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(1)

FINAL REPORT PRODUCED BY THE
PRESIDENT’S COMMISSION TO

STRENGTHEN SOCIAL SECURITY

THURSDAY, OCTOBER 3, 2002

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:05 a.m.,

Hon. Max Baucus (chairman of the committee) presiding.
Also present: Senators Grassley and Kyl.

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

The CHAIRMAN. The committee will come to order.
Today we are going to consider the recommendations of the

President’s Commission to Strengthen Social Security.
Before going any further, I wish to express my disappointment

that Treasury Secretary O’Neill has not agreed to testify. As the
managing trustee of the Social Security Trust Funds, Secretary
O’Neill plays a very unique role. But, unfortunately, the Secretary
has declined our invitation to be here today.

At this point, we have no choice but to proceed without the ben-
efit of the Secretary’s testimony. That said, let me turn to the issue
at hand.

Social Security represents a solemn commitment from one gen-
eration to another. Social Security is the major source of income for
most of the elderly. About two-thirds of aged Social Security bene-
ficiaries receive more than half of their income from Social Secu-
rity. For about 20 percent, Social Security is the only source of in-
come. Without Social Security, more than half of elderly women
would be living in poverty.

Social Security provides more than just retirement benefits. Dis-
abled workers and their dependents account for 15 percent of total
benefits paid. Almost 30 percent of today’s 20-year-olds will become
disabled before reaching age 67, and in 2001 the insurance value
of Social Security benefits for a young disabled worker with a
spouse and two children is about $353,000.

Survivors of deceased workers account for another 15 percent of
Social Security’s total benefits. An estimated 97 percent of young
children and their parents are ensured for survivor’s benefits
through Social Security. Social Security’s survivors protection is
equivalent to $403,000.
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So a strong Social Security program is absolutely critical for sen-
iors, for the disabled, and for survivors. We cannot compromise our
commitment.

At the same time, we must all recognize that over the long term
Social Security’s finances need to be improved. As it now stands,
the Social Security trustees estimate that the Social Security Trust
Fund will become exhausted in the year 2041.

At that point, there would still be a lot of payroll tax money com-
ing in each year, but the revenues would not be enough to pay full
benefits. For example, in 2041 there would only be enough revenue
coming in to pay about 73 percent of promised benefits.

So it is clear that we need to do something to shore up Social
Security’s finances. At this point, there are several alternative ap-
proaches.

One, is embodied in the work of the President’s Commission.
Specifically, the President has proposed to establish voluntary pri-
vate personal savings accounts for workers. Some amount of the
workers’ payroll taxes would be diverted into the private accounts
instead of going into the Social Security Trust Fund. This is usu-
ally referred to as partial privatization of Social Security.

The President set up a commission to flesh out his proposal, and
the commission came up with three specific options. We are here
today to discuss and evaluate those options in the hope that it will
help us move the debate forward.

Having said that, I have very serious concerns about these op-
tions proposed by the Commission. With all due respect, both the
President’s proposal and the Commission’s report take us down the
wrong track.

Let me be more specific by addressing some of the details of the
options that the President’s Commission has proposed. For one
thing, although these plans are advertised as voluntary, the retiree
who chooses not to participate would nevertheless have his or her
Social Security benefits cut deeply, a strange form of voluntary-
ism.

Second, for most of the workers who do choose to participate,
their total retirement income, including money from their private
accounts, would be significantly less than under current law, not
more. The decline would be even worse if the stock market fell like
it has over the past 3 years.

Third, the proposal would cut traditional Social Security benefits
deeply for disabled individuals, even though their private accounts
could not be accessed until they reached retirement age.

Fourth, all of the proposals would exhaust the Social Security
Trust Fund earlier than under current law. For example, under
Option 1, the trust funds would be exhausted by about 2033 rather
than 2041, as under current law.

On a related point, the Commission prefers to use an alternative
measure of the year that Social Security’s finances reach a dan-
gerous point. That is to say, it would be reached in 2017.

Yet, even using this measure, under all three of the Commis-
sion’s options, Social Security would hit the danger spot earlier
than under current law. For example, under the Commission’s Op-
tion 2, this point would be reached in the year 2011.
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And, finally, even with these flaws, all of the Commission’s op-
tions would still require trillions of dollars of general revenues
from the Treasury in order to work. However, the general fund of
the Treasury is likely to be in deficit for a long time into the future,
so it is completely unclear where this money will come from.

Putting all this together, I am concerned that the Commission’s
proposal for partial privatization would make the Social Security
system worse, not better.

Others, obviously, may disagree. That is why we are holding this
hearing, to see if we can get a better understanding of the Commis-
sion’s proposals and the effect that they would have on the health
of the Social Security system. We look forward to the testimony of
our witnesses.

I will now turn to my colleague, Senator Grassley.

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

Senator GRASSLEY. Thank you, Mr. Chairman, for holding this
hearing. It is very important any time we can have a discussion of
Social Security, because there is so much ignorance about the fu-
ture of Social Security. That is why I not only compliment you for
this hearing, and hopefully many more hearings, and compliment
President Bush for setting up the Commission.

But that is not surprising, because I also complimented President
Clinton for leading a national discussion on the future of Social Se-
curity, which I think he did in about 1997, 1998, in that period of
time, to have I think what was supposed to be a 2-year discussion
of it.

President Clinton even led four town meetings on the issue him-
self, and he encouraged members of Congress to hold town meet-
ings in our respective States. I had big turn-outs for those that I
did. I may not have done that if it had not been for President Clin-
ton making the suggestion and wanting to make a national debate
and have education on Social Security. So, I am glad that President
Bush proceeds forward with it.

It is probably not surprising that any suggestions of any commis-
sion is disliked, or there is fault found with the various sugges-
tions. First of all, it is easy to find fault if there is a great deal of
ignorance about the subject.

It is easy, in this political environment, to demagogue any sug-
gestions about Social Security because it is really easy to scare sen-
ior citizens, more so than any other segment of the population.
And, particularly, because women live longer than men, there are
more women out there and there is a certain amount of insecurity
among women about this issue that do not have partners and it is
easy to really get them nervous.

I am appalled at the number of people that come up to me at my
town meeting, and even if they consider me a friend, they would
just say, ‘‘leave my Social Security alone.’’ I kind of try to put them
at ease by saying you do not have anything to worry about. At
least, if you are 70 years old today you do not have anything to
worry about.

But I try to let them know that they are in a powerful position
in the political spectrum of America. I say, if you knew how power-

VerDate 11-MAY-2000 10:08 Apr 07, 2003 Jkt 000000 PO 00000 Frm 00007 Fmt 6633 Sfmt 6633 84118.000 SFINANC2 PsN: SFINANC2



4

ful your voice was in Washington and how much members of Con-
gress fear you, you would be laughing at us instead of really show-
ing disgust towards us that we might do something about Social
Security.

So it gives me an opportunity to say to those people, you do not
have anything to worry about with your Social Security. But do you
want your grandchildren to have Social Security? If Congress does
not do something, that something is a big ‘‘something’’ out there
that can be done, all sorts of different things that can be done,
none of them very easy.

But if we do not do something, your grandchildren are not going
to have Social Security, at least as you know it. As the Chairman
said, 73 percent cash flow after another 20 or 30 years. Do you not
want your grandchildren to have Social Security? That is what this
debate is all about, is making sure that, 75 years down the road,
or maybe even just 30 years down the road, everybody has got the
same good thing that people have had since 1936.

I try to explain that if we do not do something, where, if you live
7 years beyond 65, if you are an average person, you are going to
draw out everything that has been paid in for you and the interest
on it. Then you have got everything kind of free after that point.

But for people who are 30 years old today, unless they are very
low income people when they retire, they are not going to get out
what they paid in. There are ways of doing it by increasing taxes,
cutting benefits, doing some of both, or by the use the miracle of
compound interest to make sure that it is out there so that Social
Security people, in the year 2050, can have what Social Security
people in the year 2002 have. But if we do not do anything, it is
not going to happen.

That is how I kind of approach it to try to get people to think.
But it is very difficult in an issue that can be demagogued so eas-
ily, to get people to think. That is why I think it is very important
that President Clinton set this Commission up, President Bush
continued the Commission or set up a new one, and get a debate
out there.

I really hope that this becomes very much a part of the 2004
presidential debate. I think, until there is a clear mandate from an
educated public on this issue, Congress is not going to do anything.

Now, there are some members of Congress, more apt to be mem-
bers of the political party than my political party, but we probably
even have some in our political party. But how often do I hear col-
leagues say, well, if we just do something to grow the economy, like
4 percent, it will take care of the problem. We will not have a prob-
lem. But how often has our economy grown, for a long period of
time, at 4 percent? It has not done it since the 1960’s. It grew at
1.5 percent through the late 1960’s, 1970’s, and early 1980’s.

So there is not any easy answer. Somebody that is in a position
like Senator Baucus is today, I have been, the people that succeed
us, if we do not do something about this, somebody is going to have
to bite the bullet. I want to encourage public discussion, at least
to the biting of the bullet.

Thank you. I have a statement I want to put in the record.
[The prepared statement of Senator Grassley appears in the ap-

pendix.]
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The CHAIRMAN. Thank you very much, Senator. I particularly
thank you for the constructive tone of your comments. It is true,
we have a very difficult problem down the road.

My personal view, is the Commission options are not the right
answers. But that sort of begs the deeper question, what is the
right answer, and that is something we are going to have to work
on very closely on down the road. But thank you very much.

Senator Kyl, do you have a statement?

OPENING STATEMENT OF HON. JON KYL, A U.S. SENATOR
FROM ARIZONA

Senator KYL. Thank you, Mr. Chairman. Just a brief comment.
First, let me associate myself with the comments of the distin-

guished Ranking Member of this committee. With all due respect,
I do disagree somewhat with your characterization of the Commis-
sion’s recommendations. That is part of the discussion we can have.
Perhaps that is not a surprise.

The CHAIRMAN. Why did I expect that? [Laughter.]
Senator KYL. But, on a more serious note, I want to specially em-

phasize the point that Senator Grassley made about scaring our
seniors.

