 188 -17 1302 172 -70
1My 10 101 ! 151 -18 1210 V7
168 1563 I 147 232 ] 1318 -4 79
1198 2104 -908 148 284 BRI | LR ] -0
1183 103 127 134 1% -1 7y uw 110
ye. 165 1267 -102 160 108 -47 1305 1454 '
75 yoors 1989 2083 1973 1473 -2 142 208 -84 1315 1678
"Iacome rates 40 a0t mciede begianag irest fucd belances.
Macome roaes 60 wchude begmning trest fund baleaces.
Note Totsh do adt secemandy squal the som Of rownded componcats.
. The income rate is defined as the sum of the OASULI

combined employee-employer contribution rate (or the
payroll-tax rate) and the rate of income from taxation of
benefits. It excludes reimbursements from the general fund
of the Treasury for the costs associated with special monthly
payments to certain uninsured persons who attained age 72
before 1968 and who have fewer than 3} gquarters of coveragec,
transfers under the interfund borrowing provisions, and net
investment income.

The cost rate is the ratio of the cost (or outgo or
disbursements) of the program to the toxable payroll. The
outgo is defined to include benefit payments, special monthly
payments to certain uninsured persons who have 3 or more
quarters of coverace (and whose payments are therefore not
reimbursable from the general fund of the Treasury),
administrative expenses, net transfers from the trust funds
to the Rajlroad Retirement program under the financial
interchange provisions, and payments for vocational
rehabilitation services for disabled beneficiaries: it
excludes special monthly poyments to certain uninsured
persons whoss payments are reimbursable from the general fund
of the Treasury, and transfers under the interfund borrowing
provisions. For any year, the income rate wminus the cost
rate is referred to as the "balance" for the year.
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TABLE 10 A

PROJECTED OASDI AND HI INCOME AND COST RATES, 1989-2060 *
1989 trustees’ report

. (in percent of taxable payroll)

OASDt . HE TOTAL®
incorna . Cost income  Lont e omer Cot
Calendar yoar rale 18lc Balance ate ralc  Batance 1ale e Balaixe
Allerngirve |
1589 1230 1029 200 290 251 029 1520 1280 240
1990 12%9 1026 233 290 2%9 30 1549 1285 264
1991 . 1259 1012 248 290 282 28 1549 1274 275
1992 1260 999 261 29 2¢7 22 t$50 1266 264
1993 1260 986 27N 290 27y 19 1550 1257 293
1994 1200 974 286 29 2174 16 1550 1248 Joz
1995 1260 960 299 290 27 k] 1550 1237 312
1996 1260 950 3140 290 280 10 1550 1230 320
1997 1259 940 319 290 282 08 1549 1223 J27
1998 1259 932 327 290 284 06 1549 127 13
2000 .. . 1262 91V J 45 290 288 02 1552 1206 e
2005 . . . 1268 89) 376 290 289 o1 1558 1182 376
2010 . 1273 925 Ja8 29 292 - 02 1563 1217 347
2015 . 1279 1024 25% 290 292 -02 1569 1316 25)
2020 . 1266 115) 134 290 302 - 11 1576 1454 t22
2025 . . 1292 1256 36 290 319 -29 1582 1575 o7
200 . Lo 1296 1305 -09 290 335 - 45 1586 1640 - 54
2038 . . . 1297 1298 -01 290 J4a7 -57 1587 1644 -58
2040 . .. B 1296 1257 38 290  35% - 65 1586 1613 -27
2045 . 1295 1224 n 290 60 -70 1585 15A4 [1]]
20% . .. . 1294 1209 86 290 364 -4 15684 1572 12
2055 .. ... . ... 1295 1203 92 29 187 -n 1585 1520 14
2060. .. . .. 1294 1195 99 290 272 - 82 1584 1568 17
Allernatrve II-A
1989 .. ... ... 1230 0% ) 94 290 252 38 1520 1289 2N
1990 . . . .. 126y 1036 225 290 264 26 1551 1300 25
1991 . .. 1260 1034 225 290 2N 19 1550 1305 244
1992 .. . . . . 1260 1028 232 29 279 1" 1550 1307 243
1993 . 1260 1022 238 290 287 03 1550 1310 241
1994 .. . 1261 1016 245 290 296 -06 1551 1312 239
1995 . .. . . 1260 1010 251 290 304 -14 1550 1314 2%
1996 . 1261 1004 257 290 312 -2 1551 1316 234
1997 1261 1001 260 290 J20 -3 1551 1320 2%
1990 . 1261 997 264 29 227 - 1551 1324 226
2000 . 1264 989 2175 290 )42 - %52 1554 $3J 223
2005 ... . 12N 982 29 290 370 - 80 1561 1352 210
2010 o 1278 W0 248 290 405 -115% 1568 1435 133
2015 . 1285 1152 133 290 442 -1582 1575 1594 - 19
2020 . 129¢ 131) -19 290 496 -206 1584 1809 -226
2025 .. 1301 1456 -155 290 560 -270 1591 2016 -4 2%
200 . 1307 1548 -241 290 615 =325 1597 2164 -567
2035 1310 1580 27 29 652 -362 1600 22232 -63)
2040 1310 1575 -264 2% 621 -381 1600 2245 -6 4%
2045 . 1311 1573 -262 290 680 -390 1601 229%) -6 52
2050 1312 1590 -278 290 687 -397 1602 2278 6176
205¢% 1314 16117 -303 290 695 -405 1604 2312 -708
206C 1315 1635 320 290 704 -4 14 1605 2338 -733

* See note on Table 9 for definition of income and cost rates.
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TABLE 10 A

PROJECTED OASD] AND HI INCOME AND COST RATES, 1989-2060 ¢
1989 trustees’ report

(in percent of taxable payroll)

