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(1) 

PERSPECTIVES ON DEFICIT REDUCTION: 
SOCIAL SECURITY 

TUESDAY, MAY 10, 2011 

U.S. SENATE, 
COMMITTEE ON FINANCE, 

Washington, DC. 
The hearing was convened, pursuant to notice, at 10:09 a.m., in 

room SD–215, Dirksen Senate Office Building, Hon. Max Baucus, 
(chairman of the committee) presiding. 

Present: Senators Kerry, Stabenow, Carper, Hatch, Grassley, 
Snowe, and Thune. 

Also present: Democratic Staff: Russ Sullivan, Staff Director; 
Claire Greene, Detailee, Social Security; Alan Cohen, Senior Budg-
et Analyst; Tom Klouda, Professional Staff Member, Social Secu-
rity; and Joseph Scovitch, Detailee. Republican Staff: Mark Prater, 
Deputy Chief of Staff and Chief Tax Counsel; Preston Rutledge, 
Detailee; Aaron Taylor, Professional Staff; and Tony Coughlan, Tax 
Counsel. 

The CHAIRMAN. The committee will come to order. 
Before we actually proceed, at the request of Senator Kerry, I 

will turn over the introduction of our first witness to him. The first 
witness is Mr. Roosevelt. Senator Kerry is one of the senior, very 
valuable members of our committee. Unfortunately, he has another 
hearing he has to chair, and so I will turn the hearing over to Sen-
ator Kerry. 

OPENING STATEMENT OF HON. JOHN F. KERRY, 
A U.S. SENATOR FROM MASSACHUSETTS 

Senator KERRY. Mr. Chairman, thank you. That is very generous 
of you. And I thank Senator Hatch also for the privilege of doing 
that. We have a hearing starting at the same time on Afghanistan 
and Pakistan, so I appreciate your willingness to let me do this. I 
will just be very, very brief. 

We have a terrific panel here today, and I regret that I am not 
going to be able to be here to listen to it, but I will certainly follow 
the testimony. But I particularly wanted to commend to the com-
mittee the testimony of Jim Roosevelt. 

Jim is a long-time friend of mine, and of many of us engaged in 
public policy. He is the president and CEO of the Tufts Associated 
Health Plans. He is here in his personal capacity to talk about So-
cial Security. It happens to be a topic, I guess one could say, that 
is in his DNA. His grandfather, President Franklin Delano Roo-
sevelt, created the program. 
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But Jim has, himself, been deeply, deeply immersed in health 
care issues and in Social Security and social insurance issues all 
of his career, and I think he will be able to speak to us with a spe-
cial understanding of the challenge of how we keep Social Security 
strong, but at the same time keep faith with the values that are 
contained in it. So I want to thank him for taking time to come 
down here today and share testimony. I thank all of the witnesses, 
and I hope you will forgive me for being a little bit Massachusetts- 
centric and chauvinistic this morning. 

Thank you, Mr. Chairman. 
Mr. ROOSEVELT. Thank you very much, Senator Kerry. 
The CHAIRMAN. Thank you, Senator, very much. We are glad you 

were able to take some time away to come here. Thank you very 
much. 

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR 
FROM MONTANA, CHAIRMAN, COMMITTEE ON FINANCE 

The CHAIRMAN. According to FDA advisor Luther Gulick—I think 
Mr. Roosevelt was aware of this—President Roosevelt offered this 
perspective about Social Security and its relationship to the Fed-
eral budget: ‘‘We put those payroll contributions there so as to give 
the contributors a legal, moral, and political right to collect their 
pensions. With those taxes in there, no damn politician can ever 
scrap my Social Security program.’’ 

It is fitting that we have President Roosevelt’s grandson with us 
today as we consider deficit reduction and Social Security. Today 
we will ask, should Social Security be included in the legislation to 
reduce the deficit or should it be left unchanged as we consider def-
icit reduction? 

Should Social Security’s long-term financial imbalance be ad-
dressed in separate legislation? There are certainly different views 
on the answers to these questions, but one thing nearly everyone 
agrees on is that Social Security has been a hugely successful pro-
gram. 

Social Security benefits will help 54 million Americans this year, 
Americans like Carol Lawen from Stanford, MT. Carol worked at 
the telephone company for more than 30 years, and she recently 
wrote me and said this: ‘‘I worked hard and was considered a good 
employee, gave up holidays with my family. I went in early and 
stayed late when various crises occurred in our country. My family 
sacrificed time together so that I might be able to provide money 
to care for them. I paid in every paycheck for my Social Security 
without complaint. It is now my turn.’’ 

Americans like Carol count on Social Security to be there when 
they retire. Social Security is dependable. It is fully portable from 
job to job, and it automatically increases as the cost of living in-
creases. Unlike most other sources of retirement income, you can-
not outlive your Social Security benefits. 

Social Security provides benefits to help folks get by if something 
happens to a breadwinner in their family. It helps workers who be-
come disabled and families of workers who have died. This year, 
Social Security will provide benefits to 2 million children whose 
parents have passed away. Social Security has been a major force 
in ending widespread poverty among the elderly. 
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Social Security is the only source of income many seniors in Mon-
tana, and across the country, have to survive. Without Social Secu-
rity, about one-half of seniors would be living under the poverty 
line. In fact, for 15 percent of seniors, Social Security is their only 
income. For 1 in 4 elderly Americans, Social Security provides 90 
percent of their income. 

What we cannot forget in this debate is that Social Security ben-
efits are modest. Ninety-five percent of retired workers receive 
monthly benefits of less than $2,000. In fact, the average Social Se-
curity benefit for retirees is $1,175 a month, or about $14,100 a 
year. That is only $267 a month above the poverty line. 

Not only are benefits modest, but they are already scheduled to 
be reduced. The full retirement age, which is currently 66, will rise 
to 67 in the coming years. These increases in retirement age have 
real consequences. A 1-year increase in the retirement age is 
roughly equal to a 7-percent reduction in benefits. 

By law, Social Security must remain separated from the rest of 
the Federal budget, and the program cannot borrow money from 
the general Federal budget. Social Security benefits are financed 
only through payroll taxes and through the trust fund. Social Secu-
rity is not responsible for the deficits we face in the general fund 
today. 

Therefore, I believe Social Security should not be part of our ef-
forts to reduce these deficits. Since 1983, workers have been con-
tributing more than Social Security has been paying in benefits, 
and as a result there is currently $2.6 trillion in the trust fund, 
and this balance is expected to grow. 

The assets in the trust fund mean Social Security will pay full 
benefits until 2037, and, even after that, payroll tax revenues will 
be able to pay 78 percent of benefits. Of course, we do not want 
that to happen, to have benefits paid at that low level. 

This is not a crisis. It is a long-term issue, to be sure. It is an 
issue that should be addressed sooner rather than later to give 
workers time to plan for any changes. But the current situation 
does not necessitate a rushed or severe action. 

Our deficit and debt, on the other hand, is clearly a crisis. The 
deficit is currently 9.3 percent of our economy. We do need to act 
to address our deficits and debts, and do it soon. As we consider 
how to address our deficits and debt, however, let us remember 
people like Carol Lawen who worked hard all their lives and count 
on Social Security to keep a roof over their heads and food on the 
table. We must remember President Roosevelt’s promise to insure 
a legal, moral, and political right to the benefits that America’s 
workers have earned. 

[The prepared statement of Chairman Baucus appears in the ap-
pendix.] 

The CHAIRMAN. Senator Hatch? 

OPENING STATEMENT OF HON. ORRIN G. HATCH, 
A U.S. SENATOR FROM UTAH 

Senator HATCH. Thank you, Mr. Chairman, for calling this morn-
ing’s hearing. It is a third in a series of Finance Committee hear-
ings designed to address deficit reduction efforts as they relate to 
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the committee’s broad jurisdiction. This committee does have broad 
jurisdiction. 

Today’s topic is Social Security and what role does it play in our 
current fiscal calamity. What role, if any, should it play in moving 
the Federal Government out of the deficit and debt ditch that it is 
in? 

A few weeks ago, the sometime political philosopher and full- 
time comedian Jay Leno discussed Social Security. Mr. Leno said, 
‘‘It’s the 75th anniversary of the introduction of Social Security 
checks. For the younger viewers who don’t know what a Social Se-
curity check is, you will never see one in your lifetime, so don’t 
worry about it.’’ Well, the latest Social Security trustees’ report 
tells us that the program will be insolvent, as the distinguished 
chairman has said, by the year 2037. That is about 25 years from 
now. 

If you assume the current retirement age of 67 sticks, it would 
mean that the younger viewers Mr. Leno is talking to are 42 years 
and younger. For all of you Americans 42 years of age or younger, 
if Social Security remains as it is, as New Yorkers say, ‘‘Fuhget 
about it!’’ 

Twenty-five years from now may seem like a long way away. As 
the old saying goes, in politics a year can seem like eternity. By 
the way, I do not know how folks can look their constituents age 
42 or under in the eye and say there is no problem. For that mat-
ter, how do folks look at their constituents, even over 42, who hope 
to still be alive in 2037, and say there is no problem? 

So let us be clear about this. There is a scheduled benefit reduc-
tion come 2037. This is not just a problem of how to finance the 
benefits that are scheduled for 2037 and beyond. Rather, under 
current law Social Security benefits are scheduled to have an ap-
proximate reduction of 24 percent in 2037. That is right: there will 
be a 24-percent reduction in Social Security benefits under our cur-
rent law. That is something that we all have to take into consider-
ation as we consider this. 