The responsible thing to do is to have intelligent people with dif-
fering points of views get together and try to make recommenda-
tions for fixing a system that we all know will not provide the ben-
efits that we have all promised. Something has to be done. We can
disagree about the recommendations, but something has to be
done.

The Commission has come out with some good ideas, and I think
it is wrong to politically characterize those ideas in a way that is
intended to scare our senior citizens. There is nothing more rep-
rehensible, as far as I am concerned, than deliberately scaring our
seniors who believe, wrongly, that somehow we are going to take
their Social Security benefits away.

We all know that there is nothing that is going to adversely af-
fect the benefits of those who are on Social Security today, or who
are about to go on Social Security. The problem is trying to guar-
antee benefits to the younger citizenry.

I have in the file here, and I will be happy to put some of this
in the record, and I will not refer to any names, advertisements
that are currently running or that have been running in campaigns
that, in my view, are reprehensible because they attempt to scare
seniors and they are having the effect of scaring seniors.

They, in part, attempt to do that by mischaracterizing the rec-
ommendations of the Commission or mischaracterizing the kind of
plan that is being put forth by those who recognize that something
has to be done to increase the amount of money going into the plan
who do not propose cutting benefits or raising taxes, either one, but
who honestly believe, as I do, that there are ways, through com-
pound interest, as Senator Grassley said, enhance the amount of
money going into the Social Security fund so that the money will
actually be there to keep the promises that we made.

One commercial has a member saying, ‘‘Social Security and
Medicare are a promise that we have made to our seniors, and I
am going to fight anybody who tries to break that promise.’’ Do we
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really think anybody is trying to break that promise? That is cal-
culated to scare seniors and it is having that effect.

Another one says, X candidate ‘‘wants to take our Social Security
and gamble it in the stock market,’’ and that ‘‘he wants to turn our
Social Security over to Wall Street bankers.’’ These are the kind of
things that have perhaps a role to play in a campaign, but we have
a responsibility to correct those kinds of misperceptions. Instead, I
fear that some of what is happening is to throw gasoline on that
fire.

One other one says that certain person’s plan is ‘‘giving our re-
tirement to Wall Street and would leave seniors without protection
from companies like Enron and Worldcom.’’

Well, nobody is proposing anything like that. But with that kind
of political rhetoric, it seems to me we have an obligation not to
fan the flames, but to douse them with a dose of reality, which is,
very simply, if we do not do something, then we will not be able
to keep our commitment to seniors. So those who propose doing
something, I think should be patted on the back, not attacked for
trying to injure or reduce the benefit of seniors.

I just think, Mr. Chairman, that if we are going to hold a hearing
like the one that you have scheduled today, we need to have all
sides represented and we need to ensure that the net result of it
is to educate and to provide information rather than fanning the
flames that I fear will happen in some cases.

The CHAIRMAN. Thank you very much, Senator. That is exactly
the point of this hearing, is to discuss the President’s options. We
have panelists here, as you know, agreed to by the Ranking Mem-
ber of the committee as to the composition, representing both sides.

It is an honest effort to try to find, what is the effect of the Presi-
dent’s options. I cannot think of a better service to the American
people than to find out how these options actually affect our people.
Thank you very much.

Our first witness is Dr. Olivia Mitchell with the International
Foundation of Employee Benefit Plans. She is a Professor of Insur-
ance and Risk Management at the Wharton School of the Univer-
sity of Pennsylvania. She is a former Commissioner of the Presi-
dent’s Commission to Strengthen Social Security, and she is from
Philadelphia.

Dr. Mitchell, we are honored to have you here.

STATEMENT OF DR. OLIVIA S. MITCHELL, INTERNATIONAL
FOUNDATION OF EMPLOYEE BENEFIT PLANS, PROFESSOR
OF INSURANCE AND RISK MANAGEMENT, THE WHARTON
SCHOOL OF THE UNIVERSITY OF PENNSYLVANIA AND
FORMER COMMISSIONER, PRESIDENT’S COMMISSION TO
STRENGTHEN SOCIAL SECURITY, PHILADELPHIA, PA

Dr. MITCHELL. Good morning. Thank you very much.
Chairman Baucus and other members of the committee, I thank

you for this opportunity to address the Senate Committee on Fi-
nance. On behalf of the President’s Committee to Strengthen Social
Security, I would like to commend you for your attention to the
challenges that face all of us.

My name is Olivia Mitchell. I am a professor of Risk Manage-
ment and Insurance at the Wharton School at the University of
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Pennsylvania. I served as co-chair for the panel appointed by the
Clinton administration to propose reforms for Social Security. That
was called the Social Security Advisory Council.

Most recently, I served as one of eight Democratic members of
a 16-member bipartisan Commission to Strengthen Social Security,
a group that reported out last December under the leadership of
Senator Daniel Patrick Moynihan and co-chairman Richard Par-
sons.

I would like to begin by saying a few words about the Commis-
sion. When I was invited to join this group, I felt it essential that
we embody the integrity and bipartisanship needed to strengthen
Social Security. Our Commission, as you know, was charged with
improving the long-term sustainability of the program without
changing benefits for those near or in retirement, without raising
payroll taxes, and while establishing new voluntary saving oppor-
tunities through personal accounts.

I am delighted that our Commission was able to satisfy these
charges by presenting a range of three proposals that, in our view,
enhance progressivity, reduce systemic risk, and allow freedom of
choice in a way that this system has never before permitted.

Mr. Chairman, some might argue that one could reform Social
Security without personal accounts. Indeed, Social Security financ-
ing might be temporarily enhanced without personal accounts sim-
ply by shifting mounting costs onto future generations.

But as an economist, I find this a fundamentally unsatisfactory
approach, and I think it is not a politically viable one, either. In-
deed, there probably is no perfect solution. Instead, meeting the
challenges of Social Security via personal accounts seems to me,
and seemed to the Commission, to be a preferable path to the less
appealing alternatives.

In the end, however, the main reasons to create personal ac-
counts are positive, not negative. One benefit of a properly de-
signed Social Security personal account can be a permanently sus-
tainable Social Security system, another can be higher benefits
than the existing system can pay.

Yet, others are possibly greater national saving, greater indi-
vidual control, inheritance rights, new protections for divorced and
widowed women, and as co-Chairman Moynihan pointed out, the
first opportunity for millions of Americans to accumulate wealth.

I would like to ask my assistant to show Figure 1. This is rep-
licated in the testimony which you have before you. Figure 1 identi-
fies the fiscal challenges facing the Social Security program. What
this shows, the red line, is a cost rate under current schedule bene-
fits, which is ever increasing, and the income rate that is the pay-
roll tax revenue that is expected by Social Security, quite a bit
lower.

This figure shows that system solvency is part of a much bigger
problem. That is, you could, in theory, achieve solvency simply by
raising the level of interest credited to the Social Security Trust
Fund. This number is set fairly arbitrarily anyway, and you could
do it with a stroke of the pen. Or you could do it by raising payroll
taxes today, even if that money were used to finance expenditures,
for example, additional tax cuts, finance a war, and so forth.
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But this is the critical point. Such measures would do nothing to
address the fundamental underlying problem of Social Security,
which is that it maintains and embodies an unsustainable cost
growth rate relative to the size of the economy. We cannot take
credit for solving Social Security simply by shifting costs ever for-
ward onto future taxpayers.

As my colleague former Congressman Tim Penny urged at one of
our Commission hearings, we simply must get these lines to cross
again. The system must return to at least cash flow balance, not
only now but for the future as well. So, our Commission, accord-
ingly, rated all of the proposals according to how much progress
they make toward this goal.

In addition to the fiscal issues, the Commission looked very close-
ly at the treatment of individual Americans under the current sys-
tem and we found many reasons for concern.

One issue is, as Senator Grassley mentioned earlier, there is
worsening treatment of young Americans going forward. A boy
born, for example, in the year 2000, if he remained single all his
life and earned an average income, could expect only a 0.86 percent
annual real return from Social Security. A girl would anticipate a
return of only 1.25 percent on her payroll taxes, and a dual-earner
couple, 1.88 percent return.

Now, rates of return are not the only way to judge Social Secu-
rity and its system’s equity, but it is clear that plummeting rates
of return threaten not only the program’s efficacy, but also its sup-
port.

We also were very concerned that the system fails to redistribute
income to those who need it most. For example, the system redis-
tributes money from those with shorter lifetimes to those with
longer lifetimes, from single individuals to traditional one-earner
married couples. This works against system progressivity.

So what we proposed in our reforms was to enhance the safety
net for vulnerable populations, particularly women and widows,
and to make the system sustainable so that everyone would find
the system less risky.

In the Commission report, we go through in great detail aspects
of our reform proposals. I would like, today, just to focus on Model
2 in the interest of time.

When constructing Model 2, the Commission pointed out that the
current wage indexed formula is inherently unsustainable within
the demographics of our Nation. We concluded that the entire im-
balance in Social Security could be accounted for by growth in ini-
tial benefits above and beyond inflation.

So Model 2 contains a provision that would gradually increase
defined benefits for low-wage earners and surviving spouses, would
also add benefits that many critics have neglected to mention.

Let me emphasize, this model—in fact, all three of our models—
provide benefits above what today’s retirees are receiving. There
are no benefit cuts anywhere in this story.

This plan also provides individuals with an opportunity to invest
4 percent of their wages into personal accounts, with a cap of
$1,000. The account would be set up so that participants would
have a higher expected benefit than from traditional Social Secu-
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rity, providing that the personal account accumulates at faster
than a 2 percent real rate of return.

And if I could just have Figure 2 up. Figure 2 shows the extent
to which the proposed Model 2 would enhance individual benefits
if they opted for the personal accounts. During the discussion, we
can get into particular comparisons.

The Commission also devoted substantial attention to plan de-
sign. In fact, we modeled our plan, our proposal along the lines of
the Federal Government Employees Thrift Saving Plan.

I emphasize, the TSP is not a privatized system. It is, instead,
an effective and safe means of saving and investing that benefits
countless Federal employees.