(continued)
OASUI . " TOTAL
hd income  Cost Income  Cost tncome  Cosl
Catendar yeat rate  rate  Balance rate  tale Galance tste  rale Balance
Allcrnative 11 B
1989 1230 11wu6 104 270 293 k24 1520 1249 231
1990 1263 1052 210 29 266 24 1553 1319 235
1991 1260 1055 205 290 2174 16 1550 132¢ 22
1992 . . 1261 1057 204 290 284 06 1551 134 210
1993 1261 1056 205 290 29 -0 1551 1349 202
1994 12€1 1050 21 290 302 - 12 1551 1352 199
1195 1261 10 44 27 290 In -2t 1551 1359 197
1905 1261 1029 222 291 320 - 3o 1551 1352 192
1922 12061 10099 227 2 328 -8 1551 1363 1848
1998 1261 101 230 290 33 - 4G 1951 136} 184
2000 1265 1027 238 290 354 - 64 1555 1381 174
2005 . 1274 1025 249 290 387 - 97 1564 1412 152
201Q 128t 1076 205 290 a2? -127 1571 1503 68
2015 1288 1202 86 290 469 -178 1578 1671 -93
2020 1297 1370 -13 290 526 -236 1587 1896 -309
2025 1306 1523 -217 290 593 -303 1596 2116 -5 20
2020 13117 1622 -3 290 650 -360 1601 2273 -672
2035 . . 1314 1661 -J a7 290 687 =197 1604 2348 -2 44
2040 . 1315 1658 -J4) 290 706 416 1605 2364 -759
2045 . . ... 1315 1656 -Jal 290 715 -4 2% 1605 2372 -766
2050 ... ... 1316 1674 -358 290 r22 -432 1606 2396 -79
2055 . . . 1318 1700 -382 290 7230 -4 40 1608 2431 -823
2060 . 1219 1719 -4 00 290 740 -4 50 1609 2459 -850
Aneinatrve 11l
1989 1230 1065 165 29 259 n 1520 1324 197
1990 1265 1109 156 290 2179 1" 1555 1388 167
1991 126V 1120 148 290 29 -0y 1551 1411 140
1992 . 1262 1137 126 290 305 -15 1552 1642 1
1993 1264 1181 8) 290 324 - 34 1554 1505 49
1994 1264 1178 86 290 J38 - 48 1554 1516 38
1995 1264 1179 85 290 . 355 - 65 1554 1524 20
1996 . 1264 1179 86 290 n - 81 1554 1550 ¢}
1997 1264 1180 85 290 387 -97 1554 1567 -3
1998 1264 118) 82 290 404 -1 14 1554 1587 - 32
2000 1269 1181 68 29 4 40 -150 1559 1621 - €2
2005 1279 1182 97 2N 529 -2239 1569 171t -1 4
2010 1287 124 46 290 640 =350 1577 188¢ =303
2015 1296 1393 -97 2% 172 -4 82 1586 2164 -578
2020 1307 1602 -294 290 942 -652 1597 2544 -9 47
2025 1318 1812 -4 94 29 130 -8 40 1608 2942 -1224
2030 1328 198 -6 55 290 1292 -1002 1618 3275 -16 5/
2035 1334 2096 -762 290 1395 -110% 1624 4N -1867
2040 1338 2169 -89 290 1437 -1147 Y028 3606 -1978
2045 1342 2247 -305 290 1456 -1166 1632 23702 -2070
2050 1347 2349 -10 02 290 1470 -11 80 1637 3819 2182
20%% 1357 2463  -1110 290 1486 -1196 1643 3349 2306
2060 1358 2557  -1199 290 1505 41215 16484062 -24 14

'Cont rates for HY exclude amnunts tequired for trust fund mainicname

"The 1awable payroll for HI 1s somewhat larger than the 131able pasroll for OASDI. because HI covers all Federal
civihian cmplivees, mcluding those hired before 1984, alt State and kwal goverament employees bired afier Apni | 1986,
and railroad employees The diffeeence o relatively small and Jocs rot wgficaniiy afleut the comparons

* Lt s of e Medrate Catastroph Coverage Act of 1988 are not reflected

Note Totah do not acuessanly equal the sums of rovnded Lomponenis

* See note on Table 9 for definition of income and cost rates.
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TABLE 10 B

PROJECTED OASD! AND HI INCOME AND COST RATES, 1989-2060 *
Summarized by 25-year periods

1989 trustees’ report

(in percent of taxable payroll)

OASOt M TOTAL*
income  Cost income  Cost income  Cost
Calendar yoar rale  rate Bslance rale rale Balance rate rate  Balance
1263 947 317 290 282 009 158 1228 328
1200 1217 .7 2% k¥4 - 30 1580 15238 9
1294 1217 .76 290 364 -.74 1584 1582 .02
ange -
25 years 1969-2013 1287  94i 340 J05 282 2 1592 1228 3ed
50 years: 1989-2038 1288 1073 215 298 300 -02 1586 1373 21)
75 years: 1989-2063 1290 1116 1.74 296 319 -23 1566 1435 1.5t
Arematve II-A
25 year subpenods:
1989-2017.. o 1265 1016 2% 290 J 40 - 50 1556 1358 200
2014-2038 .. 1299 W20 -1.24 29 5%8 -268 1583 1980 3N
2039-2063.. 1.1 1603 -2 290 688 -3.98 1602 2291 -6 89
Vahaadon rangest:
25 years' 1989-2013 1290 1016 274 305 340 - 35 1595 1356 239
50 years. 1989-2038 1294 1200 54 299 439 -1 41 1592 1639 -47
75 yoars: 1969-2063 1298 1308 -.10 296 508 -2.10 1595 18.14 22
ARematve i-8°
25-your subperiods®
19892003 .o 1267 1082 214 291 38) - 62 1557 1405 152
2014-2008....c oo 1300 1491 -1.88 290 59t 300 1593 2081 -4 88
2039-2063 ..o 13.15 1687 -3.72 29 74 433 1606 2411 805
Vakuabon ranges®:
: 25 yoars 19892013 129 1052 2» 306 353 -47 1597 1405 192
1296 1252 44 299 461 -163 1595 1714 -119
1302 1372 =10 296 534 =237 1588 1906 -308
1270 18?7 83 29N -16) 156% 1648 - 80
1315 1795 -4 79 290 1116 -826 1606 291 -130%
1346 2368 -1022 290 1472 -11.82 1637 3840 -2203
1297 V107 110 307 454 -1 47 1604 1641 -3
S0 years: 1909-2038 1305 1454 -1 48 300 744 -4 45 1605 2198 -593
75 yosrs' 1989-2063 1315 1678 -363 298 922 -6 26 1613 260 -989

‘Con rates for Hl eaclude amounts required for Lrust fund masnicnace.

The waadie payrcll for HI is somewhast larger than the taxsdle payroll for OASDI, because HI covers all Fedenal
cmilian employees. including those hired before 984, all Swte and local government employees hired afier April |, 1936,
and ruiroad employees. Thas difference 1s relanvely small and does not significantly sffect the compansons.

* Effecu of the M<2xcare Catastrophic Coversge Act of 1988 are not refiecied
‘Income rates ~o mot include beginning trust fund balaaces
o aies wnciude deg g trust fund bal

Note Totals do not acceasanly equs! the sums of rounded components

* See note on Table 9 for definition of income and cost rates.
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TABLE 11
PROJECTED OASDI FINANCIAL OPERATIONS, 1989-2085

1989 trustees’ report

(Constant dollars in billions)
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TABLE 12
PROJECTED OASDI FINANCIAL OPERATIONS, 1989-20066

1989 trustees' report

(Current dollars in billions)
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TABLE 13

PROJECTED OASDI TRUST FUND CONTINGENCY RATIOS,
1983-2060
1983 trustees’ report

(Balance at beginning of year as % of outgo during the year)

Anematve | Ahemnatve li-A Aharnairve 118 Ahecrave Hl
Calercier yoor  OASI Dt Yo OAS! Ot Tol 0OAS Dt Tow OAS O Tow
15 18 15 15 1§ 1% 18 15 15 1% 18 15
2 38 2 38 22 20 30 22 1 ” 21
\ 2 s bel 3 n 22 20 32 21 17 1"
26 35 27 24 n 2% 22 29 Fel 19 bel 11
28 40 29 25 32 2% 23 28 F o n 2¢ 3]
» 50 x ad 3 27 2 ko 24 18 b4l "W
£ 04 14 R 48 a0 28 ] 9 30 E 14
77 13 n 81 [ 54 3 [ M L] E
09 152 104 6 109 72 47 89 st 42 T0 a8
126 188 134 68 138 92 59 1 64 48 [X] S1
162 237 169 130 185 118 75 138 80 58 [ 34 0
20t 297 135 195 140 9 181 [ e [

~
£
~
w
-
2
~
3
-
2
-
s
o
-
@
>
-
-
~
~
>
-
~
-
-~
-

394 300 191 2% 197 130 21 137 126 .
€50 350 222 9% 229 152 240 180 9 Wy 9
495 402 2% T 262 175 262 183 105 158 110
S35 457 291 340 298 200 208 118 &4 20
74 S13 3N 332 227 297 21 132 69 1%
631 5711 366 397 30 €3 329 261 WS 187 48

725 689 445 454 446 309 9 17 w12 M2 W7
T61 748 485 4Y5 484 338 396 45 187 21 V%O
792 525 49t S2v 36?7 409 372 200 22

819 861 565 503 557 392 419 299 215 218
842 915 603 512 591 425 425 428 n?