Some might ask, what does that have to do with the current fis-
cal picture? Take a closer look at the facts and figures from the last 
trustees’ report. We have found that a good chunk of the 25 years 
of delay of reckoning depends on a fundamental assumption. For 
many years, the Social Security trust fund ran surpluses. Under 
the unified budget, these surpluses financed the size of the deficits 
the Federal Government was running. By law, the so-called trust 
fund was made whole by the issuance of Treasury IOUs to the 
trust fund to reflect the surpluses and interest. 

In the late 1990s, under the Republican Congress and Demo-
cratic President, that trend reversed briefly, but returned back to 
normal under Congresses and Presidents of both parties. Now, 
these notes can be serviced in only three ways, and these three 
ways are higher taxes, spending reductions, or more debt. You can 
see that recent fiscal history shows a direct relationship between 
Federal deficits, debt, and the trust fund. 

The Social Security trust fund surpluses reduced the apparent 
size of the deficit, but pressed up on the debt limit. That all 
changed last year. Last year, payroll taxes and other revenues 
were less than payments out of the Social Security trust fund. The 
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trust fund ran a cash flow deficit for the first time since the major 
Social Security reform of 1983. 

We can sit here like the proverbial three monkeys: one of us can 
place his hands over his eyes and say he sees no fiscal evil; another 
of us can place her hands over her ears and say she hears no fiscal 
evil; another of us can place his hands over his mouth and mumble 
he says no fiscal evil. 

But be sure, these IOUs sitting in the Parkersburg, WV offices 
of the Treasury’s Bureau of Public Debt are claims against the Fed-
eral Government. They have to be paid. How will they be paid if 
the trust fund comes to rely on them? If someone wants to tell me 
that question has nothing to do with the current deficits and debt, 
I think I have an old bridge, like in Manhattan and Brooklyn, that 
I would like to sell to them. 

The trustees’ report is as plain as day on the long-term fiscal 
problems with Social Security. Social Security trust fund surpluses 
hid the magnitude of the damage of recent fiscal practices. With 
the trust fund reversing itself, the day of reckoning is drawing 
near. Now that, Mr. Chairman, is why we are here. We need to 
look at the role of Social Security with respect to the origins and 
continuous causes of the unsustainable deficits and debt. 

It is only proper that this committee air these issues out and 
look at them as sincerely and as credibly as we can. It is only prop-
er that this committee explore the options for Social Security sol-
vency. The President so far has missed the opportunity and does 
not make a bold commitment to entitlement reform and deficit re-
duction. Social Security has been once again treated as the third 
rail of politics. Unfortunately, eventually the financial electricity of 
that rail will run out if it is not reformed. 

So I am in particular looking forward to the witnesses’ testimony 
today. I have to leave early, so I apologize if I have to leave before 
this is all finished. But I look forward to hearing from each one of 
you. These are serious problems. I hope we can work them out. The 
distinguished chairman and I, and others on this committee, will 
do our best to do something. 

The CHAIRMAN. Well, thank you very much, Senator. I appreciate 
that. 

[The prepared statement of Senator Hatch appears in the appen-
dix.] 

The CHAIRMAN. I would now like to introduce our witnesses. We 
have quite a distinguished panel. Senator Kerry has already intro-
duced our first witness, Mr. James Roosevelt. Thank you, Mr. Roo-
sevelt, for attending. 

Our second witness is Dr. Chuck Blahous, who is a research fel-
low at Hoover Institute and a public trustee of the Social Security 
and Medicare trust fund. Dr. Blahous, thank you for being here. 

Next, Nancy Altman, co-director of the Strengthen Social Secu-
rity Campaign, chair of the board of the Pension Rights Center, 
and the top assistant to Chairman Alan Greenspan in his capacity 
as chairman of the 1983 Greenspan Commission, a commission 
that many of us refer to quite frequently. 

Finally, Alex Brill, a research fellow at the American Enterprise 
Institute. Good to see you, Mr. Brill. I know we saw you a few 
years ago in another capacity. Good to see you back. 
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Each witness will present their views on how Social Security will 
be treated. Thank you all for coming. I look forward to your views. 
I know you are not going to pull any punches, you are going to say 
what you think. Your statements will automatically be included in 
the record, and I urge you to summarize your statements for about 
5 or 6 minutes or so. 

Mr. Roosevelt, you are first. 

STATEMENT OF JAMES ROOSEVELT, JR., J.D., PRESIDENT AND 
CHIEF EXECUTIVE OFFICER, TUFTS HEALTH PLAN, WATER-
TOWN, MA 

Mr. ROOSEVELT. Good morning, Chairman Baucus and members 
of the committee. Thank you for inviting me to testify here this 
morning. 

I would like to begin with another quote from my grandfather, 
President Franklin Delano Roosevelt. A little over 75 years ago, he 
spoke these words: ‘‘We can never insure 100 percent of the popu-
lation against 100 percent of the hazards and vicissitudes of life, 
but we have tried to frame a law which will give some measure of 
protection to the average citizen and to his family against poverty- 
ridden old age. This law, too, represents a cornerstone in a struc-
ture that is being built but is by no means complete. It is a law 
that will take care of human needs and at the same time provide 
for the United States an economic structure of vastly greater 
soundness.’’ 

Social Security has been the most successful government pro-
gram of the past 75 years, as the chairman has noted. No program 
has touched more American lives and benefitted more American 
families. Today, approximately 52 million Americans receive Social 
Security benefits each month. Even those who have not drawn a 
single Social Security check or direct deposit have benefitted. While 
it was forged in the heat of the Depression, Social Security remains 
every bit as relevant and important to Americans today. 

With only minor adjustments, this program will be there for 
Americans who have not yet been born. Social Security has truly 
transformed American society. In 1959, 35 percent of Americans 
aged 65 and older had family incomes below the poverty line. 
Today that figure is 10 percent, marking more than a 70-percent 
reduction in the proportion of elderly Americans living in poverty. 

In my grandparents’ day, old age was something to be feared. 
Today, despite financial challenges such as the high cost of pre-
scription drugs, Social Security provides retirees with much greater 
financial security and peace of mind. If we took away Social Secu-
rity benefits, it is estimated that nearly half of elderly Americans 
would have incomes below the poverty line. 

We associate Social Security with retirees, but nearly 1 in 5 re-
cipients of Social Security benefits are children under the age of 18, 
survivors. Supposedly it is the enormous bulge of retirees from the 
baby boomer generation that will sink Social Security once and for 
all. And indeed the generation of Americans born between 1946 
and 1964 who drew their first retirement checks from Social Secu-
rity in 2008 will place heavy demands upon the system as they 
reach their retirement years. 
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But this is also the generation that has been paying into the sys-
tem since they started working in the early 1960s. In fact, the pro-
jected deficit of Social Security beginning in 2037 is not really a re-
sult of the baby boomers. Forward-thinking Social Security Admin-
istration actuaries had already accounted for them. Instead, 
changes in the projected deficit have more to do with factors such 
as economic and wage growth, productivity, and disability rates. 

But these important parts of the story are usually left out. In-
stead, the purveyors of fear want you to believe that the baby 
boomers are retiring on the backs of their children and grand-
children. If you buy this premise, then they pull out their fright-
ening statistics showing a declining number of contributors sup-
porting a rising number of beneficiaries to ‘‘prove’’ that the pro-
gram is unsustainable. 

Now let us take a true measure of where we are. Social Security 
has not only been the most effective government program, it has 
been the most responsible government program. Social Security 
costs are funded out of its own dedicated revenue stream. It does 
not, and cannot, borrow money to finance its operations. It has not 
added one cent to the deficit. There is no deficit financing. Social 
Security, furthermore, returns more than 99 cents to beneficiaries 
of every dollar collected. I dare anyone to find a private retirement 
plan that can claim that level of efficiency. 

By the end of calendar year 2010, the Social Security trust fund 
will have a positive balance of $2.6 trillion. It is estimated that So-
cial Security revenues, including interest on the trust fund, will 
continue to exceed expenditures through 2024. 

As a result of interest earned on the trust fund balances, the 
trust fund surplus will continue to expand to an approximate $4.3 
trillion in 2023. After that year, it is projected to balance and the 
fund will begin to decline, and still reserves will be sufficient to pay 
full benefits, as the chairman has mentioned, through 2037. After 
2037, Social Security would still be able to pay 76 percent of bene-
fits. I think if Americans understood the true financial picture, the 
poll numbers that are sometimes cited suggesting that people are 
not counting on Social Security in the future would be reversed. 
Doubt would give way to confidence, fear would give way to secu-
rity. 

As the May 2010 report of the Senate Special Committee on 
Aging concluded, there are any number of small, incremental meas-
ures that would keep Social Security fully solvent for the next 75 
years. 

I am not here to advocate for one solution or the other. What I 
am here to say is that there are many people who have figured out 
how we can make modest changes to Social Security that will keep 
benefits flowing to Americans for decades to come. 