In terms of financing, I will just conclude, the Commission took
very seriously its charge.

The CHAIRMAN. Doctor, if you want to take a couple of more min-
utes, that is fine, if you have more to say.

Dr. MITCHELL. Thank you.
The Commission took very seriously its charge to enhance fiscal

sustainability. If I could ask for Figure 3, please. We do not know
exactly how many people would opt for the voluntary accounts
under the different models we proposed.

This would depend on a national educational campaign. Struc-
turing the personal account properly would ensure, however, that
the accounts accelerate progress toward the system’s permanent
sustainability. The figure illustrates this can be done. The two lines
cross.

In the handout, I show the scoring of the alternative plans. Fig-
ure 4 in my handout, which I do not have on a chart, illustrates
that, in present value terms, Model 2 requires $0.9 trillion. In
other words, it requires less than $1 trillion over the 75-year eval-
uation period, or about one-half of 1 percent of GDP in years where
additional investments are required.

The Commission concluded that this amount was comparatively
small and would not pose major economic or budget concerns, par-
ticularly compared to the alternative of doing nothing.

The Commission recommended a year of discussion on Social Se-
curity before legislative action is taken. I commend the Senate Fi-
nance Committee for furthering this discussion today.

We on the Commission are, accordingly, quite pleased that others
have come up with constructive suggestions for shoring up Social
Security. Throughout our deliberations, we met with interested in-
dividuals from both sides of the aisle and we repeatedly sought
input from all quarters.

Some opponents of personal accounts testified before us and
promised to send us specific plans that could be scored, like our
plans were, by the Office of the Chief Actuary of Social Security.
We, however, never received any such plans.

I would urge this committee, therefore, in fielding testimony on
the Commission proposals or any others, to pose two questions for
Social Security experts. First, what is your proposal for making So-
cial Security permanently sustainable? Two, are you willing to sub-
ject your proposal to the Chief Actuary’s Office for evaluation in
the same way we did?
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We at the Commission find no fault with those who may have
other ideas on how to shore up Social Security, but in order to as-
sess them proponents must put their plans forward for the same
independent evaluation to which we subjected our reports.

I have been told that some critics of the Commission’s work pro-
posed taking personal accounts off the table as a condition for mov-
ing forward on Social Security reform.

But, Mr. Chairman, I am concerned that if personal accounts are
off the table and if the Commission’s ideas for sustaining the basic
system are off the table, quite frankly, there is nothing left on the
table.

The Commission’s proposals, we believe, offer reforms that
are——

The CHAIRMAN. Doctor, I am going to have to ask you to summa-
rize, if you could, please.

Dr. MITCHELL. I will. I am finishing.
The CHAIRMAN. Thank you. Thank you.
Dr. MITCHELL. The Commission’s proposals, we believe, offer re-

forms that are affordable, reduce risk, enhance progressivity, and
offer workers the chance to build retirement wealth.

Finally, our plans do not touch benefits for anyone over the age
of 55, and they propose raising expected benefits for future retirees.

Let me end by expressing my thanks for the opportunity to tes-
tify before this distinguished committee and to express hope that
you and your advisors will expect and receive a set of proposals
that can be scored by the neutral actuaries.

Thank you very much.
[The prepared statement of Dr. Mitchell appears in the appen-

dix.]
The CHAIRMAN. Well, thank you very much, Dr. Mitchell.
One of the witnesses later to testify is Mr. Bixby. He is the exec-

utive director of the Concord Coalition, which many of us have
heard a lot about. He describes in his testimony the Concord Coali-
tion as ‘‘a nonpartisan, grassroots organization dedicated to
strengthening the Nation’s long-term economic prospects through
sound and sustainable fiscal policy.’’

I am going to read you a couple of comments he makes in his
prepared testimony, and I would just like your response, please.

Basically, he says that ‘‘the most basic question to ask of any re-
form plan is whether or not, if implemented, Social Security would
still run out of money.’’ He goes on to say that ‘‘none of the Com-
mission’s plans meet this standard. Ignoring new general revenue
transfers, they all go bankrupt by the year 2030.’’

He says the same point another way: ‘‘The bottom line, however,
is that the Commission’s plans do not pay for themselves or put So-
cial Security on a sustainable basis.’’

Your comments?
Dr. MITCHELL. I think it is important to understand the size of

the problem we face. As the earlier graph indicated, if we do noth-
ing the lines continue to move apart, we face an insolvent system
in the long run.

The Office of the Actuaries, the neutral office, estimates that in
current dollars the deficit is around $20 trillion, or in present value
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dollars it is about $5 trillion. That is greater than the size of the
national debt that the American people hold several times over.

We need to clearly bring the lines together. There have to be cost
reductions or revenue increases one way or another, and no reason-
able viewer of the problem would suggest otherwise.

Our approach saves the system money vis-a-vis the current hole
that we face. Model 2 of the Commission proposes reducing revenue
needs by about 45 or 50 percent, and Model 3 would reduce rev-
enue needs by about one-third.

So, really, the question is, what is your benchmark? The bench-
mark is, we face a terrible problem. The sooner we start to act, the
better.

The CHAIRMAN. The question is, where is all this general revenue
transfer going to come from? As you know, we do not have near the
surpluses, total budget surpluses, now that were projected a little
over a year ago. A lot of it depends on the performance of the econ-
omy.

Right now, I suspect most people are not terribly sanguine, at
least about the near-term performance of our Nation’s economy,
which implies that probably next year actual Federal revenues are
going to be a little lower than anticipated, probably, in the near fu-
ture.

So, how in the world are we going to solve the sustainability with
requiring such massive transfers when we do not have the big sur-
pluses that we once had that was always right there?

Dr. MITCHELL. The way to think about the problem, is the fol-
lowing. In order to fill the gap in Social Security, some funding will
have to come from somewhere. It is a question of how much and
when, but it is not a question of whether.

So the way we look at it, for example, in Model 2, the proposal
would phase in the reforms over a period of time. That was nec-
essary in order to completely hold harmless current retirees and
near retirees, which we defined as anybody 55 years of age and
older.

So the phase-in would begin, when we designed the program, in
2004. The surplus would be sufficient to finance the reform in the
program until 2010. The reason that is important, is that would en-
sure that the Social Security surplus would actually be saved in
personal accounts rather than be spent through other means as it
has been in the past.

The new transition investment would be required over a period
of roughly 2025 to 2054. In that span of time, who knows? The
economy will probably be growing again. I have great faith in Con-
gress and the economic system to re-find its feet. So, there will be
a transitional investment period.

But let me remind you, this is investment. This is not simple ex-
penditure. There is a pay-back that then follows thereafter. At the
end of the 75-year period, there will be something on the order of
$5 trillion of assets which will be the result of that investment pe-
riod.

The CHAIRMAN. What do you say, though, to American citizens,
say, roughly 55 and a little bit younger, for whom retirement is not
too far down the road who will receive a reduction in benefits when
they retire if they do not participate in the partial privatization?

VerDate 11-MAY-2000 10:08 Apr 07, 2003 Jkt 000000 PO 00000 Frm 00015 Fmt 6633 Sfmt 6633 84118.000 SFINANC2 PsN: SFINANC2



12

What do you say to them? They are going to receive, under these
plans, a reduction in benefits.

Dr. MITCHELL. I guess I would like to set the record straight. The
Commission report, which I am sure you have seen—it is available
on the web—makes it very clear. There are no benefit cuts vis-a-
vis what today’s retirees are receiving at all. So we should, as Mr.
Kyl pointed out, make very clear to retirees that there are no ben-
efit cuts.

The CHAIRMAN. But that assumes general revenue transfers. If
there are no general revenue transfers, which is difficult at this
point, there are still going to be cuts for those under 55 when they
retire.

Dr. MITCHELL. The current system is one where scheduled bene-
fits cannot be paid. If you would not mind putting up Figure 1
again. We know that as the system moves into the future, there
will be insufficient money to pay scheduled benefits.

Benefits, as Mr. Kyl and Mr. Grassley said, will have to be re-
duced on the order of 30 percent, perhaps more, at the end of the
period. So what we are trying to do is avoid those benefit cuts by
structuring the system in such a way that there is investment up
front, benefits will be at least as high if not higher—in fact, we ex-
pect them to be higher—for all retirees.

So people in retirement have nothing to worry about. People 55
and older have nothing to worry about. As this system phases in,
benefits will be higher than what can be paid under current pro-
jected tax revenues.

The CHAIRMAN. I have one more question. How can benefits be
higher for those under 55 to the degree to which other people in-
vestment in partial privatization? That is, take the 2 percent, 4
percent, or whatnot, leaving less money going into the trust fund?

How can they, with less money going into the trust fund, receive
the same benefits as those who do not participate in the partial pri-
vatization?

Dr. MITCHELL. The way that we have structured the plan—and
of course the Congress is free to imagine a different plan—was this
would be phased in over a period of time. The benefits that will be
received by future retirees will be price indexed.

In other words, they will never be at all below current benefit
levels. They will be protected in real purchasing power terms. So,
that is one piece of the answer.

Another thing to recognize is that our proposals actually enhance
benefits for people in the low wage, low earner categories. We pro-
posed improving the benefits for people who were lifetime, low-
wage earners, making sure that they would be at least 20 percent
above the poverty line.

I should emphasize, the current Social Security system has big
holes in the safety net. There are people that can work their entire
lifetimes and not even earn a poverty line benefit under Social Se-
curity. We consider that inadequate and something that should be
fixed.

The CHAIRMAN. I appreciate your testimony. I just do not think
the numbers add up the way that you are saying here.

Dr. MITCHELL. I should emphasize, all of our numbers were
scored by the Chief Actuary.
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The CHAIRMAN. I understand. I understand. But there are other
assumptions which you are not stating.

Senator Grassley?
Senator GRASSLEY. The exchange we just had emphasizes what

I said before, that we need years—well, not years. You cannot have
too many years. But at least a long period of time—of public under-
standing of this. The questions that Senator Baucus asked would
be questions I get, so that is why we need this National debate. I
thank you for contributing to it.