B97 1055 704 526 SB0 501 431 491 260 193 28!
983 1,395 792 532 797 427 544 263 %21 248
1008 1262 835 767 556 405 538 204 ¥ M
1,216 1305 766 741 507 390 494 »” ) LM
1400 1366 723 S17 708 442 393 AW * " o
1542 1458 s95 615 372 374 ] v} X
1652 1601 662 596 855 08 e 4 (r 0
1743 1759 642 587 636 245 339 258 ) ¥ ]
1853 1906 815 5SS g1t 170 Nt 192 [ S T
1,965 2040 85 580 106 284 128 “ ) 0
2006 2180 544 590 549 3260 o4 £ (VI VR

] (] (v L} [wi m 0 M 2028 2021 2027
1The (und m projecied 10 be exhausted and 6ok 10 recover defoce Lhe end of Lhe projecuon penod
“The fund u POt progecied 10 de exhausied withia the projecbon penod.

Note The defiruuons of aliernsuves 1, 11-A. 11-B, and 111, s8d trust fund rauo are ted n Lhe 1eat The OASDI
ratos shown afier Whe year 8 pven (und ¥ projcied 10 be exhausted are theor and are shows fur wiormabonal

purposcs only.
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CHART 14

PROJECTED OASDI TRUST FUND CONTINGENCY RATIOS,
1988-2065
1989 trustees’ report, intermediate II-B projections

(Balance at beginning of year as % of outgo during the year)

900%
LONG-RANGE CONTINGENCY FUND RATIO
BASED ON ALTERNATIVE li-B
600 ud
wo -
200 =
° 1 1 1 1
1980 2000 2020 2040 2060
TABLE 14
PROJECTED OASDI TRUST FUND CONTINGENCY RATIOS,
1988-2085

1989 trustees’ report

(Balance at beginning of year as % of outgo during the year)

Allernairve | Allernative 1i-A Alternatve I8 Alternatrve Hi

Calendar yesr  OAS! Or  Towt OASI DI Towat OASI Dt Towt OASI O Tow
1989 . 59 39 57 59 38 s? 59 38 57 59 37 57
1990 .. 82 a 79 82 44 78 a1 L k] 7”7 77 7 73
19917 108 69 104 108 62 101 102 60 98 92 49 .14
1992 136 96 132 131 82 126 124 76 120 106 48 100
1993 167 124 163 157 101 152 146 N 141 118 50 1t
1994 200 154 196 186 120 179 170 108 164 130 48 21
1995 236 189 2N 215 138 207 195 122 188 142 43 13t

214 268 248 158 236
242 307 277 168 265

627 918 €696 171 629 102 505 234 Y 147
643 904 632 ) 566 13 48 1 ) 3

684 895 554 vl 4N ) 338 [0 ‘) )

53 912 a9 (418 { 239 (") ") ")

818 963  41) () 349 () 143 ('} " M

857 1028 48 ) 280 ‘) 44 () Ri ")

898 1,091 216 () 202 [§] (") (") ] *) ")

948 1150 194 (y 18 (") () ) ) ') )

1,008 1,212 104 4] 25 (] 4] [§] () ') ")

1,061 1,281 7 {4} Q] ¢} [{] " “ ') ¢
P m [v] (M 2085 2029 2060 2049 2025 2046 2029 1998 2025

'Thehnduemumedlobeuhmueduthzymma(hhtkuofmubk.
The fund 1 a0t estimated 10 be exhsusied withia the projection penod.
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TABLE 16
PROJECTED OASDI AND lI SHARES OF GNP, 1989-2063

TABLE 15

PROJECTED OASDI PAYROLL TAXES & INCOME FROM T.
1989 trustees’ report

BENEFITS, 1888-2063
1989 trustees’ report

107
1102
110t
1107
1102
OASDY

1101

(in percent of taxable payroll)

wieresl Outgo  ance

¥y 1989 2063
e

Caiende you

Brsimey.
1989 .
75 yoars 1989-2063 .
Alernabve §-8
25 yetrs 1989 2013
50 yoars 1999-2038

75 yoary 15892063
Anernavve %
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50 yeorsy 1909 2038

7
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TABLE 16 (continued)

PROJECTED OASDI AND 111 SIHARES OF GNP, 1989-2003
1889 trustees’ report

(continued)
Perceniage of GNP
DASD - TOTALY
g 8- Ba g L
wchudng axchng n
sivest Ouvigo  ance  meresl Ougo e mherest Ovigo  ence dolan
41 49 oW 132 118 on? bel 9 104 3520
o N [J] 1R 1 1" [ ™ 102 3150
a7 4% " 132 128 o7 3] [ o ”» 1084
“ 480 [ 34 132 2 [} . - ” €264
“ 4% (34 " 133 -01 144 ”n » 8684
“w % 0 131 137 -08 7”7 2] [T RY ]
“ a5 ” 131t .09 ” " [ X
" L] ”» 3 145 -3 7 » [ >3 0008
“ ” 131 teg -7 ” (13 % e
a3 ” N 12 - ” ” 7”7 124
“ 445 10 131 160 -29 o4 73 10mMm
a7 aar 108 10 174 -as e 18 2 1388
@8 4t »% 130 191 -6t 8 50 2% 116
43 510 3 126 207 -7 n [T 2T TR TR 11 Y
4 s1s -3 127 231 104 byl e <135 M
4 89 -92 128 257 112 87 0 223 o
3 664 -1 123 280 158 8 4 284 5438
% 677 -14) 12) 291 -1¢e8 s 0 2312 1S
» 8 1 122 2% 178 2 e 315 M
bs] 3 -18 121 298 'he a8 61 313 121832
20 8 14 120 298 178 40 62 -122 148
1 667 v %1 119 299 1% » 88 -132 20783%
. n ees 1§72 11 200 182 2 8 -3 1154
Summanzed retes
25-yerr 1969 201) s34 a5 103 18 159 - 895 €1 2 .e-
50 SN 1’ 132 204 -72 02 73 -9 -
LI AN 1 129 22 10 s70 102 -122 .-
9 e el 13 110 4 ” ”» 0 5088
“ arm (] 120 128 o 75 (-] 12 5.5
» ax E 1% 130 [ 10 L] s
©0 m $2 1% V2 n » s an
a2 sSo8 24 10 Va8 7 83 [T Y )
» 30 Eol . L] (% . 13 69
37 303 M 128 158 (.3 " [ 1644
X 504 » 129 1¢8 [ “w -0 7.980
» 508 ko3 2 N [ n -0 sene
» o n 13 1% “ n -1 2087
@ 504 » 3 1w 00 700 -3V 10205
» an 12 0 o 1B oM eI
» S8 " 27 2 7N 1 18458
3 SN - 123 I 37 908 24 '8
0 831 10 Iw 52 1030 )M MEn
X 18 1N 1217 47 4 1M 550 436%0
2 T Qe 119 822 42 1313 47 w2
19 s -39 1 S68 -448 % IR 74 NN
12 2 30 116 8575 49 o d <779 104784
[ 9 J $14 S0 460 2 -80) 137.308
3] 378 113 872 A% 13 -84 V79100
4% 0 4 111 S0 4% or -0862 133%%2
4% 926 4an 10 500 4% [ 495 24
Summeraed raves *
25-yeor 1909 201) S5t 304 (14 1% 201 -6 o -18
$0-yoor 1509 2000 460 401 -1 1% I 1% (1) -5
IS yeur 19082083 $0 67 -14 122 308 20 (X1] 08