The United States does not have a Social Security crisis. It never 
did. What we do have is fear of a crisis. It is a fear that has been 
fed by the propagation and accumulation of myths about the pro-
gram. If we let our fears rule our judgment, we will undo the great-
est government program in our history, one that has eliminated 
poverty for millions of Americans and supported millions of fami-
lies in time of need. 
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By law, the receipts and disbursements of the Social Security 
trust funds are excluded from the President’s budget and the budg-
et resolution passed by Congress. Social Security has its own rev-
enue source. It is prohibited from borrowing funds or going into 
debt and can only pay benefits from its own funds. Since Social Se-
curity has not contributed in any way to the deficit, it makes no 
sense to consider it as part of the solution. Our support for Social 
Security is rooted in the obligations that we have to each other as 
Americans. Social Security embodies my grandfather’s determina-
tion to free us from fear by securing the American people against 
some of the hazards and vicissitudes of life. 

In conclusion, it would be tragic if that nameless, unreasoning, 
unjustified terror which paralyzes needed efforts to ‘‘convert retreat 
into advance,’’ to use his words, was manipulated to destroy his 
greatest legacy. 

Thank you. I will be happy to take questions. 
The CHAIRMAN. Thank you very much, Mr. Roosevelt. 
[The prepared statement of Mr. Roosevelt appears in the appen-

dix.] 
The CHAIRMAN. Dr. Blahous? 

STATEMENT OF DR. CHARLES BLAHOUS, RESEARCH FELLOW, 
HOOVER INSTITUTE, WASHINGTON, DC 

Dr. BLAHOUS. Thank you, Mr. Chairman, Mr. Ranking Member, 
and members of this distinguished committee. It is an honor to ap-
pear before you today to discuss Social Security. As suggested, I am 
going to skip over most of the material in my written statement 
and just make three relatively quick points, I hope, in my spoken 
remarks. 

First is that, by any measure, we have a financing shortfall to 
deal with in Social Security. Now, the way it would manifest itself 
under current law is that, over the next several decades—the next 
2 decades in particular—costs in the program would rise relatively 
sharply to the point where, by the 2030s, the annual cost of paying 
benefits would be roughly 1 out of every 6 taxable dollars that 
American workers earn. If we have a no-action scenario, then in 
2037, as has been said already, benefits would be reduced by 22 
percent upon trust fund exhaustion. 

The second point is that costs are growing for very specific rea-
sons. The first reason is simply that we have an aging population, 
a lot of baby boomers entering the retirement rolls over the next 
several decades. 

Second, we have a system that is predominantly financed on a 
pay-as-you-go basis. The vast majority of expenditures at any given 
time are financed from incoming payroll taxes. So financing in a 
system like that is relatively sensitive to changes in the worker-to- 
collector ratio. Before the baby boomers began to enter retirement, 
that ratio was a little over 3:1. It will be down to about 2:1 by the 
mid-2030s. 

The third reason the costs rise is rooted in program amendments 
in the 1970s. If we still had the benefit formula in place that Presi-
dent Roosevelt established, we actually would not have a financing 
shortfall right now. But there were a series of program amend-
ments in the 1970s, changes made to the benefit formula, such that 
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initial benefits grow in proportion to the average wage index, which 
over time tends to be somewhat faster than inflation. 

So you put these three factors together—the fact that we have 
a lot more elderly to support, we have a system that is mostly pay- 
as-you-go financing, and the rise in per capita benefit levels—those 
three factors together add up to costs that grow faster than the un-
derlying tax base. 

My third and final point, Mr. Chairman, is that delay in dealing 
with this shortfall does bear specific adverse consequences, and for 
real individual people on Social Security. If we acted today, the 
best case scenario, we would face choices that are difficult, but at 
least comparatively benign. We would not have to change benefits 
for people now in retirement or on the verge of retirement. We 
would not necessarily have to raise taxes, although we could cer-
tainly do that as part of the solution. 

We could allow, even if we did not raise taxes, for an increase 
in the per capita benefit levels going forward relative to inflation, 
whereas, as I indicated before, the worst-case scenario is the no- 
action scenario where you have a sudden 22-percent benefit reduc-
tion in 2037. But I would submit that this illustration of the ge-
neric cost of delay in some ways understates the practical con-
sequences of delay, and those arise because we have a pretty firm 
bipartisan agreement that it is undesirable to cut benefits for peo-
ple after they start collecting them. 

So, it is more likely that when we do a solution we are going to 
want any changes to benefits to be prospective rather than to affect 
people in retirement. So, if you look at this 2037 illustration I just 
gave, that 22-percent benefit reduction would hit people already in 
retirement, and we probably do not want to do that. 

So if we ask, how big would the benefit reductions have to be in 
that year if we confine them to new retirees, well, it turns out that, 
even if we cut off benefits entirely to new retirees in that year, we 
still would not have the system in balance. So you start working 
through the problem backwards and asking, well, how soon would 
we have to act if we did not want to have unprecedented tax bur-
dens or affect people within, say, 5 years of retirement? We would 
really need to act in just the next couple of years. 

Finally, Mr. Chairman, I would say that there is an even poten-
tially more compelling reason as to why delay in resolving the 
shortfall is costly. That is simply that it is difficult to get people 
to agree on how to fix Social Security. Republicans and Democrats 
have different views about how to do it, and it is hard to breach 
those differences. It becomes harder as time goes by, and the ad-
verse consequences for affected parties become sharper and more 
severe as a consequence of delay. 

For a good reference point, I would ask you to look at the 1983 
reforms where we literally came within a few months of the benefit 
checks not going out. In order to keep the system afloat, we had 
to do some pretty severe things. We had to delay COLAs, we had 
to apply new income taxes to benefits, we had to accelerate an in-
crease in the payroll tax, and we brought in new Federal employ-
ees. That was a very difficult negotiation. 

But, if we were to similarly wait in the 21st century to the point 
where the trust funds are in the process of being depleted before 
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acting, we would face a far, far more severe situation, and even the 
short-term measures we would have to take would be several times 
greater—in fact, more than 3 times greater—than the ones we en-
acted in 1983. It is certainly open to question whether or not we 
would be able to accomplish that on a bipartisan basis so as to pre-
serve Social Security’s self-financing nature. 

So in closing, I would just end with some sentences from a paper 
I recently co-authored with Bob Greenstein of the Center on Budg-
et and Policy Priorities. ‘‘Social Security faces a significant shortfall 
which policymakers would be better off addressing sooner rather 
than later. Reasonable and well-intentioned people will have dif-
ferences over the best way to do it. We share a common interest, 
however, in taking action to do so at the earliest possible time.’’ 

Thank you. 
The CHAIRMAN. Thank you, Dr. Blahous, very much. That was 

interesting. 
[The prepared statement of Dr. Blahous appears in the appen-

dix.] 
The CHAIRMAN. Ms. Altman, you are next. 

STATEMENT OF NANCY ALTMAN, CHAIR, PENSION RIGHTS 
CENTER, AND CO-CHAIR, STRENGTHEN SOCIAL SECURITY 
CAMPAIGN, WASHINGTON, DC 

Ms. ALTMAN. Thank you. Chairman Baucus, Senator Hatch, dis-
tinguished members of the committee, I would like to make four 
points. First, by law, Social Security cannot add a penny to the def-
icit, and cutting Social Security’s benefits does not subtract a single 
penny from the Federal debt. 

For those who are used to thinking about Social Security as just 
another spending program and about Social Security contributions 
as just another tax, the fact that cutting Social Security does not 
cut the Federal debt may be hard to believe, but this is the unam-
biguous operation of the law. 

The key is that Social Security is a defined benefit pension plan 
with its own separate income, outgo, and reserve fund. The law re-
quires that Social Security’s income only be used for the payment 
of benefits and associated administrative costs. Any surplus must 
be invested and held in trust until needed. 

The law prohibits Social Security from paying benefits unless it 
has sufficient income to cover the cost, and Social Security has no 
borrowing authority to acquire that income. It does not borrow, it 
does not deficit spend. Cutting Social Security’s benefits increases 
its reserve, but does not change by a penny the amount of debt the 
Treasury must issue to operate the government. 

Second, some Senators are proposing to control Federal spending 
by enacting a so-called universal cap, but it is important to under-
stand that, unlike the general fund, Social Security already has an 
automatic spending cap. If Social Security’s revenue ever were in-
sufficient to cover its costs, benefits would be reduced automati-
cally across the board. 

Third, including Social Security within deficit legislation, even if 
the goal is stated to be solvency, not deficit reduction, risks the ap-
pearance of raiding Social Security. Many Americans believe that 
politicians have stolen their Social Security money. The reason is 
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easy to understand. The American people are constantly bom-
barded with irresponsible rhetoric about Social Security. 

Some politicians casually refer to the interest-bearing Treasury 
bonds purchased by Social Security as just IOUs without acknowl-
edging that all Treasury obligations backed by the full faith and 
credit of the United States could be labeled just IOUs. Some warn 
ominously that Social Security’s reserves have already been spent, 
again, not acknowledging that, whenever a corporation or govern-
mental entity issues bonds, the issuer spends the money and re-
pays the investor with future revenue. 

Even more disturbing, some have argued for cutting Social Secu-
rity by quoting Willie Sutton, the notorious bank robber who, when 
asked why he robbed banks, replied, ‘‘Because that’s where the 
money is.’’ The quip presents an unintended picture: bank robbers 
and politicians, eager to steal the money of hardworking Ameri-
cans. 