The last question that Senator Baucus just asked, I as going to
ask, so I will go to my second, and last, question to you.

That is, in your testimony you highlight the fact that the Com-
mission adopted the goal of making Social Security ‘‘not only sol-
vent, but permanently sustainable.’’ I would like to have you ex-
plain what you mean by that and tell us why the Commission be-
lieved it was so important to adopt this goal. Also, are you aware
of any other plan that meets the same rigorous standing of perma-
nent sustainability set by the Commission.

Before you answer those two questions, that reminds me that we
get criticism of commissions making recommendations. We get
criticisms of a few members of Congress putting proposals in that
have personal accounts. Everybody in Congress knows that, beyond
the year 2015 or 2018, there is a negative cash flow. They know,
beyond the year 2040, that it is going to pay 75 percent of benefits.

They know you cannot wait until you get down there to do some-
thing about it. Yet, nobody is proposing tax increases. Nobody is
proposing benefit cuts, or a combination thereof. We should not be
bad-mouthing ideas that are on the table. We can disagree with
them, but we ought to invite as many proposals on the table. It is
about time that everybody gets proposals on the table.

I would like to have you answer my two questions.
Dr. MITCHELL. Yes, sir.
First of all, I am not aware of any other plans that take the same

critical benchmarks that we have proposed and laid out and scores
them accordingly. We would strongly encourage everyone to do
that.

Going back to the more general question, when the Commission
started looking at the various options before it, it is very clear that
there are quick fixes that will not solve the problem in the long
term. In other words, one proposal might be, let us raise taxes
today and then we can make the lines cross by simply raising
taxes.

The problem with such a proposal is that there is no guarantee
that the money would actually be saved in the trust fund. It was
our belief that that money would have to be taken off the table and
put in the individual accounts in order to ensure that the money
would be there for retirement.

But the broader issue is one of fiscal sustainability. Some people
have proposed fixes that make the system look sustainable over the
75-year actuarial window. I would add parenthetically, this is the
window that the actuaries have been encouraged to use over time.
That may look good today, but as time rolls forward and one more
bad year replaces a good year, then what you have is the system
would again fall into actuarial imbalance. This is what has hap-
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pened in the past, that a temporary fix does not really make the
system live within its means in the long run.

So it was our intention to go back to Franklin Delano Roosevelt’s
model, that the system ought to be living within its payroll tax rev-
enue structure. It was Roosevelt’s view that this would be the best
way to protect the system for the long run, so this is what we at-
tempted to do to make the two lines cross that it was cash flow sol-
vent and to make the system sustainable in the long run on its own
feet.

Senator GRASSLEY. Well, I am glad to hear that. I am glad to
know that there is a forerunning to what you said, Franklin Delano
Roosevelt. It seems to me that, 65 years later, we ought to have
100 percent support in Congress for what President Franklin Dela-
no Roosevelt said.

I am done, thank you.
The CHAIRMAN. Senator Kyl?
Senator KYL. Thank you. I want to thank you, Dr. Mitchell, for

your testimony and for the constructive suggestions that the Com-
mission has made. As you say, somebody has to come up with an
idea. I think your ideas merit a great deal of attention and offer
the fundamental basis for permanent reform.

Let us get to the question that the Chairman asked, because I
think it represents a fundamental point of divergence here in the
debate. The Chairman said, ‘‘How are we going to afford massive
transfers from the general fund? The dollars are not there.’’

Could you inform the committee what the source of repayment
to the Social Security Trust Fund is?

Dr. MITCHELL. The way we structured the reform proposals, we
would be able to finance the personal accounts and continued bene-
fits for retirees through the surplus up through 2010, basically. At
that point, the trust fund itself would be drawn down, just as it
would be if you did not do anything, in order to meet benefit pay-
ments.

As I said earlier, a transition investment would be required. It
was the Commission’s judgment that this would be less than half
a percent of GDP in those years when it was required in order to
finance the continuation of benefits, and then the payback would
occur after that.

Now, where would the revenue come from? Well, the revenue
would come from wherever Congress deems that it would have to
come from anyway. It is just that we would only require either half
or a third of what we would need anyway. It could come from in-
come taxes, it could come from raising debt, it could come from re-
ducing other expenditures that Congress is currently committed to.
That is a Congressional decision. That was not the Commission’s
decision.

Senator KYL. Congress and past administrations have spent the
excess money in the Social Security Trust Fund, or used it to pay
down debt. If the Social Security Trust Fund is ever going to be
made whole, therefore, the American people will have to do so
through some funding through the general fund. Is that not true?

Dr. MITCHELL. You are absolutely correct. In the past, every time
the surplus has gotten positive the other government expenditures
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have increased or various other means have been taken in order to
actually make sure that the funds are spent.

It is our focus, and it was our hope, that in order to preserve the
money the most effective way would be to convert them into per-
sonal accounts so that they would be, essentially, off the books of
the government and in individuals’ hands.

Senator KYL. So it is a bit of a misconception to suggest that we
cannot use the general fund for the purpose of stabilizing Social Se-
curity, when in fact that is where the revenue would have to come
from to repay the trust fund in any event.

Dr. MITCHELL. That is absolutely true. If we were going to keep
the current system, at some point, if benefits would be maintained
as scheduled, revenue would have to be come up with from some
other source. It was not our Commission’s, I think, prerogative or
responsibility to say where it would come from.

Senator KYL. No.
Dr. MITCHELL. It was our job to identify what it would cost, and

how much less it would cost under our proposal.
Senator KYL. Exactly. One of the, I think, misconceptions, at

least early on when the Commission’s report came out, was that
somehow it represented some kind of a rubber stamping of a spe-
cific proposal of the Bush administration. If that is correct, confirm
it. If it is not correct, would you tell us what the situation really
was?

And, by the way, am I correct that this was a bipartisan Com-
mission? I do not mean to put you on the spot, but if you would
like to identify your political affiliation, maybe that would be useful
as well.

Dr. MITCHELL. Absolutely. I am a registered Democrat. When I
was asked to join the Commission, I remember talking to the exec-
utive director and saying, well, I would be happy to help. I think
this is the most important domestic issue we can work on. But do
you know I am a Democrat? He said, oh, we know everything about
you.

The CHAIRMAN. That is not very encouraging. [Laughter.]
Dr. MITCHELL. But absolutely. It was a bipartisan Commission.

I do not want to say which ideas came from where because it really
was a group working as a whole. But one of the things that I think
the Democrats contributed to it, was this very progressive flavor.

On the other hand, there were a number of Republicans who
stood very firm and said, if we can bring people out of poverty, if
we were to implement the system today we could bring 800,000
people out of poverty among the elderly population—this is a num-
ber that was generated by the Office of the Actuary, this seems to
me to be a very progressive, sensible thing to do. If you can do that
while strengthening the system and building personal accounts and
raising benefits, it seems to me to be the right path.

Senator KYL. Now, if we have a second round, I would like to get
more into that issue. Since so much of this debate ends up being
in little sound bites, frequently by people that are not experts, Dr.
Mitchell, let me just ask you, yes or no, if you can answer the fol-
lowing questions. Would the Commission’s proposals cut benefits
for anyone today?

Dr. MITCHELL. No, sir.
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Senator KYL. Would they raise the retirement age?
Dr. MITCHELL. No, sir.
Senator KYL. Would they raise the payroll tax?
Dr. MITCHELL. No, sir.
Senator KYL. Would they cut the COLA?
Dr. MITCHELL. No, sir.
Senator KYL. Would they result in benefits that are lower in the

future than they are today?
Dr. MITCHELL. No, sir.
Senator KYL. And, in your opinion, would they lead to insol-

vency?
Dr. MITCHELL. No, sir.
Senator KYL. I think that those answers demonstrate that the

plan that has been put forward is a responsible, constructive pro-
posal that does not have a lot of the negative down sides that have
been attributed to it.

We can debate about what positive proposals can be put forth,
but I agree with you that those who criticize your plan need to, in
effect, put their money where their mouth is, to submit their plans
to the same rigorous analysis that you submitted your plans to,
and then we can have a valid basis for comparison.

Again, I thank you for your testimony. If we can have a second
round, I do want to get into that second point that you raised about
the benefits to certain groups of people that are going to suffer
under the program that exists today.

The CHAIRMAN. Thank you very much, Senator. Thank you, Dr.
Mitchell, very much.

Dr. MITCHELL. Thank you.
Senator KYL. Mr. Chairman, are we going to have a second

round?
The CHAIRMAN. I had not planned on one.
Senator KYL. I respect the Chairman’s need to move the hearing

on. Might I then just——
The CHAIRMAN. I say that because we have got a vote coming up

at 11:30, and we have a lot of witnesses.
Senator KYL. We do have a vote at 11:30. You are right.
The CHAIRMAN. Yes.
Senator KYL. Perhaps we could submit a couple of questions for

the record.
The CHAIRMAN. Certainly. Absolutely.
Senator KYL. I will do that then at this point. Thank you.
The CHAIRMAN. Thank you very much.
Senator KYL. Thank you, Dr. Mitchell.
The CHAIRMAN. Thank you, Dr. Mitchell.
Dr. MITCHELL. Thank you.
[The questions appear in the appendix.]
The CHAIRMAN. Our next panel consist of Mr. Peter Orszag, who

is a Senior Fellow at the Brookings Institute; Mr. Andrew Biggs,
Social Security analyst for the CATO Institute; and Dr. Robert
Greenstein, executive director for the Center on Budget and Policy
Priorities here in Washington, DC.

Dr. Orszag?
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STATEMENT OF DR. PETER R. ORSZAG, JOSEPH A. PECHMAN
SENIOR FELLOW, BROOKINGS INSTITUTE, WASHINGTON, DC

Dr. ORSZAG. Thank you, Mr. Chairman.
In my brief oral statement, I would like to just touch upon three

aspects of the Commission’s plans that may provide insight into
how they operate.

Let us take Model 2, as the earlier witness had discussed. The
first component of Model 2 is a set of changes to the benefit struc-
ture under Social Security that would result in a dramatic reduc-
tion over time in the replacement rate from Social Security. That
is, the percentage of previous wages that are replaced by Social Se-
curity traditional benefits in retirement.