‘Effevta of the Medrcart Coatropher Corerage Act of 1981 are not reflecied m Lhes sobie

TABLE 17

PROJECTED OASDI BENEFIT AMOUNTS
& REPLACEMENT RATES, 1989-2085
1989 trustees’ report, intermediate 1I-B projections

(Benefits as a % of pre-retirement earnings)

CURKENT DOLLARS COMSTANT DOULLARS' PERCENT OF EARNINGS
Catonder Man- Mam
your Low  Average [ Low'  Average o Low AversQe —
Age-83 retrement

1909 5014 0022 10795 (303 8022 10794 378 4 10
1990 2% 085? 172 031 8208 "o %y a2 44

1994 o 11058 15352 212 0809 11959 458 @S ol

2000 1503 14.309 04824 42 1182 13208 b1l “@s 25
200% 10 840 17 903 26753 105 1422 14082 93 01 Eskd
210 135% 22302 400 LM 882 14996 21 7 32
2013 17 842 45 450 [Feld 10 304 18159 21 »7 %7
22409 37 088 58 088 6557 10032 17083 Sre 2 %5

2028 27308 45102 71 089 6359 10033 17079 ) »e 240
2030 35354 92070 § 980 1" 11768 483 % 240
45 768 7559)  t191e9 7427 12208 9334 @ »e 0

59254 87867 184279 7903 13082 20476 @3 B 40

2048 74720 14710 4 410 13490 21996 e »e 240
J20 184008 238 801 94y 14700 300 " B9 240

2048 128870 212365 14760 22 1377 24794 "o 1 240
106 274900 NI 10132 18738 283 “a 3 240

2088 213504 )93 940 380074 10780 17 807 29 083 a4 »ne 240

*Estaingt equal 10 43 percent of average
"harmags equal 10 Ihe SSA coniribution and bracliy bese
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TABLE 18

FINANCIAL OPER.ATIONS OF OASDI TRUST FUNDS, 1860-88

{tn mabons]
Income Dsbursements
Payments
N 0 k:'m' nm\; Transters
om taxa:  Qener Agrr R, Iteriund Mot Funds o
Net contn- won of of the Net Beneld uatve b 9 n ond ot
Frscal your* Tots! Bbutions® T Y 3 Totat payments*  expenses program  wanslers* n funds ponod
Past sxpenence
1960 ... $11,394 $10.030 - - $564 $11.608 $10.796 $234 $574 - ~-$212 $22.996
17.681 17.032 - - 648 17,456 16.618 e 459 - 224 2,187
36.127 34.096 - $458 1572 30.275 29,061 623 589 - 5.051 37,720
66,677 63,374 - 499 2.804 64,658 62.547 1.101 1010 - 2018 48,10
117.427 114413 - 675 2339 118.548 115,624 1,494 1.430 - -1,121 32246
134,565 131,606 - 670 2.209 139.584 136,267 1.203 1614 - -5.019 27228
148,027 14511] - 84] 2072 155 963 152.097 2.048 1.820 - ~7.938 19.290
170,280 155,183 —_ 7.0 7,225 170,058 165,569 220 2279 $12.437 12,650 21950
178.461 172,946 $2.275 125 J4 176.109 173,503 2170 2426 - 262 R2.n2
197,885 192181 3.268 105 221 188,504 162.959 2.192 2333 -1.824 7538 39.750
215,461 205,148 3.558 3310 J.447 196,230 192 069 2.209 2633 -10,61) 8117 45,007
226,093 218,878 3.307 69 4638 207,323 202,430 2279 2614 - 19.570 85.437
258,09C 248,145 3,390 55 €.500 219,290 213,907 2532 2,851 - 38,800 104,237

‘Under the Congresnonal Budget Act of 1974 (Public Law 93-344), fiscal years 1977 and
later conmst of the 12 r..unths ending on Scpiember Y0 of cach year The st further provala
that the calemdar guarter July-Scpiember 1976 i a perrd of transition from fiscal year 1976,
whah caded on June 30, 1970, to fiscal year 1977, whnh bogan on (Outober 1, 1976

*Uogmemng m 198, includes g nt contr oa & J wage credits for military
serviee i 1937 and later The amount shown for 198) inciwdes, n addion 10 the annual
contributions on 1983 wage credis, a aet amount of 35,790 milbion representing (1) retroeciive
contrhutions on doemed wage credits for muliary scevice n 1957-82, iess (2) alk b

hod of 4

for 1ra d m the 1970 Annual Repor:
Reginming m 198). those figures reflect Nymenls fmm & burrowing trust fund 0 s kndun‘ tus
fund fur interest on amounts twed wider the ntcrfuad b Abao, b g
n 198), interest pasd from the trust funds 1o the genceal fuad of the 1 reasury on sdvane fan
tamfen B rcfliccicd The amount shown for 1983 wclwbes 37,337 sullion tn micrent on (1)
felram tive government contribuhions on deemed wage credits for mbit-cy scrvice w 1937-82,
and (2) unncgotiated benefit checks nsued before 1983 The amownt showa for 1984 sacludes aa

reccived prue 10 198) for the come of such creadns An ady o thexe )
3528 nullw was tramlerred 10 the trust fumds from the gencrsl fuad of the Lrcasury in 1984

*lncludes payments (1) :n 194732 and 1n 1967 and later. for custs of nonconinbutory wage
credns for mibary service performed before 1957, (2) in 1972.8), for cints of Jcemed wage
credins (or milnary wrvice performed aficr 1936, and (3) in 1999 and later, (or costs of benelits
10 Leriain uninsured persons who atiamned age 72 before 1968

*Net snterest includes net profits or losses on marketable vesiments Beginming n 1967,
adminiirative eapcascs ar charged currently 10 the tirust funds on 8a estimated baus, with s
Ginal sdpustinent, inluding micrest, nunle in the followmg fiscal year The amounts of these
wnteren sdjusiments sic uwiluded n net intercst For years prar 10 1907, 8 descnpton of the

of $1.901 authon on g on wage Credus bow
military scevice wn 1937 83 The amounts shown for 1983 aad 1988 include micrort sdpntments
of 391) aullen and S11 S mullum. roxpeciively, on wencgiiiated chechs maucd bofive Aprdd
1953

*D g w1967, mclud peyments foc | rehabel: services [ hed 10
dnuhlcd penons -tcuvmg i of their dinatul 5. g = 198, e
of for d benefit chevks The amount shown for

98} s nductd by 3336 mutlion (or all unnqo!wcd checks wwwed beture 193), reductions w
t years sre rclatively small
'I'ovlavt figure represents amounts leat 1o the OASE Trust Fund fraem the HIE Trow Fuad
' figures cep tepand from the OASE Trust Fund tw the 111 Lruat Fond

202



TABLE 19

Estimated operations of the 0ASI, DI, snd H! Trust Funds under present lew on the basis of the
1983 Trustees Report alternative I1-B ssaumptions, calendar yeers 1982-92

(Amounts in billions)