To consider Social Security in deficit legislation, even with the 
explanation that the inclusion has nothing to do with the deficit, 
risks reinforcing the widespread belief that Congress is improperly 
commingling Social Security’s dedicated monies with the govern-
ment’s general operating fund revenue. 

To avoid even the appearance of impropriety, Congress should 
keep discussions about Social Security totally divorced from general 
budget discussions and considered in its own legislative vehicle 
after debt reduction legislation is done. 

My final point. When Congress does take up the issue of Social 
Security, it should follow the will of the American people who are 
overwhelmingly united on the issue. With all due respect to Dr. 
Blahous, our polling shows—and many polls show—Republicans, 
Democrats, independents, people identified as Tea Partiers, people 
who have union members in their household, all feel the same way 
outside of Washington. 

Poll after poll indicates that the American people, by over-
whelming percentages, want Social Security’s projected deficit 
closed solely by increasing its revenue, ideally progressively and 
not by cutting benefits, including strong opposition to raising the 
retirement age. 

A great many experts, including the late Robert M. Ball, whom 
many on this committee knew, believe that that is exactly the right 
policy. This is one of those fortunate moments when the best poli-
tics is also the best policy. 

I see I am out of time, so let me conclude by saying that Social 
Security can be restored to actuarial balance through the normal 
legislative process with open hearings and debate, as it always has 
been, as long as Congress is committed to its basic structure that 
has stood the test of time and works with those experts who believe 
that the American people have it right. Thank you. 

The CHAIRMAN. Thanks, Ms. Altman. That was a very strong 
statement, very effective. 

[The prepared statement of Ms. Altman appears in the appen-
dix.] 

The CHAIRMAN. Mr. Brill? 
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STATEMENT OF ALEX BRILL, RESEARCH FELLOW, AMERICAN 
ENTERPRISE INSTITUTE, WASHINGTON, DC 

Mr. BRILL. Thank you, Chairman Baucus, Ranking Member 
Hatch, and members of the committee. My name is Alex Brill, and 
I am a research fellow at the American Enterprise Institute. Thank 
you for the opportunity to appear before the committee this morn-
ing to testify on Social Security and our country’s deficit and debt 
challenges. While the U.S. continues to experience troubling and 
large annual Federal deficits, I will focus my testimony on our 
long-range fiscal outlook this morning. 

As confirmed by the Congressional Budget Office, without sub-
stantive legislative action, large deficits will continue for years to 
come. This means that we are imposing an ever-increasing burden 
on future generations who must service that debt. 

Some policymakers will argue that Social Security is separate 
from our broader fiscal challenges. I disagree. Immediately ad-
dressing the challenges facing the Social Security program offers 
an opportunity to improve our country’s fiscal soundness, lift an 
undue burden from future generations, and strengthen our econo-
my’s long-run growth prospects. As many experts, including the So-
cial Security actuaries and the Congressional Budget Office, have 
warned, Social Security is on an unsustainable path. 

While there is some uncertainty about the exact year when the 
trust funds will be depleted, there is no plausible scenario in which 
they are not depleted in the coming decades. Any near-term legisla-
tive agenda to address the Federal Government’s long-term deficit 
and debt challenges should include some Social Security policies 
geared at least at mitigating the projected shortfall without harm-
ing the U.S. economy. 

In short, Congress should simply take a first step, pursuing in-
cremental policy options for Social Security, and it can begin now. 
One sizeable step forward could do much toward delaying trust 
fund depletion and help future retirees better anticipate the bene-
fits they will actually receive. In fact, recent research has con-
firmed how Social Security can crowd out private savings and lead 
to less labor market participation by older workers. While per-
forming a critical function, Social Security also imposes certain 
costs. 

I encourage the committee to consider three incremental policies. 
First, raising both the normal retirement and the early retirement 
age. Such a policy could both narrow the Social Security financing 
gap and foster economic growth. As proposed by the President’s 
Fiscal Commission, this policy eliminates almost one-third of the 
75th-year financing gap. In addition, raising the early eligibility 
age from 62 to 65 could increase Gross Domestic Product by about 
5 percent. 

Second, modifying the benefit formula to slow future benefit 
growth. Improved solvency could be achieved through a variety of 
reforms to the benefit formula, including modifying the formula’s 
second and third rate, adjusting the indexing of the bend points, 
or establishing a fourth bend point that reduces benefits for work-
ers with high lifetime average incomes. 

Third, adopt an index for the annual Social Security cost of living 
adjustment that better reflects inflation. Under current law, the 
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metric used to adjust benefits for inflation may be over-estimated 
and can be more accurately measured using a chain-weighted Con-
sumer Price Index. This change is estimated to eliminate about 
one-sixth of the financing gap in the 75th year, and was also in-
cluded in the President’s Fiscal Commission’s recommendations. 

With any reform we consider, we must not forget the most vul-
nerable among us. Strengthening benefits for low-income individ-
uals would exacerbate the trust fund imbalance modestly, but, com-
bined with any of the options outlined above, the program’s long- 
term financing could be enhanced while benefits for low-income re-
tirees are increased. For example, President Obama’s Fiscal Com-
mission proposed a minimum benefit of 125 percent of poverty for 
any individual with 25 years of work. 

In closing, I would urge the committee to acknowledge the sig-
nificant expected shortfall in Social Security and to consider taking 
at least one step now to mitigate this problem. Reform options do 
exist that are both pro-growth and fiscally sound. 

Thank you. I would be happy to answer any questions. 
The CHAIRMAN. Thank you, all of you. 
[The prepared statement of Mr. Brill appears in the appendix.] 
The CHAIRMAN. I think it is fair to say that Social Security prob-

ably is in a little better shape than is commonly believed. I think 
that is a point you made, Ms. Altman, and personally I agree with 
you. Second, it is clear that, on an actuarial basis, for at least the 
next 75 years, Social Security is going to have to be faced up to, 
and we have to make some changes. 

But I think the question of the day really is, to what degree do 
Social Security payments in and out, the trust fund, et cetera, con-
tribute to the current deficit and debt questions? The big question 
today in, certainly, Washington, is the debt limit and how we in-
crease the debt limit, by how much, and so forth, and to what de-
gree that is joined with efforts to reduce the debt and deficit. There 
are lots of ideas around here on that point. But I would just like 
to settle, as much as I possibly can—maybe I am naive—the degree 
to which Social Security does, today, contribute to our debt and def-
icit and the degree to which it does not. 

Now, Ms. Altman, you made a very strong statement in that re-
gard. You say it does not, categorically. One penny saved in Social 
Security does not reduce our national deficit by one penny. Essen-
tially that is what you said. I would like to ask Dr. Blahous wheth-
er you agree, and, if you do not agree, why. I want to just try to 
settle this. To what degree does it add to the deficit or does it not 
add to the deficit? 

A separate question would be—to the degree to which it does or 
does not—when to address the question of Social Security. Then 
the question after that is, when this body addresses it, what should 
some of the changes be? But first, does it or does it not add to the 
Federal budget deficit today? 

Dr. BLAHOUS. Can I give you a 2-part answer? 
The CHAIRMAN. Answer any way you want. 
Dr. BLAHOUS. There was actually much that Ms. Altman said 

that I agree with from a technical perspective, even though I am 
coming to different conclusions. I think I would agree with her with 
respect to Social Security’s impact on the gross Federal debt, be-
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cause the gross Federal debt includes debt that is issued to the So-
cial Security trust fund. 

So, to the extent that you reduce a Social Security benefit pay-
ment, it results in an increase in the Social Security surplus, which 
in turn creates an increase in the debt paid to Social Security. And 
so the gross Federal debt remains unchanged. You would reduce 
the publicly held debt by doing that, but not the gross Federal 
debt. So I agree with her technical point. 

From a unified annual Federal budget deficit standpoint, I think 
my emphasis would be a little bit different. It is important not to 
conflate the deficit and the debt. Certainly net in the aggregate 
since the 1980s, Social Security has not added net, on average, to 
our national deficit and debt. The present value of the surpluses 
that Social Security ran in the 1980s, 1990s, and 2000s exceeds the 
size of the operating deficit that Social Security is running now. So 
I agree with that point. 

In terms of its actual annual impact this year, I would say it is 
adding to the annual deficit. Right now the amount of tax revenue 
coming in to fund Social Security benefit payments is less than the 
cost of those benefit payments. 

The CHAIRMAN. But you are excluding interest. 
Dr. BLAHOUS. Right. But the interest payments do not affect the 

unified Federal deficit. They increase the balance of the trust 
funds, so the trust fund continues to rise, but basically the cash 
flow deficit in 2011, under CBO’s latest report, is about $130 bil-
lion, and then $85 billion of that would be made up from a general 
revenue transfer to reimburse the trust funds for the payroll tax 
reduction. That is a general revenue transfer. That does not affect 
the unified budget deficit. Then the other $45 billion of that cash 
deficit would be made up through an interest payment. Those pay-
ments increase the balance of the trust funds but they do not have 
an impact on the unified Federal deficit. So I agree on some points, 
and I would emphasize others somewhat—— 

The CHAIRMAN. Ms. Altman, we will give you a chance to re-
spond. 