Under current law, average earners in 2025 and thereafter would
get back in Social Security benefits about 37 percent of their pre-
vious wages. Under Model 2, that traditional component of Social
Security would wither on the vine. It would fall over time, reaching
about 22 percent by the end of the 75-year projection period.

In addition, those benefit changes would apply to the disabled.
Now, I want to talk about the disabled for a moment. The Commis-
sion, near the end of its report, noted that it did not intend these
benefit adjustments to apply to the disabled.

But, in scoring the proposals and evaluating their financial ef-
fects, the assumption was that those changes would apply in full
to the disabled. Every single penny of those reductions were count-
ed in making those lines cross and in making the numbers add up.

In addition, it is very important to remember that all of the im-
provement in actuarial solvency under Model 2 comes from these
benefit changes. The individual accounts do not contribute to actu-
arial solvency under Model 2. All of the improvement comes from
these benefit changes.

Without the individual accounts, Model 2 is permanently solvent
and the system is playing a much smaller role in replacing pre-
vious wages for retirees. So, that is the first component of Model
2.

The second component is a set of voluntary individual accounts
that are carved out of that scaled-back Social Security system.
Now, the unusual thing here is that those accounts are subsidized.

What do I mean by subsidized? When a dollar is diverted into
the individual account, a liability is simultaneously created. So you
take a dollar of your payroll revenue, divert it into your individual
account. At the same time, the trust fund will say you owe me a
dollar back.

That dollar that you owe back grows at an interest rate, and
then is paid back when you retire through further reductions in
your traditional Social Security benefits above and beyond the ones
I already described.

The key thing is, under Model 2, the interest rate at which that
liability accrues is 2 percent after inflation. The trust fund, how-
ever, earns 3 percent after inflation. What that means, is that a
dollar that is diverted into an individual account is effectively earn-
ing 2 percent for the trust fund, and if it had not been diverted it
would be earning 3 percent. That means that the accounts are sub-
sidized.
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What that means, is even over the entire lifetime of a worker,
on a permanent basis, the individual accounts make Social Security
solvency worse. You can see the combination of that subsidy and
the normal cash flow problem that we associate with the transition
to individual accounts in the actuarial effects of Model 2.

After the traditional benefit changes, Model 2 has a positive ac-
tuarial balance. The introduction of individual accounts without the
general revenues yet, just the introduction of the individual ac-
counts, causes a deterioration in that actuarial balance and you
wind up with a deficit that is over 1 percent of payroll, after the
traditional benefit changes, but with the individual accounts. One
percent of payroll is more than half of the actuarial imbalance that
exists without any changes.

So to fill that hole, the third component of the plan is a set of
general revenue transfers that, if all workers participated in the
accounts, would amount to $2.2 trillion in present value. That is
two-thirds of the amount that is required under the fiscally reck-
less course of just paying scheduled benefits out of the rest of the
budget, which no one is suggesting should be done.

In my opinion, a reduction required revenue of one-third, is not
good enough. It is a huge magic asterisk in the plan where you just
assume that money is given from the rest of the budget to Social
Security, more than $2 trillion.

And if the disabled were protected from the cuts that I talked
about in the first component, that number, instead of being $2.2
trillion, would be $2.8 trillion in present value.

Now, the earlier witness, and also Mr. Biggs’ written testimony,
talks about a $0.9 trillion number. Why did I say $2.2 trillion? The
short answer is, the $0.9 trillion is the increase off of the scheduled
benefit baseline that would be required in some years. It is not the
aggregate level of general revenue transfers that would be required
under Model 2.

I talk about that in some more detail on some comments of Mr.
Biggs’ testimony that I wrote up last night.

In sum, I have quotations in my written testimony from the exec-
utive director of the Commission saying a key question with regard
to general revenue transfers is, how are you going to pay for them?
The money has to come from somewhere.

The fact of the matter is, the Commission did not identify where
these trillions of dollars would come from. That is the mother of
magic asterisks. It is very easy to make a plan add up if you can
just assume trillions of dollars from the rest of the budget without
identifying where that money comes from.

Thank you very much, Mr. Chairman.
The CHAIRMAN. Thank you, Dr. Orszag.
[The prepared statement of Dr. Orszag appears in the appendix.]
The CHAIRMAN. Dr. Biggs?

STATEMENT OF DR. ANDREW BIGGS, SOCIAL SECURITY
ANALYST, THE CATO INSTITUTE, WASHINGTON, DC

Dr. BIGGS. Mr. Chairman and members of the committee, thank
you for inviting me to offer testimony regarding the reform pro-
posals of the President’s Commission to Strengthen Social Security.
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My name is Andrew Biggs and I am a Social Security analyst at
The CATO Institute here in Washington. During 2001, I was a
staff member to the President’s Commission. While I am supportive
of the Commission’s goals and recommendations, the opinions ex-
pressed today are my own.

My oral testimony will concentrate on important objections to the
Commission’s proposal made in a recent study co-authored by Peter
Orszag of Brookings and Peter Diamond of MIT.

In particular, I wish to address the much-publicized charges of
benefit cuts in the Commission’s Model 2, the second of the three
Commission reform proposals and the one that has generated the
greatest public debate.

A press release summarizing the Diamond-Orszag study stated
that the Commission’s proposals ‘‘would substantially reduce bene-
fits for future retirees and the disabled, while requiring multi-tril-
lion dollar transfers from the rest of the budget to finance private
retirement accounts.’’ The press release flatly states that benefits
will be reduced 41 percent for those who retire in 2066.

The essential problem with Diamond-Orszag’s charges of benefit
cuts is, simply put, they use the wrong definition of benefits and
the wrong definition of cuts.

Under their definition, benefits paid by personal accounts are not
counted, while cuts are measured versus what the current system
promises, not what it can actually afford to pay.

The charts included in the back of my testimony illustrate. Chart
1 compares the annual retirement benefits promised to a low-wage
worker by the current program to the traditional benefit paid by
the government under the Commission’s Model 2.

Model 2 would pay a low-wage worker retiring in 2075 a tradi-
tional benefit 35 percent less than he is promised by the current
program. This is the basis of charges of large benefit cuts.

The problem with Chart 1, is it compares what the Commission
proposal would pay to the benefits the current program only prom-
ises, but cannot pay.

In testimony to the House Budget Committee, GAO Director
David Walker said that such comparisons are ‘‘unfair, unbalanced,
and, in my opinion, inappropriate.’’ I should note here in my oral
testimony, as I do in my written testimony, that David Walker’s
comments applied only to the baseline to this comparison of bene-
fits and not to the Diamond-Orszag study as a whole.

Former Senators Bob Kerrey and Warren Rudman recently char-
acterized such benefit comparisons as a shell game, while the Con-
gressional Research Service wrote that they ‘‘can be misleading.’’

Chart 2 corrects for this problem and compares the traditional
benefits paid under Commission Model 2 to the benefits the current
program can actually pay. In most years, Model 2 would increase
benefits to a low-wage retiree. But even this comparison does not
tell the whole story, since Chart 2 omits the benefits that will be
paid by the personal account.

Chart 3 compares the total retirement benefits a low-wage work-
er could expect under Commission Model 2 to those the current
program could afford to pay. In almost all cases, Model 2 would pay
large benefit increases. A low-wage worker retiring in 2052, for in-
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stance, can expect total retirement benefits of 40 percent higher
under Model 2 than under the current system.

In fact, a new analysis by Social Security’s independent actuaries
released yesterday shows that, even if the current program re-
ceived the same general revenue transfers contained in Model 2,
low-wage workers retiring in 2075 could expect benefits 30 percent
higher under the Commission than under the current program.
Dollar-for-dollar, the Commission proposal pays higher benefits
than the current system.

In sum, the Commission plans cut benefits only compared to a
Social Security program that, quite literally, does not exist. But
these comparisons are, to repeat David Walker’s words, ‘‘unfair, un-
balanced, and inappropriate.’’

Compared to the Social Security that does exist, that must by
law cut benefits by 25 percent when the trust fund is exhausted
in 2041, Commission proposals substantially raise benefits and
low-wage workers receive the largest increases.

I do not except these comparisons to convince die-hard critics of
personal retirement accounts. In that case, personal account critics
should put forward their own proposals so that true apples-to-ap-
ples comparisons can be made. To date, almost none of them have
been willing to put their own plans on the table.

I submit to you that, for all their charges of decreased benefits
and increased costs in the Commission’s plans, reform proposals
lacking private investment would pay even lower benefits at even
higher costs. The silence from the other side of the debate is, un-
derstandably, deafening.

The best way to defeat the Commission’s proposals is to put for-
ward a better one. It is telling that most personal account oppo-
nents appear reluctant in the extreme to do so.

Once viable alternatives to account-based plans are put forward,
the political and legislative processes can produce choices and com-
promises between these outlooks and progress towards strength-
ening Social Security can be made.

Thank you for the opportunity to testify. I hope that my views
may be helpful to you in your consideration of Social Security.

The CHAIRMAN. Thank you very much, Dr. Biggs.
[The prepared statement of Dr. Biggs appears in the appendix.]
The CHAIRMAN. Mr. Greenstein?

STATEMENT OF ROBERT GREENSTEIN, EXECUTIVE DIREC-
TOR, CENTER ON BUDGET AND POLICY PRIORITIES, WASH-
INGTON, DC

Mr. GREENSTEIN. Thank you, Mr. Chairman.
I am not going to respond to the comments Dr. Biggs just made

in his testimony, but I do want to underscore a point Dr. Orszag
made, that in various respects it does misrepresent the Diamond-
Orszag study. Dr. Orszag, I think, has submitted for the record a
clarification of all of the places where that is the case.

Mr. Chairman, my testimony today is going to center on issues
relating to the financing of the Commission plans and their rela-
tionship to the rest of the budget. Two of the three Commission
plans succeed in restoring Social Security solvency.
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The question is, how do they do that? It is not because of the in-
dividual accounts. As the Commission report itself acknowledges,
the private accounts by themselves would worsen Social Security’s
balance over the next 75 years and would worsen Social Security’s
financial condition on a permanent basis, not just during a transi-
tion period.