Interfund borrowing

Celendar Income Outgo trenafers 1/
yesr 0AS! 0l 0ASDI HI Total 0AS] oI 0ASOI Hl Total 0aS1 [ Ml
1982 $125.2  $22.7 $1a7.9 $38.0 $185.9 $142.1 $18.0 $160.1 $36.1 $196.3 $17.5  -$5.1 -$12.4
1983 151.a 20.9 172.2 aa.7  216.9 151.6 17.9  169.5 al.2 210.7 -— - -
1984 163.9 17.1  180.9 4%.6  226.5 162.3 18.0 180.) 46.6 226.8 -.5 —_ .5
1985 180.4 18.3 198.7 51.3  250.0 175.2 18.6 193.8 52.3 286.1 —_ — ——
1986 194.2 19.6 214.5 s8.a 273.0 190.2 19.6 209.9 8.0 267.9 -1.1 -— 1.1
1987 210.2 21,0 231.2 62.5 293.7 204.6 20.6 225.2 6a.1 289.2 -2.4 — 2.4
1988 239.7 3.8  263.4 66.0 329.5 219.2 21.7 240.8 1.0 311.8 -8.4 —_ 8.4
1989 259.5 25.5 285.1 70.0  355.0 233.6 22.9 2%.5 8.4 334.8 -5.1 5.1 -—
1990 283.1 30.7 313.8 73.9 387.7 248.4 26.3. 272.7 86.6 3%9.) —_ -—- —
1991 305.2 33.a 338.6 77.8  &l6.4 263.9 25.9 289.8 95.1 384.9 -— —_ ——-
1992 39.5 36.1  365.6 81.8 4ar.a 280.0 27.7 307.7 10a.5 al2.1 — — —

Net increase Funds at end Assets at beginning of vesr es &
in funds of year percentage of outgo durl or
QASI 01 DASO1 H1 Totsl 0ASI o) QASDL _ HI Totel 0AS1 DI 0ASDI Hl fotsl
19682 $0.6 -$0.4 $0.2 -$10.6 -310.3 $22.1 $2.7 $2a.8 3$8.2 $32.9 152 17% 15% 52% 2%
1983 -3 3.0 2.7 3.5 6.3 21.8 5.7 27.% 1.7 W2 15 15 15 20 16
1964 1.0 -.9 .1 -5 -.4 22.8 a.8 27.6 11.2 8.9 20 8 22 25 23
1985 5.2 -4 4.9 -1.0 3.9 8.1 a8 32.5 10.2 a7 20 3 21 21 2
1986 3.6 (3/) 3.6 1.5 5.1 31.7 4.4 6.1 11.8 479 22 2 3 19 22
1987 3.2 .4 3.6 .8 a5 .9 4.8 ¥.1 12.6 352 r3 28 23 18 22
1968 12,1 2.1 14.2 3.5 177 46,9 6.9 539 16.1 70.0 ) 30 28 8 23
1989 20.¢ 7.7 8.6 -8.a 20.2 67.8 14,6 82.4 7.8 90.2 28 38 2 21 27
1990 3.8 6.3 4al.1 -12.6 28.5 102.6 21.0 123.5 -a.9 118.7 35 69 38 5 n
1991 al.a 7.4 4.8 -17.3 3.5 143.9 28.4 172.3 -22.2 150.1 47 9 5t -5 37
1992 49.5 8.4 57,9 -22.7 3.2 193.5 3.8 2)0.2 -44.9 185.4 % 1 [ =21 a2

1/ Pomative figures represent emounts
negetive figures represent
2/ Assets at beginning of yesr sre define

smounts losned by

respectiva OASI and DI advence tax tranafers for Jenuary.

3/ Between $O and -
The estimate

Note:

$50 mallion.
d operations for HI and for OASDI and HI combined 1n

HI Trust fund would be depleted 1n that year under this net of sssusptions.

borrowed by the truat fund or recoveries of prior loens to other trust funds;
the trust fund oc repsyments of prior loens from other trust funds.
d for the DASI end DI Trust Funds ss aasets at end of prior yesr plis the

1990 and lster are theoretical beceuse the

Sociel Security Administretion

0ffice of the Actuary

June 28, 1983

€02



TABLE 20

Estimsted operstions of the 0ASI, DI, and HI Trust Funds under present law on the besis of the
1983 Trustees Report slternstive 1II assumptions, celendar yeers 1982.92

(Amunts in billions)

Interfund borrowing
Cslender Income Outqo trensfers 1/
esr OASl (02 OASOI Ml Totsl OASt DI 0ASDI Hl Totsl OASI oI H1

1982 $125.2 $22.7 $147.9 $3820 $165.9 $142.1  $18.0 $160.1 $36.1 $196.3 $17.5  -$5.1 -$12.4

1983 150.3 20,7 171.0 4.4 215.4 151.7 17.9  169.6 41.2  210.8 — - -
1964 159.6 16.7 126.3 44,3 220.8 162.5 18.0 180.% 4.8 227.a — J— —
1985 177.5 18.0 195.5 50.5 246.0 174.5 18.6 193.2 sa.1  247.2 — -— ——-
1986 195.2 19.6 2148 s8.2 273.0 187.3 19.% 206.8 61,9 268.7 — -— j—
62.6 2971.% 206.3 211 227.4 70.5 297.9 -12.4 - 12.4

1987 213.5 21,3 2%4.8 R
1988 206.5 26,4 270.9 66.5 337.4 224.4 2.7 247.0 80.4 327.4 - —— —-
1989 269.5 2.4 2959 70.2  66.2 242.$ 24,4 267.0 91.2 )3B.1 -5.1 s.1 —
1990 296.3 32.0 >28.3 73,7 402.0 %1.2 26,4 287.6 103.3 390.9 —— — -—
1991 321.4 35.0 356.4 6.7 a33.1 295.3 9.4 324.6 116.3 4s1.0 -——- e ——
1992 3a71.2 37,9 385.1 P56 36.2 31.8 38.0 130.7 478.7 [ -— -
Net incresse funds at end Assets at beginning of year as »
in funds of year percentage of outgo during yesr2/
0ASI 1)1 0ASD! _ HI Totel 0AS1 ol 0asSDI _ HI Totel 0ASI DI OASCI _MI Tot sl
1
1982 $0.6 -30.4 $0.2 -$10.6 -$10.3 $22.1 $2.7 %24.8 %8.2 $32.9 155 17% 15% 528 2%
1983 -1.4 2.8 1.8 3.2 4.6 20.6 5.5 2.2 11.8 3.6 15 15 15 20 16
1934 2.9 -l.4 -A) 2.3 6.6 17.7 4.2 219 9.1 3.0 19 b2 21 22 n
1985 3.0 -7 2.3 -)6 -1 20.7 3.5 28.2 5.5 29.7 17 29 13 17 18
1986 7.9 ) 8.0 3.7 & 28.6 3.6 .2 1.8 X.0 18 5 19 9 17
1987 -5.2 2 -5.0 A -5 23.8 3.8 27.2 6.3 3.6 21 24 21 3 17
1988 22.2 1.7 23.9 -13.9 10.0 45.5 5.9 S1.1  -1.5 435 18 24 19 L} 16 !
1989 21.9 7.1 2.0 -20.9 8.0 67.4 12.6 80.0 -28.5 51.6 26 30 27 -8 18
1990 35.2 5.6 40.7 -29.6 11.1 102.6 18.2 120.8 -38.1 62.7 b 56 3% -28 19
1951 26.2 5.6 3.8 -».7 -71.9 128.7 23.8 132.6 -97.7 54.8 L] 70 a5 =50 20
1992 31,0 6.1 37.1 -31.2 -i8.0 159.7 30.0 189.7 -148.9 40.8 48 83 51 -7 17

1/ Positive figures represent ssounts borrowed Dy the trust fund or recoveries of prior losna to other trust funds;

- negative figures represent ssounts losned by the trust fund or repayments of prior loens from other trust funds.