Ms. ALTMAN. Thank you. The law is unambiguous. So let me 
read it: Social Security ‘‘shall not be counted for purposes of the 
congressional budget.’’ Dr. Blahous talked about a unified budget, 
and that is perfectly appropriate for economists to talk about. You 
are trying to figure out those fiscal effects, and so forth. But with 
Social Security, by law, there is no unified budget. Social Security 
is not part of the budget. So that $14.3 trillion debt that we are 
at, the limit that you are going to have to raise—or at least have 
to vote on whether to raise in a few months—if you cut Social Secu-
rity, that $14.3 trillion does not change. It does not put any room 
into the debt limit. 

The CHAIRMAN. All right. 
Do you agree with that, Dr. Blahous? 
Dr. BLAHOUS. I do agree with that. 
The CHAIRMAN. All right. My time has expired. Thank you. 
Senator Hatch? 
Senator HATCH. Thank you. 
Let me ask Dr. Blahous this. Now, I am concerned about those 

on the bottom level who barely get by on Social Security who may 
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not have much in the way of savings. Let me just have you ap-
proximately estimate. Let us say we have a couple. Both of them 
are over 70 years of age, and both of them have elected to take So-
cial Security at age 70. The husband worked, and let us say he is 
the sole breadwinner and has made approximately $150,000 to 
$200,000 every year. The wife does not work. What would be the 
combined Social Security payment, approximately? You do not have 
to be exact, but approximately what would be their annual total 
Social Security from the trust fund? 

Dr. BLAHOUS. So the husband is the primary wage earner? 
Senator HATCH. He is the primary wage earner. The wife may 

have worked early in her life, but only maybe 1 or 2 years. 
Dr. BLAHOUS. So we will assume maybe she is getting the 50- 

percent non-working spouse benefit. 
Senator HATCH. Right. 
Dr. BLAHOUS. And the husband’s wage profile—he is a medium 

wage earner? What is his—— 
Senator HATCH. Well, he is at $150,000 to $200,000 a year. 
Dr. BLAHOUS. Oh. All right. So he is $150,000 to $200,000. So he 

would be, for Social Security purposes, a maximum wage earner. 
Senator HATCH. Right. 
Dr. BLAHOUS. Very approximately, we are talking, he would 

probably get a replacement rate of somewhere around 30 percent 
based on the wage cap. So we are talking in the neighborhood of 
$30,000 a year, plus a 50-percent bonus for her non-working spouse 
benefit. 

Senator HATCH. So you are talking about $40,000 to $45,000. 
Dr. BLAHOUS. Right. Now, past a certain point they are going to 

run up against the family maximum. 
Senator HATCH. And when would that be? 
Dr. BLAHOUS. Off the top of my head, I do not know the family 

maximum, but they would be bumping up against it. I mean, cer-
tainly, if they are getting $40,000 or so a year, they would be on 
the very high end of Social Security. 

Senator HATCH. Well, there are a lot of people who are on that 
high end getting $40,000 to $45,000 a year. The average wage in 
this society is what? 

Dr. BLAHOUS. The average wage index is about that amount now. 
Senator HATCH. Yes. Well, why would we be paying Social Secu-

rity to those who really are not working and making a good living, 
and paying that much money in Social Security to people like that, 
even though they waited until age 70, when we have people who 
are getting $16,000 a year out of Social Security? Now, they paid 
in more, they naturally should make more. But do we not have the 
wrong system of having that continue to go up and up on the top 
level and not making very much headway on the bottom level? 

Dr. BLAHOUS. I think you are hitting upon a very important 
point. 

Senator HATCH. Well, I think it is important, because I cannot 
imagine why we would be paying people who have been, not 
wealthy, but nevertheless very comfortable, almost as much, if not 
as much, as the average wage in this society, while leaving those 
at the bottom with very little. They could not live on $16,000 a 
year, whatever it is. Why do we do that? 
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Dr. BLAHOUS. Well, historically the reason is that, in the 1970s, 
there were changes made to the benefit formula that pegged the 
initial benefit formula to the growth in average wages. 

Senator HATCH. No, I agree that we made the changes. But why 
do we keep doing that? Do you not have a recommendation that 
there is a limit to what—should we not have a slower growth on 
the top level, faster growth on the bottom level? Would that not be 
a better approach to take? 

Dr. BLAHOUS. Well, if I could take off my trustee’s hat for a sec-
ond and not be speaking for the trustees—— 

Senator HATCH. Yes. I do not hold you to your trustee role. 
Dr. BLAHOUS. But certainly—and I agree with Alex—con-

straining the growth of benefits on the high-income end in excess 
of inflation should be an important part of any Social Security solu-
tion. 

Senator HATCH. I think it is immoral for us to be paying people 
who clearly are making a good living and clearly are fairly well- 
to-do compared to the average person who is down at that lower 
level. And we keep raising them up in what I consider to be exces-
sive rates. I am just trying to be fair here. I mean, I guess if you 
are 70 years of age and you are making $150,000 or $200,000 a 
year, you are going to be very glad that you are getting another 
$40,000 to $45,000 a year from Social Security, when Social Secu-
rity is potentially going to have some difficulties, and is right now 
having some difficulties. 

Dr. BLAHOUS. A potentially useful set of figures is in a report 
that CBO did in 2003, where they basically said that, of the pro-
jected cost growth in Social Security, 55 percent is as a result of 
population aging, the other 45 percent is the result of the per cap-
ita growth in benefit levels. So this phenomenon you are talking 
about is pretty significant from a fiscal perspective. 

Senator HATCH. My time is up, Mr. Chairman. But I just wanted 
to make that point, because it just seems to me that it is out of 
whack right now. 

The CHAIRMAN. Not to be argumentative, but is it not also true 
that about 95 percent of benefits go to beneficiaries who receive 
$2,000 a month or less? You are talking about a narrow group of 
people, 5 percent maybe. 

Senator HATCH. I think it is more and more. I think it is more 
than 5 percent. But even 5 percent. Why would we be paying these 
people? 

The CHAIRMAN. Yes. 
Dr. BLAHOUS. Well, sir, the actual number of people who actually 

are lifetime maximum wage earners is relatively small. Actually, 
historically—it might be more in the future—it has actually been 
about 1 percent. That often catches people by surprise, but a lot of 
people will have zeroes in their earnings history, so the number of 
people who are actually steady maximum wage earners over an en-
tire career is a pretty small percentage. But certainly the point is 
well-taken that there is a significant amount of benefit growth that 
is in excess of inflation to people—— 

Senator HATCH. There are a lot of people who are more than the 
1 percent, or 5 percent, whatever that may be, in the middle who 
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are getting quite a bit out of Social Security while those on the 
lower—— 

The CHAIRMAN. Senator Grassley? 
Senator HATCH. Those are real problems, I think. 
The CHAIRMAN. Thank you. 
Senator GRASSLEY. Mr. Chairman, I intend to use my time not 

to ask questions, but to make a statement on this subject. 
The CHAIRMAN. This is getting to be a trend of yours. 
Senator GRASSLEY. Well, do not count on anything when you are 

in Congress as a trend. [Laughter.] 

OPENING STATEMENT OF HON. CHUCK GRASSLEY, 
A U.S. SENATOR FROM IOWA 

Senator GRASSLEY. As is often noted, Social Security is one of the 
three legs of a 3-legged stool for financial security. Mr. Roosevelt 
notes in his testimony that this grandfather also believed this 
when he championed the program. The other legs include personal 
savings and employer-sponsored retirement programs. We worked 
hard in the year 2006 to strengthen the employer-sponsored leg 
with the Pension Protection Act, and, as statistics from the last few 
years show, individuals are doing their part to improve their per-
sonal savings. 

However, the Social Security leg is still quite wobbly and needs 
fixing to give 21st-century retirees 100 percent of the monthly ben-
efits that we get today so that they can count on it once they leave 
the workforce. A Wells Fargo/Gallup poll from February of this 
year shows that non-retirees do not expect to rely on the Social Se-
curity leg much when they retire. 

While they expect it to be a major source of income in retirement, 
there are five other sources that they expect to rely on before Social 
Security. Specifically, these sources are: (1) individual retirement 
accounts, including 401(k) plans; (2) individual stock and mutual 
fund investments; (3) a work-sponsored pension plan; (4) home eq-
uity; and (5) other savings, including savings accounts or certifi-
cates of deposit. Those five, before Social Security. 

The same poll shows that retirees will rely on these same sources 
of income but will rely on each of these sources in a completely dif-
ferent manner. For retirees, Social Security will be the second- 
largest source of retirement income, second only to work-sponsored 
pension plans. 

I mention this poll because some believe that we can put off fix-
ing the Social Security leg of the financial security stool. Those in 
this camp argue that the Social Security trust fund can pay prom-
ised benefits until 2037. They also argue that Social Security is not 
adding to the deficit right now, so it should not be part of a current 
deficit reduction debate. 

But, as this poll shows, today’s workers are not fooled. They 
know that the longer we wait, the harder it gets. The aging popu-
lation is shifting. The ratio of workers to beneficiaries decreases 
from 3:1 to 2:1. As supporters of delaying reform acknowledge, 
waiting until 2037 to address the problem ensures that bene-
ficiaries will see a more than 20-percent decrease in benefits. There 
are only three ways to save Social Security from future insolvency: 
(1) raise taxes; (2) adjust benefits either by adjusting the formula 
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for calculating benefits or increasing the retirement age; and 
(3) earning a higher rate of return. 

There are two ways to raise taxes: we can increase the amount 
of the premium that workers and employers pay by increasing the 
tax, and we can increase the amount of wages subject to the tax. 
Currently, workers and employers each pay 6.2 or 12.4 percent on 
incomes up to $106,800. 