The private accounts would have that affect because, under the
Commission plans, they would be subsidized with revenue from the
Social Security trust funds, and those subsidies would be a perma-
nent part of the new financing structure.

Social Security trust funds would lose more in revenue due to the
private accounts than they would gain as a result of the reductions
in traditional Social Security benefits that would be tied to partici-
pate in the accounts

The result would be a permanent worsening of the trust funds’
condition. How then do the Commission plans manage to restore
solvency? The answer is, they are able to do so only through mas-
sive infusions of general revenue from the rest of the budget.

In the absence of those general revenue infusions, the actuaries’
analyses show that the plans would actually hasten the date of in-
solvency in Social Security.

How big are the general revenue transfers? As the Diamond-
Orszag demonstrates, under Model 2 the general revenue transfers
that would be needed would be two-thirds as large as the entire So-
cial Security shortfall over the next 75 years, and under Model 3,
three-fifths as large as the entire shortfall.

Transfers of that nature can only be described as massive, a term
that I note is also used in Mr. Bixby’s testimony.

Moreover, those figures may understate the magnitude of the
transfers because of how they deal with disabled beneficiaries.
These figures assume that deep cuts in traditional Social Security
benefits that are part of Models 2 and 3 would be visited upon dis-
abled Social Security beneficiaries, yet those who become disabled
at a relatively young age and are out of the workforce would have
little opportunity to build income from private accounts to offset
these substantial reductions in the traditional Social Security bene-
fits.

Now, the assumption that these benefit changes would apply to
the disabled is made by the Commission itself in its report when
it describes the financing of its plans, and it is made by the actu-
aries when they estimated the solvency of the Commission plans.
Without these reductions in disability benefits, which are very
large, the plans do not succeed in restoring solvency.

The Commission treatment of this issue in its report is curious.
It counts the savings from these large reductions in disability bene-
fits to make its numbers add up, yet until two pages from the end
of its 150-page report the Commission is silent about this issue and
never mentions, until page 149, that its proposed reductions in tra-
ditional Social Security benefits would apply in full to disability
benefits unless a change in its plans is made.

At that point, two pages from the end of the report, the Commis-
sion acknowledges this would cause hardship to the disabled and
disavows the application of these reductions to disability benefits,
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and asserts that it is not proposing that those reductions apply to
disability insurance.

So the Commission has it both ways. Either it is proposing that
the benefit reductions do apply to the disabled, in which case it can
count those savings, but serious hardship ensues to disabled peo-
ple, or it is not proposing that the benefit reductions apply to the
disabled, in which case the relevant savings cannot be counted and
solvency is not restored.

Instead, the Commission claims that it is not recommending
these benefit cuts be applied to the disabled, while at the same
time counting the savings that would result from doing exactly
that.

Now, the most critical question is, and you asked this to Dr.
Mitchell, where would the money for these large transfers come
from? There are no surpluses left outside of Social Security over
the next 10 years. There are no surpluses outside of Social Security
in the long term, as the long-term CBO and GAO projections show.

So there is no money available for these very big transfers, other
than through major budget cuts elsewhere in the budget, major tax
increases, or substantial deficit financing.

Where the money for these transfers would come from is very un-
clear. Policymakers would face three choices in finding the trillions
of dollars needed: deep cuts in the rest of the budget, large tax in-
creases, larger deficits in future decades.

The Commission report does not address those questions. It sim-
ply assumes that large general revenue transfers would be made,
without providing any indication of where the money would come
from.

As Dr. Orszag has noted, if the Commission plan were enacted
those transfers would represent a magic asterisk of historic impor-
tance.

Mr. Chairman, as you know, at our center we do a lot of analysis
of the budget. We looked at what it would take to come up with
the amount that would be needed that is assumed for the transfers
under Plan 2. For technical reasons I will not take the time to go
into now, this is a conservative estimate that understates what you
would need over the next several decades.

The amount that you would have to get for these transfers is the
equivalent of what you would save if you either, A) eliminated all
entitlement and discretionary veterans programs, veterans hos-
pitals, veterans health, veterans disability compensation, veterans
pensions, or B) you eliminated military retirement and disability
benefits, all farm price supports, or C) you cut all transportation,
agricultural, natural park, and environmental programs by 50 per-
cent. That is the magnitude of what you have to do to come up with
the amounts of the general revenue transfers.

So let me close with a plea. I would hope that policymakers of
both parties, whether they do or do not favor partial conversion of
Social Security to private accounts, would adopt the basic principle
from here on.

If general revenue transfers are to be part of proposals to restore
long-term solvency to Social Security and the non-Social Security
is still projected to be in deficit so there is no money there to trans-
fer, then the transfers should be paid for.
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Henceforth, Social Security plans should not simply assume
transfers without financing them. They should specify where the
money would be gotten and how it would be achieved to make
these transfers.

The final point I would make, is there is one other real risk, I
think, to the rest of the budget here. Imagine what would happen
if the Commission plans were in effect already. Say they took effect
two or 3 years ago, and the stock market plunged, as it has in re-
cent months, wiping out a significant share of the assets in per-
sonal accounts that the public had been told were a basic part of
the Social Security system and an alternative to the old, traditional
Social Security benefits.

I think the risks are high, that the political pressure is on Con-
gress to take some action to fill in the gaps and make up for those
losses in the private accounts, particularly in an election years,
would be tremendous. That would represent yet another risk to the
rest of the budget. Thank you.

The CHAIRMAN. Thank you, Mr. Greenstein. That is a very
thoughtful statement.

[The prepared statement of Mr. Greenstein appears in the appen-
dix.]

The CHAIRMAN. Is it true that the proposals would still require
massive transfers, as you have mentioned, but that if nothing is
done there would be also massive transfers required, and probably
even greater than would be the case under these three proposals?

If that is true, and I think it is true, is it also true that the rea-
son why, under the proposals, the massive transfer might be a lit-
tle less massive, because of benefit cuts or other changes made—
and you can identify what they are—that allow us those massive
transfers to be a little bit massive? I will ask, first, Mr. Greenstein
that question.

Mr. GREENSTEIN. I do not think anyone responsible favors sitting
around doing nothing until the trust fund runs out of money.

The CHAIRMAN. I agree. I agree.
Mr. GREENSTEIN. Of course, under that scenario, if you wanted

to maintain the current level of promised benefits, you would need
even bigger transfers.

What I think is very disturbing is a practice on the part of some
who favor the Commission plans to simply act as thought that level
of transfers, which heretofore most responsible analysts, whether
they are for or against partial privatization, have condemned as
being an irresponsible course of action, doing nothing, assuming we
will fill the whole thing with transfers. I testified against that be-
fore this committee in 1998 when we had big budget surpluses pro-
jected.

To somehow make that a new baseline and say, no matter how
big the transfers, if they are smaller than what you would do if you
did the irresponsible ‘‘do nothing’’ and let everything run, that
somehow we have saved money, I mean, particularly given the
choices Congress has made in recent years and the other changes
in the budgetary situation over a variety of factors, economic, tech-
nical, and so forth where there are no surpluses left outside Social
Security, as I said, I just think talking about any kind of transfers.
It can be——
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The CHAIRMAN. That is my question. If you would answer my
question, please. My question is, why, under the three options, is
it less?

Mr. GREENSTEIN. Why is it less? Well, the principal reason is the
substantial reductions in the traditional Social Security benefits
under Plans 2 and 3. I mean, if you switch from wage indexing to
price indexing, over time that is a very, very large reduction com-
pared to the scheduled benefits in what would be paid out. So, that
takes a significant amount of pressure.

The CHAIRMAN. If I could have Dr. Orszag also address the same
question.

Dr. ORSZAG. Yes. If I could just add, the general revenue trans-
fers here are required only because of the individual account com-
ponent under Model 2. So, in the absence of the individual account
component, there are no general revenue transfers that would be
required under Model 2. The system would be in actuarial balance.

So the size of the transfers reflects the size of the diversion of
revenue into the individual accounts, and then the backfill that is
required from the general revenue in order to make up the dif-
ference to the trust fund. That is one point.

The other thing I just want to emphasize, is a lot of the compari-
sons that are made here shuck and jive, use different baselines
without telling you what they are doing. So, let me just be very
clear.

Almost all of the comparisons that the Commission puts forward
will compare the financing side to scheduled benefits and say, oh,
look, we are saving money relative to that hugely expensive sys-
tem. Then on the benefit side, they will compare to payable bene-
fits, which are much lower. They will not really tell you when they
are doing which comparison.

Under payable benefits, there are no general revenue transfers,
which means that Model 2 is much more expensive. Under sched-
uled benefits, yes, you save a little bit on the general revenue
transfers, but you also have benefit reductions relative to that
baseline. It is very important to do all of the comparisons against
a consistent baseline. There are many instances in the Commission
report in which that is not the case.

The CHAIRMAN. Could you also address this question about, sort
of having your cake and eating it too, with respect to disability ben-
efits? I mean, is that accurate? It sounds like, on the one hand, yes,
there are cuts. On the other hand, there are not cuts. Is that a fair
characterization?

Dr. ORSZAG. My read of the Commission report is that they do
not advocate those as a policy measure. But in all of the numbers,
those are counted. Those account for about 15 percent or so of the
savings that are generated by moving to price indexing. If you
wanted to hold the disabled harmless, you would need that extra
money, about a half a trillion dollars, in order to hold them harm-
less.

I would just note, the disabled will not have access to their indi-
vidual accounts. So the Commission often likes to talk about, oh,
you have to add the individual account income in. The disabled will
not have individual accounts because, in many cases, they will not
have much time to have built up an individual account.
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But, even if you had a disabled worker who had somehow built
up a big balance, the Commission would prevent that worker from
drawing on the individual account before retirement anyway. So for
disabled workers, all that is happening is the reduction in tradi-
tional benefits relative to those that are scheduled under current
law.