2/ Aosets st beginning of yesr are defined for the OASI and DI Trust Funds es sssets at end of prior year plus the

~ respective DASI snd DI advence tax trensfers for January.

Note: The estimated opsretions for HI snd for OASDI snd HI combined in 1988 and later are theoretical becsuse the
KI Trust Fund would be depleted in thal yesr under this set of essumptions.

Socisl Security Administretion
0ffice of the Actuary |
June 28, 1983
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Table 21.--Estimated operations of the OASI and DI Trust Funds under present law
on the basis of the alternative II-B assunptions from the 1989 Trustees Report,
fiscal years 1988-98

(Amounts in billions)

Fiscal Income Qutgo
year OAS1 DI OASDI 0AS1 DI OASD1
1988 ) $235.7  $22.4 $258.1 $197.0 $22.3 $219.3
1989 262.4 264.7  287.1 208.9 23.3  232.2
1990 284.2 28.7 312.8 223.9 24.8  248.7
1991 308.6 31.8 340.4 239.9 26.3 266.2
1992 330.9 346.0 365.0 255.5 28.0 283.5
1993 359.2 36.9 396.1 271.¢ 36.1  301.8
1994 387.7 39.7  427.4 288.1 32.2  320.3
1995 4i6.4 42.6  458.9 304.6 34,5 339.1
1996 447.4 45.6 493.0 321.9 37.1  359.0
1997 479.4 48.7 528.1 340.0 39.9 379.9
1998 513.8 52.0 565.8 359.2 43.2  402.4
Assets at beginning of
Net increase Funds at end year as a percentage
in funds of year of outgo during yearl/
0AS1 DI OASDI _OASI D1 OASDI _0AS1 DI 0ASDI
1988 $38.7 $0.1 $38.8 $97.0 $7.3 $104.2 37s 39% 37
1989 53.5 1.4 54.9 150.5 8.7 159.2 54 38 53
1990 60.2 3.9 64.1 210.7 12.5 223.3 75 42 72
1991 68.6 5.6 74.2 279.4 18.1 297.5 96 55 92
1992 75.4 6.0 8l.4 354.8 24,1 378.9 117 72 113
1993 87.5 6.8 94.3 442.3 30.9  473.2 139 88 136
1994 99.6 7.5 107.1 541.9 38.4 580.3 161 104 156
1995 111.8 8.0 119.8 653.7 46.5 700.1 186 119 179
1996 125.5 8.5 134.1 779.2 55.0 834.2 211 133 203
1997 139.4 8.8 148.2 918.6 63.8 982.5 237 145 228
1998 154.6 8.9 163.5 1:073.2 72.7 1145.9 264 155 252

1/ Assets at beginning of year are defined for the OASI and DI Trust Funds as
assets at end of prior year plus the respective OASI and DI advance tax
transfers for October.

Social Security Administration
Office of the Actuary
May 19, 1989
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Table 22.--Estimated operations of the OASI and DI Trust Funds undecr present law
on the basis of the alternative II1 assunptions from the 1989 Trustees Report,
fiscal years 1988-98

(Amounts in billions)

Fiscal Income Qutgo
year 0AS1 D1 OASDI 0AS1 D1 OASDI
1988 $235.7 $22.4 $258.1 - $197.0 525.3 §219.3
1989 258.5 24.3 282.8 209.0 23.7  232.7
1990 273.3 27.5 300.7 225.4 25.7 251.0
1991 297.3 30.5  327.8 2444 27.8 272.2
1992 322.4 32,8 355.1 265.1 30.5 295.5
1993 342.7 34.5 377.3 | 286.9 33.6 320.6
1994 370.0 36.9 406.9 307.3 36.9 344.2
1995 398.4 39.4 437.3 327.9 40.5 368.4
1996 428.3 41.9  470.2 349.7 44.6  394.3
1997 460.0 44.3  504.3 372.5 49.2  4621.7
1998 492.8 46.7 539.6 396.7 S4.4 4511
Assets at beginning of
Net increase Funds at end year as a percentage
in funds of year of outgo during yearl/
OAS1 DI OASDI OASI DI OASD1 OAS1 D1 OASDI
1988 $38.7 $0.1 $38.8 §97.0 §$7.3 $§104.2 3N 39 3N
1989 49.5 .6 50,1 146.4 7.9 154.3 54 37 53
1990 47.9 1.8 49.7 194.4 9.7 204.1 72 37 69
1991 52.9 2.7 55.6 247.3 12.4  259.7 87 42 82
1992 57.3 2.3 59.6 304.6 14.7 319.3 101 47 95
1993 55.8 .9 56.7 1360.4 15.6 376.0 113 50 107
1994 62.7 (2/) 62.7 423.1 15.6 438.7 124 49 116
1995 70.5 -1.1  69.4 493.6 14.5 508.1 136 ° 45 126
1996 78.6 -2.7 715.9 572.2 11.8 584.0 148 38 136
1997 87.5 -4.9 82.6 659.7 6.9 666.7 161 30 145
1998 96.2 -7.7 88.5 755.9 -7 7155.1 173 18 155

1/ Assets at beginning of year are defined for the OASI and DI Trust Funds as
assets at end of prior year plus the respective OASI and DI advance tax
transfers for October.

2/ DI income and outgo differ in this year by less than $50 million.

Note: The estimated operations for DI, and for OASI and DI combined, in
1998 and later are theoretical because the DI Trust Fund would be
depleted {n that year.

Social Security Administration
Office of the Actuary
May 19, 1989



Table 23.--Estimated operations of the OASI, DI, and HI Trust Funds under present
law on the basis of the President's Fuoal Year 1991 Budget assumptions,
fiscal years 1988-95

(Amounts in billions)

“Fiscal Income Outgo
year OAS] DI OASD] H1 Total OAS1 DI QASDI HI Total
1988 $235.7 $22.% $258.1 $68.0 $326.1 $197.0 $22.3 $219.3 $52.7 $272.0
1989 260.5 8.5 284.9 75.1 360.1 209.1 23.4 232.5 58.2 290.7
1990 2817 28.5 310.2 80.5 390.6 223.5 25.8 288.3 63.6 311.9
1991 310.3  32.2 3m2.5 86.9 429.4 238.4 26.3 268.7 66.6 331.3
1992 335.8 34,7 370.4 93.9 A6 252.9 28.0 280.9 74.1  355.0
1993 366.0 37.8 403.8 101.6 505.5 267.9 29.9  297.7 80.8 378.6
1994 354.8 NO.7T N35.5 108.9 5844 282.8 31,9 318.7 88.1 502.8
1995 421.4 33.8 364.8 115.3 580.1 297.6 3%.0 331.6 95.7 &27.3
Net increase Funds at end Assets at beginning of year as a §
in funds of year percentaze of outgo during yesrt/
QASI DI QASD I HI Total OASI D1 OASD1 H1 Total OASI DI H1 Jotal

1988 $38.7 $0.