As we all know, Social Security is a pay-as-you-go system, so to-
day’s workers are paying this tax to provide benefits to today’s re-
tirees. In other words, these taxes that today’s workers are paying 
are not going to pay their own benefits. The benefits for today’s 
workers will be paid by taxes that their children and grandchildren 
pay. Workers are also impacted by tax increases on employers. 

Economists agree that employers’ share of the Social Security tax 
is passed on to workers through lower wages. Those who argue 
that Social Security reform should not be part of a deficit reduction 
need to keep in mind that my colleagues, particularly on the other 
side of the aisle, seem to think that income tax increases rather 
than spending reductions are needed to manage the deficit prob-
lem. As long as income tax increases are part of the debt and def-
icit conversation, Social Security reform must also be a part of the 
conversation, as long as Social Security tax increases are consid-
ered as a solution to Social Security solvency. 

We should not consider such tax increases without considering 
the overall burden on individuals, from higher taxes to lower in-
come. We need to think about whether it is fair asking workers to 
fork over more of their hard-earned dollars for little or no increase 
in retirement benefits. Social Security is the most successful gov-
ernment program ever. All workers, current and future, should be 
guaranteed some level of benefits from Social Security, but we need 
to ensure that we do this as fairly as possible. 

That is the end of my statement. Thank you, Mr. Chairman. 
The CHAIRMAN. Thank you, Senator. 
Senator Carper? 
Senator CARPER. Thanks, Mr. Chairman. 
To all of our witnesses, good morning and welcome. It is nice to 

see you all. Thanks for joining us, and for your thoughts. 
I was State Treasurer of Delaware after I got out of the Navy. 

When I got to be State Treasurer, in our State we had no pension 
trust fund. None at all, just a cash deal. No monies had been set 
aside to pay benefits. One of the things I got when I was elected 
in 1976, one of the things our legislature focused on, was creating 
a real pension trust fund. It is one that is fully amortized, has been 
for a long time, and we are very proud of that. 

I got to Congress in 1983. The first thing they told us on January 
3, 1983, after we had raised our right hand and taken that oath 
to defend our country and Constitution, they said, by the way, So-
cial Security is going to run out of money this year. And they did 
not say, we are going to see some imbalance between monies com-
ing in and going out; they said we are going to run out of money. 
They did not say, we are going to reduce Social Security checks by 
25 percent or so; they said we are going to run out of money, and 
you need to do something about it. 
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Fortunately, we had some really smart people. The Blue Ribbon 
Commission, as you will recall, chaired by Alan Greenspan, came 
up with a variety of benefit cuts and revenue enhancements that 
enabled us to put Social Security on pretty safe footing for a num-
ber of years. 

I said at the time, I never want some future Congress to be in 
the situation that we were in. I never want to be there, looking 
over that precipice. If we are smart, whenever we see things turn-
ing the wrong way in terms of monies coming in and monies going 
out of these trust funds, we will make some very modest adjust-
ments—very modest adjustments—in order to get us on a sound 
footing for a long, long time, for like 75 or 100 years. 

On the argument on the deficit, I am one of those people who do 
not think we use Social Security to balance the budget, but I do 
think we can make some tweaks in Social Security that are fairly 
modest and put it on a sound footing for certainly the rest of my 
life, and I think maybe for the lives of my sons who are 21 and 22. 
They do not think it is going to be there for them. I would like to 
make sure that it is there for them, and for their children as well. 

There are a number of fairly, I think, modest changes that have 
been proposed. This is from my briefing notes for today. There are 
about four or five things that we can do to put Social Security on 
very sound footing for, certainly the rest of this century. Number 
one is to gradually phase in some progressive changes to benefit 
formulas by 2050, and that would reduce somewhat the benefits for 
upper-income and higher-earning folks. That is one thing. Another 
is to gradually increase the taxable maximum to cover about 90 
percent of earnings by 2050. Right now, I think we are at about 
83 percent. The third is to apply the chained CPI, the COLA, so 
that the market basket more reflects what folks in their 70s, 80s, 
and 90s are actually buying. A fourth is to pretty much pursue the 
formula suggested by the Deficit Commission, to raise the full re-
tirement age to 68, very gradually, by 2050, raise it to 68 and very 
gradually raise it on up to 69 by 2075. The last one will be to cover 
newly hired State and local workers after 2020. Some are not cov-
ered, some are, but to gradually cover new-hire workers and local 
workers by 2020. Those are the five. 

If we eventually get all those things, we would end up raising 
enough money to pay—over-pay—for any shortfall, I think, by 
about 130 percent. We only need 100 percent, so we would end up 
with about 30 percent left over. We would have a big surplus then, 
at least in Social Security. 

Let me just ask you to react to those ideas, each of you, if you 
would. Why do we not just start right here. Is it Mr. Brill? 

Mr. BRILL. Thank you, Senator Carper. I agree with everything 
you said this morning. It was consistent with my testimony, which 
suggests a variety of incremental changes. Not all of the ideas that 
you mentioned just now were included in my testimony. Perhaps 
the only difference in my remarks was that I have emphasized the 
importance of just making any step forward. 

So, while certainly it is the case that, combined, those five would 
over-solve the problem in a sense, that would not be a bad situa-
tion to be in. I am advocating this morning that we even just make 
a dent in it, with any of those five on the benefits side. I have some 
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concerns on the tax max proposal, but any of the other proposals 
would certainly be steps in the right direction. 

Senator CARPER. Thank you. 
Ms. Altman? 
Ms. ALTMAN. Senator, let me start by saying that the question 

about Social Security and how to restore the actuarial balance is 
a political question, not an economic one. We can afford it. The 
question is, at what level and what changes do we make. 

So going through yours, let me take them a little bit out of order. 
The 90 percent, restoring the maximum to what Congress intended 
it to be, that should be done today. That is something that every 
commission has—— 

Senator CARPER. I am going to ask you to move along quickly. 
Ms. ALTMAN. That one is fine. Newly hired State and local work-

ers: it makes good policy sense. Politically, it is very tough, espe-
cially with what is going on with State and local pension plans. 
The phase-in of benefits: I think that is a terrible idea, quite frank-
ly. It is a very careful balance of equity and fair return, and you 
would really hurt middle-class Americans and the benefits they re-
ceive, really reducing their benefits substantially. They would not 
get a fair contribution. 

Chained CPI: as you know, beneficiaries have not gotten a CPI 
the last 2 years under the current CPI. Chained CPI is less than 
that. A lot of people think the current CPI is too low. There is a 
CPI–Elderly which focuses on that population and that weights 
health care costs much more because they have more substantial 
health care costs. So, rather than chained CPI, I think you should 
be going with CPI–E. 

Senator CARPER. All right. Let me just thank you for those. I am 
running out of time, so let me ask our last two witnesses to just 
briefly respond. 

Would you, please? 
Dr. BLAHOUS. I would just say that, if I were king for a day, 

there are obviously some of those provisions that I like less than 
others, but none of us gets to be king for a day. The question is, 
is that a balanced package of reforms that might conceivably get 
bipartisan support? It tracks pretty closely to a lot of things the 
Simpson-Bowles Commission put together. It is roughly 50/50 on 
taxes and expenditures. I think it would be a reasonable bipartisan 
compromise. 

Senator CARPER. Good. Thanks so much. 
Mr. Roosevelt? 
Mr. ROOSEVELT. Yes, Senator Carper. Thank you. I would like to 

point out that Social Security benefits that are received are taxed 
on a progressive basis in the income tax. That has not been men-
tioned so far, so that deals with some of the question of high- 
income retirees. I would support definitely increasing the cap on 
taxable wages right away. 

I would associate myself with Ms. Altman’s comments. I would 
oppose raising the retirement age unless we also deal with the dis-
ability system, which now requires total disability, essentially, and 
affects people in different occupations, desk-bound versus physical 
labor, in very different ways. 

Senator CARPER. All right. Good. 
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Mr. Chairman, I would just make an observation. First, thank 
you all for those comments. One of the things, in talking to some 
folks who have done a lot on these issues even more than I have, 
they said at the end of the day if we could put Social Security on 
sound footing for the next 75 or 100 years, and the other part of 
the agreement is to somehow encourage our Republican colleagues 
to support revenues as part of the package going forward, that 
would not be a bad trade. So I would just lay that at everybody’s 
feet, and I thank you for giving me this much time. 

The CHAIRMAN. You bet. Thank you very much. 
Senator Stabenow? 
Senator STABENOW. Well, thank you very much, Mr. Chairman. 

I first want to thank you for holding this hearing and proceeding 
to focus on Social Security in and of itself. I strongly believe that 
we should be doing this within the context of looking at Social Se-
curity separate from other critical issues that need to be dealt with 
to address the deficit, but we all know that Social Security is in 
a very different spot and needs to be addressed for the long term, 
for 75 years. But I very much appreciate you doing this in the way 
that you are doing it, Mr. Chairman. 

Let me also just say that I think Social Security is a great Amer-
ican success story. Prior to Social Security, half of the seniors in 
America were in poverty. Mr. Roosevelt, thanks to your family’s 
leadership, your grandfather’s leadership, we now have 10 percent 
of the retirees in America in poverty. I wish it was not 10 percent, 
but it is a whole lot different than 50. It is my understanding that, 
without Social Security today, we would be right back at least at 
45 percent of seniors in poverty. So I consider that a great Amer-
ican success story that we should all be very proud of. 