The CHAIRMAN. Dr. Biggs, do you agree that the Commission’s
report does not advocate cutting disability benefits, but in their
conclusions they take disability cuts into consideration? That is, to
make the numbers work, disability benefits are cut?

Dr. BIGGS. I would submit to you that I do not think there would
have been a superior way for them to handle the issue.

The CHAIRMAN. I am not asking that question. I am just asking,
do you agree that, although they did not advocate disability cuts,
to make the numbers work the disability benefits are indeed cut?
That is the only question I am asking.

Dr. BIGGS. Clearly, the Commission did not advocate applying
the changes to the benefit formula that they advocate for retire-
ment to the disabled. They specifically say they do not do that.

The question is, how do you score something along those lines?
I would refer back to a Social Security reform panel appointed by
the Senate Finance Committee in the 1970’s that included Peter
Diamond, who is Peter’s co-author.

In that panel, which advocated price indexing for many of the
same reasons that the Commission did, they said the same thing
the Commission does: we will leave the treatment of the disabled
to another commission of experts on disability. When they scored
the savings from their plan, they did precisely the same thing that
the Commission did. They looked at the system as a whole and
they did not make any assumptions about how disability will be
treated.

I think that is the right thing to do. If the Commission had said,
as I think Peter would advocate, we need to throw in extra general
revenue in order to make no changes in the disability program,
that would have been taken as an implicit recommendation of pol-
icy, that is what we should do.

The CHAIRMAN. All I am saying is, first of all, two wrongs do not
make a right. I am just asking the basic question, do you think the
numbers add up, are disability benefits cut? I think the answer is
yes.

Dr. BIGGS. I would disagree that they do it to make the numbers
add up.

The CHAIRMAN. But, still, to reach the conclusions and the num-
bers, the totals, that is what they have done. I do not want to get
in a huge debate here on the finer points, but there are two wit-
nesses who do, frankly, say positively that, to make the numbers
add up, they have to assume disability benefit cuts.

Dr. BIGGS. If you were to assume different changes or different
benefits paid to disabled individuals, if you were to assume higher
benefits than benefits scheduled under current law, the general
revenue needs for Plan 2 would, indeed, be higher. That is correct.

The question is, should the Commission have treated the issue
in a different way? I would submit to you, they should not have.
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I would submit to you that other people have treated it in a similar
way.

Dr. ORSZAG. Can I make a quick comment?
The CHAIRMAN. Very quick. Time is running out.
Dr. ORSZAG. Just very quickly.
The CHAIRMAN. Time is out.
Dr. ORSZAG. I do not agree that that is the only way to handle

the problem. In other situations, whether it is a Medicare prescrip-
tion drug, or a contingency fund for military affairs, you set aside
money without defining precisely what you are going to do in that
area in order to sort of make some provisions for dealing with a
problem that you know is there.

Just with very brief reference with regard to the panel on which
Professor Diamond served, I would just note, disability costs at
that point were much lower than they are today. The huge run-up
that we have seen in DI beneficiaries had not occurred. Professor
Diamond recognizes that that was an oversight, but it was the less
important one at the time.

Mr. GREENSTEIN. Could I just very quickly say, there are two in-
controvertible facts that I think you have just established in the
question and answers. Are the savings from applying those benefit
reductions to disability benefits included in the figures in the re-
port when they do their numbers? The answer is yes. Do the num-
bers achieve actuarial balance if you do not count those savings?
The answer is no.

The third point is, if you wanted to take the, at best, question-
able step that Dr. Biggs defended, count the savings, but say you
are not for taking the action that produces the savings, you would
think that the Commission would at least have been up front about
it and said something about it before page 149 in a 151-page re-
port.

The CHAIRMAN. Well, I have gone way over my time.
Senator Kyl?
Senator KYL. Mr. Chairman, it seems to me that when you asked

for a yes or no answer on that, it is a little bit like the lawyer ask-
ing the question, have you stopped beating your wife. What you
really want to say is, but I never did.

I think the point here that has been confirmed, is there was not
a recommendation on how to deal with disability. If you say yes or
no, you are going to get a different answer, and a wrong answer,
than if you give an opportunity for an explanation, which is that
the issue was deferred.

But I want to get back to one of the questions that I asked Dr.
Mitchell having to do with the personal accounts. If you accept the
proposition that somehow you have to enhance revenue to the pro-
gram, which is an obvious premise given the fact that revenue does
not meet the requirements for payment of benefits, then it seems
to me that you have got to somehow begin putting savings into So-
cial Security.

There are three ways to do that. You can do it through the per-
sonal accounts, through a collective investment of the Social Secu-
rity trust fund as some have proposed, or in some way trying to
advance funds through the existing trust fund investment struc-
ture.
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I would like to ask Dr. Biggs this question. Why do you think
that it is better to accomplish this through personal accounts as op-
posed to either the collective investment or relying on the govern-
ment to save the money through the current structure?

Dr. BIGGS. At the economic level, you could pre-fund Social Secu-
rity equally in all of the three ways. Each way would, in theory,
add to national saving which would increase productivity in the fu-
ture and make it easier for future workers to support the larger
populations of retirees.

The question is, which is the best method by which to do so? The
current trust fund structure, which is largely set up in the reforms
of 1983, of deliberately running surpluses in order to build up as-
sets in the fund, many people on both sides of the personal ac-
counts debate agree that that has not effectively pre-funded Social
Security for the future.

The GAO even did a study back in the late 1990’s. They essen-
tially said, we would have to be kidding ourselves to say we are
doing extra savings this way. We are essentially producing the pay-
roll tax surpluses which are disguising deficits elsewhere in the
budget. That, I would submit to you, is exactly the same situation
we have today.

Senator KYL. There is no lock box.
Dr. BIGGS. That is correct.
Now, certainly you could advocate having the government cen-

trally invest money in the stock market in order go build up pri-
vate assets. That was a plan advocate by the Clinton administra-
tion at various times, and various members of Congress have advo-
cated it as well.

This has been quite a bone of contention. The standard argument
which has been pushed very hard by Federal Reserve Chairman
Alan Greenspan is that, inevitably, over time the protections
against political manipulation would break down, so you would
have some incentive to politicize it.

So, personal accounts are seen as another option, a way to build
up savings today in order to pay benefits tomorrow, but do it in a
way that cannot be raided by the government on one hand to pay
for current programs, and it cannot be politicized on the other hand
like centralized government investment would. So, personal ac-
counts at the economic level are seen as the most effective way of
pre-funding future benefits.

Senator KYL. Now, by ‘‘personal accounts,’’ are you talking about,
every day, having my mother go down and buy a stock or sell a
stock?

Dr. BIGGS. Not at all.
Senator KYL. I think that is a misconception here. Would you de-

scribe what you mean by personal accounts?
Dr. BIGGS. The plans, as laid out by the Commission, will be

modeled after the Federal Thrift Saving Plan, which millions of
Federal employees use. Instead of having to pick and choose indi-
vidual stocks, people would invest in broad index funds, which are
very widely diversified and have very, very low administrative
costs.

This is an especially important piece. You would have millions of
new investors, people who have not invested before, entering into

VerDate 11-MAY-2000 10:08 Apr 07, 2003 Jkt 000000 PO 00000 Frm 00031 Fmt 6633 Sfmt 6633 84118.000 SFINANC2 PsN: SFINANC2



28

savings. By making it very simple and very diversified, you elimi-
nate the possibility of getting cold calls in the middle of the night
from a stock broker, or having very high administrative costs.

This way of doing it really ensures diversification. Over the long
term, diversified investments, even in the stock market, have never
lost money. That is the safety of diversified long-term investment.

Senator KYL. And a final question to you. When some talk about
privatizing Social Security versus personal accounts, granted, dif-
ferent words have different meanings to different people, but would
you characterize the difference between those concepts as it applies
to what the Commission recommended to hear?

Dr. BIGGS. There is obviously a lot of controversy over the word
‘‘privatization,’’ or the ‘‘P word’’ as we use it. Certainly, The CATO
Institute has used it in the past. We think today it is not the best
shorthand for the idea of personal accounts.

The analogy I would use, I think, would probably be that many
of your colleagues who once called themselves liberals now call
themselves progressives, for the reason they felt that the label ‘‘lib-
eral’’ did not express what they were standing for, that it had nega-
tive connotations to it.

Privatization, as a word, has been given negative connotations,
such that we would eliminate or reduce the safety net, that we
would not honor benefits to current retirees, that we would shut
the system down. That is clearly untrue under the Commission’s
plans.

The Commission’s plan would strengthen the safety net so that
we would have fewer seniors in poverty than we would under the
current program. It would still be a mandatory savings program.
You could not pick and investment stocks, you could not day trade.

So I think privatization, as a shorthand meaning private invest-
ment, may have been accurate at one point, but it is conveying
ideas to people that I think have been designed to scare them.

Senator KYL. As opposed to having a personal account, which is
invested pursuant to a plan, but over which you do not have day-
to-day control.

Dr. BIGGS. That is correct.
Senator KYL. Thank you, Mr. Chairman.
The CHAIRMAN. We have just a little time here. here is a vote

coming up. I guess the basic question Senator Kyl asked, is why
is privatization the best alternative. You have talked, Dr. Biggs,
about pre-funding.

I would just like to ask that the other two witnesses, since they
have not had a chance to comment, are there other ways to deal
with this? I am not prejudging private accounts as being wrong.

I just do know what the financial and actuarial effect is with the
proposals with respect to current beneficiaries and other bene-
ficiaries up to, say, at least age 55. That does have a certain effect,
adverse effect, on a lot of beneficiaries.

So my question is, are there other ways, in addition to the basic
three options proposed by the Commission, that you might be
thinking of in trying to address the basic question, if not this, what
might it be? That is a fair question. The Commission did not ad-
dress other options, it just addressed the basic three privatization
personal account options.
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So, what other ways might a future Commission come up with?
Senator KYL. Mr. Chairman, can I just interrupt? You made a

statement that I am not sure, when the transcript is read, you will
want to be in there. You said the Commission did not look at any
other options. Did you really mean to suggest that?