-

$38.8 $15.3 $54.1  $97.0 47.3 $108.2 $65.9 $170.1  37% 392 378 96% 498

1989 51.4 1.1 52.3 16.9 69.3 148.3 8.4 156.7 82.8 239.4 Sk 38 53 13 65
1990 58.2 3.7 61.9 16.8 178.7 206.5 12.1 218.6 99.6 318.1 s X0 71 130 83
1991 71.% 5.8 77.8 20.3 98. 278.4 17.9 296.3 119.9 816.2 o8 53 90 189 102
1992 82.8 6.7 89.5 19.8 109.3 361.2 24.6 385.8 139.7 525.5 118 72 13 162 123
1993 98.1 7.9 106.1 20.8 126.9 459 .4 32,5 1391.9 160.5 652.3 143 90 138 3 s
1998 112.0 8.9 120.8 20.8 141.6 571.3  41.8 612.7 181.3 798.0 17V 110 165 182 168
1995 123.8 9.3 133.2 19.6 1152.8 695.1 50.8 735.9 200.9 946.8 200 129 193 189 192

1/ Assets at beginning of year are defined for the OASI and DI Trust Funds &3 assets at end of prior yw, plus
tl'ie respective OASI and DI advance tax transfers for October.

Social Security Administration
Office of the Actuary
January 11, 1990
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TABLE 24

CURRENT LAW PROJECTIONS OF THE OLD=-AGE AND SURVIVORS INSURANCE
AND DISABILITY INSURANCE TRUST FUND OUTLAYS, INCOMES, AND
BALANCES UNDER CBQ’S BASELINE SET OF ECONOMIC ASSUMPTIONS

(By fiscal year, in billions of dollars)

——ee LT )

FISCAL YEARS 1989 1990 1991 1992 1993 1994 1998
OABI
TOTAL OUTLAYS 210.1 224.8 240.2 2B55.5 271.6 287.9 05.0
INCOME a/ 261.5 286.8 309.3 334.6 362.2 2J92.0 4232.4
- YEAR-END-BALANCE 148.3 210.3 279.3 250.4 449.0 583.0 671.4
START OF YEAR BALANCE
AS PERCENT OF OUTLAYS b/ 54 74 96 117 140 164 190
.DI
TOTAL OUTLAYS 23.5 24.9 26.5 28,1 29.9 31.8 33.8
INCOME a/ 24.6 29.0 .9 4.8 37.2 40.2 43.4
YEAR-END-BALANCE 8.4 12.4 17.9 24.2 31.5 40.0 49.¢
ETART OF YEAR BALANCE .
AS PERCENT OF OUTLAYS b/ as 42 55 72 90 108 127
OASI AND DI
TOTAL QUTLAYS 231.6 249.7 266.0 2831.7 J01.5 319.7 338.8
INCOME a/ 286.1 315.8 341.2 36%.1 399.4 422.2 466.0
YEAR-END-BALANCE 156.7 222.7 297.2 382.6 480.6 593.0 721.0
START OF YEAR BALANCE
AS PERCENT OF OUTLAYS b/ 53 n 92 14 136 159 184

SOURCE: Congressional Budgat Office estimates based on January 1990 baseline
assunpptions.

a} Income to the trust funds is budget authority, and includes payroll tax
receipts, interest on investments, and certain general fund transfers.

b/ 8tart of year balances are computed as the balances at the snd of the
previous year plus the advanced tax transfers on October 1.



TABLE 25
ECONOMIC ASSUMPTIONS, 1860-2085
1989 trustees’ report
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8nd (2) Lhe average annusl Consumer Prce Indes
“The average sanusl nierest rate n (he average of the sominal mterest 1ates, which, m peactce, tre compovaded

mmudly.‘fot special public -debt obligations nsuable 10 1he trust funds in esch of the 12 months of the yesr

pe

between the
percentage increase n res) GNP is assumed 1o con

18 the difl

AulTe
L3

*Through 1998, the rstes shown are crude Civikan saemployment rates. After 1998, the rates are total rates (including

The Contumer Prce Indes 1 the average of the 12 monthly velues of the Comsumer Price Inder for Urban Wage
mudiary penoanel), sdpusied by sge sad sca dased on the csimaied total labor force om July |, 1998

Earners sad Clencal Workers (CPL-W).
*This value 8 briweea 0 G3 perceal and O 03 percent.

This value @ for 2010 The anawal
esch slternative 10 reflect Ihe dependence of ladbor force growth oa the site and age-e

The
*Preluninary.

anausl wage m covered employment,

The ncreases for 2065 are 27, 1 8. 1.3, and 03 percent for siteraatives 1, 11-A, 11-B. sad 111, rexpecuvely
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TABLE 26

ECONOMIC ASSUMPTIONS, 1989-2065
1889 trustees’ report

(GNP & taxable payroll in billions)

Grots
Adusied  SSA average Tuxable natonal inleresirate
Calendar yesr CPI'  wage nde>' payroi* . product
Asrmabve L
1889 . e 100 00 $20.703 $2.284 $5.234 1 0000
990.. 10304 21,807 240 5.584 10885
105 94 2290 2593 $.948 11752
108 &0 24,030 2.7152 $.301 ]
11107 25.125 2911 6.857 13373
11397 8,174 3,072 7.01% 14120
11564 27.207 . 7.384 1.4816
17 9% 28.24¢ 3.400 1.758 15527
1200 23.342 3,569 8,148 1.8291
121 30,475 d.748 8 1.7194
12787 33088 4,148 9.445 1.6890
140 96 40,648 5,341 12.114 24178
18563 49 929 6,759 15.298 J0948
174 83 61,332 8.4 19.059 J 9609
189 74 75.341 10,449 22621 5 0697
20948 92548 12.961 29202 6 4839
mxs 113,688 16.162 4 83053
2553 139,651 20.319 45.94) 10 6302
281 90 171,547 2550 57729 ~ 136080
IN2S 210,728 32,063 12,501 17 4147
J43 64 258 858 40,284 91,093 22 2097
79 4 317,980 50,707 114683 205293
41890 390.60% 63918 144,539 85158
48249 479.818 8(.562 182,179 48.737%
100 00 20,430 2275 £.204 10000
103 72 21.585 2417 5,555 10918
10703 22650 25N 5.894 11831
11028 22.739 2724 6,238 1.22%
11358 24, 2881 8601 13594
118 98 26,057 J.0468 €.982 14455
12047 27,242 3219 1378 4
12408 28,480 3.398 7.793 18477
127.81 29.758 3588 0.232 17100
1184 31,000 3, 8,689 18076
13968 34,070 4222 9.687 20147
181 90 42 968 553 12,711 2684
187.69 53,932 7,139 16,438 J 4680
217 58 87.054 9.048 20,900 4 5480
2222 85.371 11,351 26353 $ 0628
x40 107,410 14,212 3215% 7 8208
135.138 17,858 41,088 02576
9297 170.024 22,824 134543
455568 213818 28.2689 62,197 17 8463
s2812 269,139 J35.697 4 2) 1454
81224 338618 44820 107,143 R13IS17
70975 426,09 58,342 135,208 398178
$38,015 70910 171,113 $2 2252
953.85 674,389 89,272 216,458 499
Ahemative §-8.
1909 oo censes i 100 00 20522 2274 $ 200 1 0000
1990 aras e s s rsar e 104 48 21,583 2.40% 5.530 10968
)1 ) 10918 227117 2.563 5.884 1.1989
1992 e e s 112.89 2293 2,724 6.264 1.2037
1993 110.85 25.275 2903 6.684 14102
1994 e 12343 26.645 309 123 1.5187
L35 - T — 12837 20,068 3.294 7.881 1.322%
L3 OO —— 10 % 29,554 3502 8,068 1.730%
V997 it s e 138 84 31,144 A7) 8.5814 16424
1 o — 144.39 aam 2.9%7 9.124 — 19582
2000 1568.17 1349 4,455 10291 22033
Fo s T —— 190.01 47,051 6.000 13.936 2 9600
2010...... 231.18 60913 7.985 18,640 39781
2018 O 201.2¢ 78.8%9 10.389 24518 § 3410
SRSV — 342.20 102,092 13,419 197 71744
f 1+ D — 41634 132170 17.281 41,598 96373
2030 508 54 171110 22,082 54318 129458
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TABLE 26 {(continued)