The other piece I would just say for the record that we have not 
talked about is that Social Security really is three things, all of 
which are very important to families. It is retirement, it is a pen-
sion system, and thank goodness that pension system was not in 
the stock market a couple of years ago. I shudder to think what 
would have happened to retirees if it had been. Second, it is dis-
ability. It is a disability insurance policy. Third, it is a survivor’s 
policy. We all know people whose breadwinner passed away when 
the children were little, and they survived, moms and kids, because 
of Social Security. So I view those, again, as a great American suc-
cess story, and really part of the best of America in terms of our 
values. 

So when we look at going forward, I also think it is very impor-
tant again, Mr. Chairman, for the record, just to say what Ms. Alt-
man said, but to say it again: Social Security is self-financed, can-
not borrow, spends less than 1 percent on administrative costs, and 
has a surplus. Frankly, I wish more Federal programs were that 
fiscally responsible. We would be in a very different spot right now 
if that were the case. 

But we do know that, starting in 2037, Social Security will only 
be able to make 78 percent of its obligations if we do not move 
ahead and make some responsible improvements. So I also believe 
that small changes now are important for the future, to be able to 
guarantee that integrity and success story. 
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So one of the things, Mr. Roosevelt, I wanted to ask you to speak 
more about is the question of raising the eligibility age, and there 
has been a lot of discussion about proposals from colleagues. In 
your statement you said raising the eligibility age could create un-
acceptable hardship for whole groups of workers. I wonder if you 
might talk about whom you believe would be hardest hit as a result 
of that and what that might do as well to elderly unemployment 
going forward. 

Mr. ROOSEVELT. Yes. Thank you very much, Senator. If you work 
in an occupation like mine as a lawyer or a health insurance execu-
tive, raising the retirement age would not impose undue hardship. 
I can sit behind a desk for quite a few more years. If you work in 
daycare, running after little kids, or if you work in construction or 
many other physical occupations, raising the retirement age is an 
unthinkable proposition. 

That is why, if we simply raise the retirement age, we are impos-
ing undue hardship on many Americans. If we revamp the dis-
ability system, which has both operational and categorical prob-
lems right now, we could come to a more equitable way of address-
ing that. That is a very difficult problem to address, however. 

It is important to recognize that when we talk about the increase 
in life expectancy, when life expectancy was calculated at the time 
Social Security began and 65 was set as the retirement age, many, 
many infants died of childhood diseases and were included in that 
calculation. Those are curable today. So, in fact, life expectancy has 
only increased for people who reach age 65 by about 3 years over 
the time the Social Security system has been in place. 

So given that we are already on a path to raising the retirement 
age to 67, we need to look at that in a very sophisticated way and 
not make a simplistic adjustment in that age that would be unfair 
to many people. 

Senator STABENOW. Thank you. 
Ms. Altman, I wonder also if you might speak to that, as to what 

groups you think would be impacted with raising the retirement 
age. Do you think a hardship provision would effectively protect the 
people whom we are talking about? 

Ms. ALTMAN. What people do not understand, because of the 
way—it is very complicated. Because of the way Social Security’s 
benefit formula works, actually raising the retirement age, as 
Chairman Baucus said in his opening remarks, is the equivalent of 
a 7-percent across-the-board cut in benefits. It is mathematically 
indistinguishable. So, someone who has to retire early gets the big-
gest reduction. 

In addition, though, with respect to the hardship exemption, in 
1983 when Congress increased the age to 67, they asked the Social 
Security Administration to look at a hardship exemption. It sounds 
like the right approach, and yet it is a very, very complicated thing 
to do. 

For example, you have caregivers, usually women, who often 
have to leave the workforce early because they are caring for a sick 
husband. Is that hardship or is that not hardship? You have a re-
cession where a lot of people become unemployed. There has been 
a spike in EEOC age discrimination claims. Is that a hardship or 
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not? We already have a disability program that has a very large 
backlog. A hardship exemption is likely to do the same thing. 

The beauty of Social Security is that it is universal, that we all 
have the same rules. The idea is to make adequate benefits for ev-
eryone. We are in the middle of an experiment now with raising 
the retirement age, and I agree with Mr. Roosevelt, we should not 
be raising it further. 

Senator STABENOW. Thank you, Mr. Chairman. 
The CHAIRMAN. Thank you. 
Senator Thune? 
Senator THUNE. Thank you, Mr. Chairman. Thank you for put-

ting this issue on our radar screen. I think it is one we need to be 
talking about and hopefully doing something about. I want to 
thank our panelists for your ideas about that today. 

I would like to come back, if I might, because one of the big dis-
cussions you hear around the country, or you hear at least here in 
Washington, is that we do not need to do anything on this until 
2037 because that is the drop-dead date when the so-called trust 
fund would be depleted. I am interested in just more the timing of 
when we deal with this and what happens if we do not deal with 
it. 

So, if you would perhaps shed some perspective on what happens 
to benefits, for example, in 2037 if we do not reform Social Security 
today, and how does this really bear on the whole issue of deficits 
and debt? I think that has been covered a little bit. It sounds like, 
Dr. Blahous, you addressed that in your remarks earlier. But there 
is a sense around here that we really do not have to do this now, 
there is no urgency attached to this because of the ‘‘2037’’ date. I 
am interested in your perspective on that. Yes, please. 

Dr. BLAHOUS. I am strongly of the view that time is of the es-
sence, probably more so than your typical Social Security expert. 
We are in a very different situation from where we were in 1983. 
In 1983, we came to a point where we had a crisis in the trust 
fund, but the trust fund balances, until that time, had been kept 
pretty small. 

So at the point we reached trust fund depletion, or the threat of 
it, annual operations in Social Security were still pretty close to-
gether. They did not have that big of an immediate crisis to deal 
with in terms of the money coming in and the money going out. 

We are in a very different situation now. We have this very big 
$2.5-trillion trust fund. So if we say we are going to ride that trust 
fund for the next several decades and just raise general revenues 
to redeem those bonds and then deal with Social Security, by the 
time we would be dealing with Social Security then, annual income 
and annual outgo would be far, far further apart than they were 
in 1983. 

So the size of the adjustments we would have to make just to 
preserve self-financing in the program and keep the program going 
in the short term would completely dwarf anything our political 
system has been able to do in the past. So not only would the 
changes we would have to do be more wrenching, I am substan-
tially skeptical that our problem would be politically solvable while 
retaining Social Security’s historical character as a self-financing 
program. 
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Senator THUNE. What happens to benefits, though? I mean, what 
would happen just in terms of 2037? 

Dr. BLAHOUS. Well, there would be a 22-percent sudden benefit 
reduction. That would affect people already in retirement, not just 
new retirees. So that would actually affect some people who are on 
the rolls already. 

Senator THUNE. Or the other alternative would be, you would 
have to have a huge, massive payroll tax increase to bring benefits 
up to what they would need to be. 

Dr. BLAHOUS. Right. It would have to go up to a 16-percent pay-
roll tax. 

Senator THUNE. What is the rate of return on an individual put-
ting their money in Social Security today? Does anybody know the 
answer to that? 

Dr. BLAHOUS. It depends on whether benefits are cut as you sug-
gest, or we raise taxes. But generally speaking, we are talking an 
internal real rate of return of somewhere at 2 percent or below. 
Somewhere between 1.5 and 2 percent would be my guess. I do not 
want to be held to the precision of that, but somewhere around 
there. 

Senator THUNE. Some of the measures that are being considered 
are measures that would deal with inflation. You talked a little bit 
about indexing and how benefits are determined. If you consider 
measures of inflation used to calculate benefits, are benefits more 
or less generous in real terms today than they were when the pro-
gram was started? 

Dr. BLAHOUS. In real terms they are substantially more gen-
erous. That is because of changes to the benefit formula that were 
enacted in the 1970s. 

Senator THUNE. All right. And of all the prescriptions that have 
been thrown out, and you have heard a number of them—and I 
heard you, Ms. Altman, say that you thought getting to the 90- 
percent level of taxable income would be the first suggestion. If you 
had to rank them in terms of—I know you probably look at this the 
way we look at it, in terms of what is politically feasible. What 
would be the first, simplest, least painful thing that we could do 
that would at least prevent what I think is, if we wait too long, a 
real problem from getting much, much worse? 

Ms. ALTMAN. If you increase or restore the maximum wage base 
to 90 percent and you do it gradually over about 30 years, it trans-
lates to, for someone making $106,800, about $120 a year in addi-
tional contributions for which they will get a higher benefit. So it 
is a very modest change, and it eliminates about a third of the 
shortfall. 

So as I say, as a freestanding bill, I mean, I am very concerned 
that this not be part of the deficit debate and debt reduction be-
cause of the perception of it. But that is something that, as I say, 
you do not have to do anything else. You do that and you have al-
ready moved the ball out maybe 5, or 6, or 7 years. That is some-
thing that all the commissions have gone for. 

Senator THUNE. Yes. 
Mr. Roosevelt, you expressed resistance to raising the retirement 

age, and I heard your rationale for that. But that, around here at 
least, is typically something thrown out that is considered to be one 
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of the more immediate solutions, assuming it is phased in, obvi-
ously, over a period of time. 