ECONOMIC ASSUMPTIONS, 1989-2085
1989 trustees' report

(GNP & taxable payroll in billions)

(Continued)
Gross <
Adwsied  SSA average Tasabie natonst nieresisate
Calenow yeas cer wage noer’ payrod® product tactor
Alternatve 11-8 (Cont :

2035 61828 8221522 $29.028 $71.18% 17 3996
749 80 286.787 37.65) 9321 2323592
91224 371.280 48 732 121,832 3113760

1.109 89 430 665 82.985 158.965 42 1496
1.350 34 622.278 e1.474 207.639 566188
164290 805.61) 105532 271,548 760551
1,998 84 1,042,962 138,739 355.237 1021835
100 00 20.028 2220 $ 066 1 0000
105 84 21.07) 2307 5358 11030
11265 22 35% 2478 5779 12217
11873 23618 26%) 6.178 13513
12568 24 685 2.768 6435 14842
123 26.281 2970 6954 18172
13892 21.762 3178 7484 17473
145 87 29 33% I 7.960 18813
15318 31.022 360 8484 20188
150 82 32.760 28717 9.057 21584
17230 36670 495 10 295 24516
22629 48611 8.01) 14229 3308
2888 64,442 8.12¢ 19,456 4 6345
64 60 85.427 10.761 26.108 83721
470 44 113.248 14,068 4620 87611
609 4 150.125 18293 45 680 120458
766 29 199012 23 78S 60.256 185619
97801 263 820 30 965 79579 2271713
1,248 21 349.733 40,189 104,781 313087
159307 463,623 5$1.914 137,306 4] 0468
20232 614,601 66 780 179.180 53 1658
2594 94 816.745 85804 23).552 013757
331t 88 1.080.068 310,445 04,882 1118048
4.226 89 | 431,787 142,168 99 234 153 8324

‘The Cl‘l M (1] ld)w OASDI henerits 1 the Conumer Prce [ndea for Urhan Wage Earncry and Clerwal Workers
(CP1-W), 33 defined by the Buresw of Lador Stalisics. Department of Lador The values shown are sdpusicd by dividing -
the average of the {2 monthly values of the CPI by the analogous vulue for 1989, and muluplying the result by 100,
therety aitishnng the CP1 at 100 for 1989

The “SSA nvm;c wage lndel u defined 1n secton 213X IXG) of the Social Securty Act. it i used m (he

eyl of inttial the ) of the contribution and benefit base and other wege-indered
program amounis.

TTaasble payroil conusts of totsl esrangs subject 10 OASDI contribunion raten nd;un:d 1o mclnde deemed wiges
Based on mulitary service snd 10 reflect the lower effective coninbution rates p the ploy
employer rate} whch apply 10 multiple-employer “eacess wages’

*The compound-interest-rate fac1or 1 based on Lhe average of the assumed snnual interest rates for specis! public debt
odligations issuadie 10 the trust funds in the 12 monihs of Ihe yesr, under each aliernative




212

TABLE 27
DEMOGRAPHIC ASSUMPTIONS, 1840-2066

1989 trustees’ report

Lie expectancy®

Female

Al age 65

Al brin
Maie Female

Age-sex-adnted
death rate’
(per 100,000)

Towl

fortinty rale*
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the selected year.

. and of she were 10 wurvive the

"The hfc expecisncy for any yesr o the average aumber of yean of hie remaimiag for o person if that person were 10

TThe age-sex-adjusted desth rate i the crude rate that would occur in the ensmeraied lotal populstion as of Apnd |,
eapenence the death rates by age observed W, of asswmed for, the selecied year.

she were 10 capenence the birthrates by age observed m, or sssumed for, the selecied year
enlire chid-beanag penod. The ulumate total fernlity rase 8 assumed 10 de resched m 2013
1990, o that populsison were t0 erpeneace the death rates by sge aad sea nbserved m. of asssmed lor,

‘Esumated



CHART 28

PROJECTED WORKERS PER OASDI BENEFICIARY, 1988-2065
1989 trustees’ report

NUMBER OF COVERED WORKERS
PER BENEFICIARY

o | 1 1 |

1980 2000 : 2020 2040 2060

€12
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TABLE 23

PROJECTED WORKERS PER OASDI BENEFICIARY, 1988-2065
1989 trustees’ report

Covered Benehcianes

Covered Benehiianes® (n housands) workers per per 100
workers' (v QASOS covered
OASI o Toldd  penetanry workers
1,108 - 1.108 424 2
29% - 290 169 [
7.563 - 1.563 88 12
13,740 522 14,262 51 20
18.509 1,848 20,187 40 2%
22.618 2,568 25.188 37 27
26.998 4128 31123 32 k)
385 4,7)4 35.119 32 N
32778 874 6. 33 31
33349 aere 37,321 3) 0
33917 4034 37.952 33 20
34343 4077 J0.421 N 0
J4.708 4112 38.901 33 0
35.438 4,125 39.563 33 x
37332 4,268 41,598 33 ]
4794 43,189 4 0

39537 $414 44 951 34 29
42.306 8130 48 436 32 N
€7.620 6.951 54,172 29 34
54,348 6782 1,130 28 38
€0.582 1.152 67,734 24 Q
5,192 7.151 72.343 23 44
67,447 7.099 74548 23 44
67,531 7.192 r4.724 23 L]
67,393 1.506 74899 24 42
87.944 7753 75636 24 @
89.14) 7937 77 08Y 24 L
10 %00 8,086 76,538 24 4
71.022 6.306 80,128 24 4
34.191 “2 38913 33 20
J5.452 4,166 39.618 9 k.
37.536 6538 42074 33 N
38 947 8270 w7 32 N
40.467 6.104 46.571 32 N
43.551 7.00¢ 50.585 30 N
49.190 7.601 56.791 27 k14
58,275 7.892 84.167 24 LH
62876 0.300 11078 21 47
87.958 £8.250 78.209 20 S0
70.72% 8128 78,881 19 $2
71.281 0177 79.458 19 82
71.494 0.451 79.945 9 82
72212 0.602 90.874 19 b
13472 0621 2093 1.9 $4
74475 8552 83.027 18 $5
75,098 $.587 83,680 18 55
3N a1 38913 32 0
35.452 4.168 39.618 1) 0
37.538 4538 42074 33 n
38944 5.268 44212 2 N
40,462 6099 46,560 32 ktd
43.542 7.024 $0.568 30 <}
49.176 7.586 55,762 27 n
56 255 187 64,129 24 42
62849 8277 71427 21 a7
67,925 8.225 76,151 20 EM
0.684 8.110 78 794 .9 52
__n22 ey 79.381 19 53
71.438 8.422 79.860 19 53
72.208 8572 80 780 t9 54
73,400 8592 81.992 te 4
74,398 8.52) 82920 '8 5%
75,018 0.537 81.55) 18 55
34.794 4147 38941 33 ko
J35.465 4.244 39210 32 N
37.726 £.029 42758 31 2
J9.445 5699 45344 It N
41329 7018 48 j47 30 4
4“4 0207 $2.948 27 b ]
£0.76) 0930 $9 693 24 4
5832