But I am interested in the other panelists’ and your ideas about 
the retirement age and whether or not it would make sense to in-
crease retirement age from 67 where it is today. Dr. Blahous? 

Dr. BLAHOUS. Well, I would just say for perspective, consider 
when Social Security was first established. You could not claim 
benefits until age 65. We added afterwards the ability to claim ben-
efits at age 62, and that is when most people claim. That has had 
a very significant impact on labor force participation. Now, people 
claim at 62 not primarily because of physical incapacity. 

In the 1950s, for example, you had 57 percent of males in their 
late 60s in the workforce. By the 1970s, that was down to 32 per-
cent. It was not that we had all become that much frailer or we 
had all moved into manual labor jobs, it was simply, we were basi-
cally paying people to leave the workforce at an earlier age. 

Now, the Simpson-Bowles recommendations would have in-
creased both the early eligibility age and the normal retirement 
age gradually over time. Again, just for perspective, they would 
have done that at a rate that is actually slower than the normal 
retirement age increase under current law. 

In the last decade, normal retirement age went up by a year 
from 2000 to 2005. What Simpson-Bowles recommended was a fur-
ther increase in that, but actually at a slower rate than the one we 
have already been through. So I think my first question would be, 
have we seen a substantial increase in hardship for people in phys-
ical labor jobs as a result of the retirement age increase that has 
already taken place, and use that as a basis for evaluating whether 
a further one is problematic. 

Ms. ALTMAN. As a policy matter, I think raising the retirement 
age is exactly the wrong way to go. It is mathematically indistin-
guishable from the across-the-board benefit cut. I have a chart on 
the last page of my testimony that really shows, even if you work 
till age 70, you would get less. It is a time when benefits are al-
ready being cut, when 401(k)s, when traditional pensions are dis-
appearing, and people are going to be even more reliant on Social 
Security. 

As a political matter, I think there is a disconnect. You say there 
is consensus about raising the retirement age. In the country, there 
is consensus against raising the retirement age, so I think that 
should not be part of the solution. 

Senator THUNE. I mean, I would argue that the country—there 
is probably a consensus against most of the things that are—— 

Ms. ALTMAN. No, that is not true. If you scrap the cap—we 
talked about raising it to 90 percent. 

Senator THUNE. Yes. 
Ms. ALTMAN. About two-thirds of the population say, just elimi-

nate the cap. If you do that, you are done. You do not have to do 
anything else. In fact, if you do it and keep benefits where they 
are, you can actually increase benefits, and it brings in more rev-
enue than you need. 

Senator THUNE. All right. 
Thank you, Mr. Chairman. Thank you all. 
The CHAIRMAN. Thank you, Senator. 
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The question that came to my mind is, back in 1983—Ms. Alt-
man, I suppose you are closest to this—we had a deadline facing 
us. Your commission, the Greenspan Commission, found ways to 
decrease benefits and increase taxes, basically. I think it is roughly 
50/50; I really do not know. But it was close to the deadline. The 
changes made were significant, but they were not so large that it 
caused a huge consternation in the country. 

Now, the current system will allow benefits to be paid up 
through 2037, and then at a lower rate. Most everybody agrees 
with that. I think you all agree with that. If we were to move for-
ward—there are a couple of ways to ask you this question. What 
if, instead of making those changes the commission made in 1983, 
the commission had made those changes, say, roughly 26 years ear-
lier? That would be 2011 to 2037. If they made those changes, the 
changes that we needed—let us put it that way—made those same 
changes 26 years earlier, just generally how much less great would 
those changes have been back then? 

But then really the deeper question, the more important question 
I am asking is, I do not think Congress is going to address Social 
Security this year, basically because I think most members of Con-
gress agree that it is probably not appropriate to deal with Social 
Security at the same time that Congress is dealing with debt and 
deficit reduction. We will deal with Social Security separately. 

So it would be interesting to see a chart—maybe my assumption 
is incorrect; it is kind of the point that Dr. Blahous is making— 
which would show how much greater taxes would have to be, or 
how much benefit reductions would have to be over the next 26 
years as you approach 2037. I suppose that there are charts that 
show, some combination that shows, how much greater those ac-
tions would have to be over time. I am assuming they would be less 
dire today, but 10 years from now maybe a little more significant, 
and maybe 25 years from now quite significant. 

Am I correct in assuming that over time those changes would be-
come much more significant than they would be if Congress were 
to act today? Congress is not going to act today for the reason I 
mentioned, but I think Congress is going to address Social Security 
fairly soon. It may not be for a couple of years. But, anyway, can 
one put together a graph that shows that? 

Ms. ALTMAN. Let me start. I think this is responsive. Let me 
start with something and then answer your question—— 

The CHAIRMAN. Sure. 
Ms. ALTMAN [continuing]. And that is that Social Security is cur-

rently in surplus. 
The CHAIRMAN. Right. 
Ms. ALTMAN. This year it is a $113-billion surplus. So, if you put 

changes in today, what you are doing is you are building up the 
surplus because the funds are not needed for current benefits. 

The CHAIRMAN. All right. 
Ms. ALTMAN. So the first question—and one thing I talk about 

in my statement—is to make sure everybody is on the same page 
about your goal, because, to the extent people do not think the 
trust fund is real, they do not think these are true government ob-
ligation, all you are doing is you are building up that reserve that 
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people are going to say does not exist. So that is an important first 
point. It is what happened in the 1990s: we built up. 

But the second point is the kind of changes you can put in. If 
there is a rate increase today, you can put in a lower rate now than 
if you waited until 2036, as Dr. Blahous says. For certain kinds of 
changes, like increasing the retirement age—or you could put a 
rate increase out in 2025; you do not need to do it now—you could 
enact it now, have it take place in 2025. So they are not all the 
same. 

But the first question is, how high do you want the reserves to 
be, whether you want those to be a permanent source of revenue 
for the trust funds, and so forth. There are some preliminary ques-
tions even before we get to solutions. I do not know if that is really 
responsive. 

The CHAIRMAN. No, that is helpful. 
Does anybody else want to respond? Dr. Blahous? 
Dr. BLAHOUS. I think you have hit upon something that is really 

important here, and that is why I want to leap in, which is that 
it is important for policymakers to understand sort of arithmet-
ically what are the costs of delay. 

What is difficult for people in our position is that quantifying it 
in a way that is useful to you is often a little tricky. For example, 
what the trustees’ report has annually in it is a little illustration 
that says, here is how much you would have to change benefits 
across the board, here is how much you would have to change taxes 
across the board if you were to take instant action this year. 

Now, if you, as a Senator, were looking at that from your staff, 
you might look at it and say, well, this does not do me much good 
because I am not going to cut 14 percent this year from someone’s 
benefits who is already in retirement. I need to know how big of 
a change it is going to be when you factor in the fact that we are 
going to do benefit changes prospectively, and other little nuances 
that are hard to quantify but would reflect political realities. 

This is also why I mentioned in my remarks there is also the 
very real issue of, what is the amount of traffic our political system 
can handle? We could do illustrations saying, well, here is how big 
the long-term 75-year shortfall is by 2037. But, if in practical re-
ality there is a limit to how much short-term pain the system is 
willing to impose, then that is something policymakers need to 
know as well. 

The CHAIRMAN. I understand. Right. 
Mr. Roosevelt? Then I am going to have to wrap up here. Go 

ahead. 
Mr. ROOSEVELT. All right. Just very quickly, Mr. Chairman. An-

other way to look at it is that, as Senator Thune mentioned, if you 
wait until 2037, or as was mentioned in response to a question, you 
would need a 2-percent increase: 1 percent from employer, 1 per-
cent from employee. If you did that now, you could do a 1.1-percent 
increase in the tax—— 

The CHAIRMAN. Total? 
Mr. ROOSEVELT. Total, because of the way you have built up the 

trust fund. But it is important to remember that, if you do nothing, 
there is, as Dr. Blahous said, a 22-percent cut in benefits in 2037. 
The Simpson-Bowles recommendations are a one-third cut in bene-
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fits, so that is worse than doing nothing. So, I think that is impor-
tant to remember. 

The CHAIRMAN. I would say I really should go, but what is the 
magic of 75 years? A lot can happen in 75 years either way. 

Dr. BLAHOUS. That is very true. The economy can perform better 
or worse, we can find the elixir of youth, and so on and so forth. 
So it is very true that 75 years is not magic. It is a useful standard 
because it is a way of estimating the time that people are in the 
workforce and receiving benefits. 

The CHAIRMAN. Ms. Altman? 
Ms. ALTMAN. And if I could say, actuaries historically have used 

a valuation period as short as 30 years and as long as 80 years, 
and they have settled onto the 75 years. But it is important to un-
derstand that it actually is very conservative. No private pensions 
use that kind of long valuation period, and most other countries in 
the world do not. I think Germany uses about 30 years for their 
Social Security program. So there is nothing magical about 75 
years. 

The CHAIRMAN. It is just plucked from thin air? 
Ms. ALTMAN. No. The idea is that someone joining the workforce 

at age 20 would be 95 at the end of the valuation period, so the 
idea is, you are reassuring workers that there will be benefits for 
their entire work history. 

The CHAIRMAN. All right. Good. I am glad I asked the question. 
Thank you. You all have been very, very helpful. Thank you very 
much. 

The hearing is adjourned. 
[Whereupon, at 11:37 a.m., the hearing was concluded.] 
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