The CHAIRMAN. Not in a serious way.
Senator KYL. All right. That will be one of my questions for the

record, has the Commission looked at other options in a serious
way.

The CHAIRMAN. Just not in a serious way, in my judgment.
All right. The other two.
Dr. ORSZAG. Sure. Senator, I have with me a document from the

Social Security Advisory Board which has a series of options that
have been examined in other contexts for restoring Social Security
solvency. We all recognize that there is a long-term imbalance.

I think, in broad outlines, the approach that I would prefer rel-
ative to the Commission’s approach—the Commission’s approach
relies exclusively on benefit reductions in order to reach solvency.

The approach that I would prefer is a mixture of general revenue
infusions that are paid for, for example—just as an example—I
would support freezing the estate tax at 2008 levels and dedicating
that revenue to Social Security. Right there is a quarter of the 75-
year imbalance, and it is paid for. Relative to eliminating the es-
tate tax, I am willing to keep it at the scheduled 2008 levels.

Chairman Greenspan has advocated, just in testimony a few
weeks ago, adoption of a different new Bureau of Labor Statistics
measure of consumer price inflation, the so-called CCPIU, which
more accurately reflects underlying price trends in the economy. I
think that is also worthy of serious consideration.

The point is, there are a series of things that have been looked
at in the past that people could get together and reach agreement
on. But in order to get there, you cannot start with people who are
just going to always advocate carve out individual accounts. You
cannot take off the table ways of identifying resources from the rest
of the budget that could grease the wheels of a reform.

The CHAIRMAN. Mr. Greenstein?
Mr. GREENSTEIN. I very much agree with what Peter has just

said. An interesting note on this question of the better way of
measuring inflation, which Chairman Greenspan recently strongly
urged that Congress move to, a proposal of that nature is actually
found in the Social Security plan that Congressmen Stenholm and
Colby introduced.

Analysts generally agree, if you go to a better measure of infla-
tion you go to it for everything in the Federal Government that
uses the CPI, whether it be Social Security, SSI, elements of the
Tax Code, anything that uses the CPI. If we are over-measuring in-
flation, we should measure it right.

In their plan, they note that that produces government-wide a
substantial amount of savings that rise as the years go by, and one
could consider dedicating some portion—not all of that—to Social
Security as part of a larger plan that also makes changes on the
benefit and the tax sides.

With regard to the question of pre-funding, let me take the three
options. With regard to a lock box, we talked about it a lot. But,
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as you may recall, there were various proposals. Senator Domenici
had a proposal, Senator Abraham had a proposal, Senator Conrad
had a proposal.

None of them were ever passed. They were proposals that would
erect fire walls that made it much harder—not infallible, but hard-
er—to override the walls around the lock box. None of those ever
passed, so they were not really fully tried.

Second, there are some real advantages to collective investment,
allowing, through an independent board, a portion of the trust fund
surpluses to be invested. One of them, and I mentioned in my testi-
mony the risk, that if the stock market fell you could get a run on
Congress of people whose individual accounts had gone down in
value saying, dip into the Federal budget and make us whole. An
advantage the trust fund offers, is it lets you smooth out over the
generations and it eases, I think—does not eliminate, but it eases—
that political risk.

The concern, as Dr. Biggs noted, is the question of would there
be political interference. I think, and there is very good work that
Reischauer, former head of CBO, and Henry Aaron, have done on
this. It is eminently feasible to set up an independent board that
is insulated from the political pressures. But there is an issue on
that.

So what I would suggest there, is we try it as a pilot project with
a limited amount of money. If there is any hint of political inter-
ference, Congress ends the pilot. The amount of money involved is
sufficiently small. There cannot possibly be a risk to the economy.
If it turns out to work and we really can do it so that we insulate
ourselves from political interference, we can build on it.

A final point about pre-funding, not so much Social Security, but
the broader theme of building national saving. I would recommend
consideration of something else. That is, you secured the inclusion,
Mr. Chairman, in last year’s tax bill of the saver’s credit. I think
you are the author, as I understand, of the saver’s credit. I know
the saver’s credit was limited. Given the constraints, you extracted
the maximum you could. It was a very important provision. Pre-
liminary indications are, it is being used.

If the saver’s credit could be enlarged and made refundable, that
is a way to build national savings, so long as it is paid for. So I
would recommend—and I know this is controversial—taking some
of the very high upper income elements of the tax cut that are not
in effect yet, freezing them, and shifting the money into a different
tax cut, broadening the saver’s credit. That would have two bene-
fits.

Number one, it would move money from consumption, which is
where a lot of the tax cut that is not in effect yet would otherwise
go, into savings because people would not be able to simply with-
draw money from the accounts the saver’s credit sets up before re-
tirement.

Second, to the degree that we will need to, and I think we prob-
ably will need to make some moderate benefit changes/reductions
compared to schedule benefits as part of restoring Social Security
solvency, if we can build up these add-on accounts through your
saver’s credit in an expanded form, that helps offset those effects.
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So these are some ideas to look at in the context of both Social
Security solvency, pre-funding, and building national saving.

The CHAIRMAN. Well, thank you all very much. I have got to
move on to the next panel. There is a vote going on already. But
this has been a good, provocative discussion here, and I thank all
of you very, very much. Thank you.

The next panel is Ms. Esther ‘‘Tess’’ Canja, immediate past presi-
dent of AARP; Hon. Barbara Kennelly, president and CEO of The
National Committee to Preserve Social Security and Medicare; Mr.
Bob Bixby, who has been referred to several times already, who is
executive director of The Concord Coalition; and Marty Ford, co-
chair of the Social Security Task Force, Consortium for Citizens
with Disabilities.

There is a vote on now. I will stay as long as I can, and will have
to come back. Let us begin with you right away, Ms. Canja. Why
do you not proceed?

STATEMENT OF ESTHER ‘‘TESS’’ CANJA, IMMEDIATE PAST
PRESIDENT, AARP, WASHINGTON, DC

Ms. CANJA. Thank you very much. Good morning, Chairman
Baucus and Senator Kyl.

I am Tess Canja, immediate past president of AARP. AARP ap-
preciates this opportunity to testify about Social Security solvency.

Social Security’s income protection for Americans of all ages is
unmatched. It is the primary income source for the overwhelming
majority of older Americans and keeps nearly half of them out of
poverty.

The program also provides insurance protection against disability
and death for nearly all working Americans and their families, and
once benefits begin, they are indexed annually for inflation and
they are guaranteed for a lifetime.

Social Security is the only component of retirement income that
cannot be jeopardized by misfortune, eroded by inflation, or de-
pleted by a long life. Although Social Security is in sound financial
health for the foreseeable future, some changes will be necessary
and interest has grown in diversifying Social Security’s invest-
ments, either on behalf of the trust funds or through individual ac-
counts.

Now, individual accounts can be an important component for an
overall national retirement income policy, provided that they are
not financed with existing payroll taxes. AARP believes that indi-
vidual account should supplement, not replace, any of Social Secu-
rity’s defined benefits promised.

Accounts that are financed with payroll tax dollars, so-called
carve-outs, would worsen the system’s long-term financing and ex-
posure workers to unnecessary risk. Carve-outs would gradually
move the program from a guaranteed benefit toward a non-guaran-
teed individual savings plan.

Social Security’s base of income protection would become less sta-
ble and less predictable. Indeed, the distinction between Social Se-
curity, pensions, and savings would be blurred and the different
purpose of each would be lost.

Social Security provides a secure foundation and individuals
should be encouraged to save, invest, and take on risks in addition
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to that foundation. In fact, in the past two decades, trillions of dol-
lars have moved into individual retirement arrangements such as
IRAs and 401(k) plans. AARP believes we should work to increase
access to such existing retirement savings vehicles, but not at the
expense of Social Security.

Critics often state that low-income workers such as members of
a minority group and/or women would be better served by indi-
vidual investment accounts. They are wrong. Women who live
longer are protected by Social Security’s lifetime guarantee and an-
nual cost of living adjustments. While larger numbers of African
American workers die before reaching retirement age, they and
their families receive valuable survivor benefits. Those who become
disabled also qualify for benefits.

Hispanic workers and beneficiaries have much to lose as well.
The Hispanic population, disproportionately younger than other
ethnic groups, would be hard hit by having to pay for benefits
under the old system while funding a new system for themselves.
Hispanic elders tend to be longer-lived. They are advantaged by So-
cial Security’s lifetime benefit guarantee and annual inflation ad-
justment.

Carve-out proponents contend that individual accounts will yield
higher returns. However, the projected rates of return are not ad-
justed for risk and assume a worker has a steady steam of con-
tributions over a working life.

Yet, many workers have periods of unemployment or reduced
earnings, and all investors remain at the mercy of greater vola-
tility, particularly as they approach retirement.

Proponents also contend that individual accounts will promote
national savings. But, as the Congressional Budget Office and oth-
ers note, simply moving funds into individual accounts does not
necessarily increase national savings. To increase the overall sav-
ings, we need more savings, not simply a shift in savings.

There are many ways to strengthen Social Security, but carve-
outs are not the answer. AARP believes we should find a bipartisan
solution for Social Security that maintains the program’s role of se-
cure income protection for current and future generations, and that
fits into the overall framework of retirement security.

Social Security has been, and should continue to be, the founda-
tion of our Nation’s commitment to providing income protection for
workers and their families when a worker retires, dies, or becomes
disabled. Thank you.

The CHAIRMAN. Thank you very much.
[The prepared statement of Ms. Canja appears in the appendix.]
The CHAIRMAN. Ms. Kennelly, why do you not proceed? If you

could maybe shorten slightly, then I will run off and vote.

STATEMENT OF HON. BARBARA KENNELLY, PRESIDENT AND
CEO, THE NATIONAL COMMITTEE TO PRESERVE SOCIAL SE-
CURITY AND MEDICARE, WASHINGTON, DC

Ms. KENNELLY. All right. Thank you, Chairman Baucus. Thank
you for the opportunity to appear before you, and thank you for
holding this timely and very important hearing.

The President’s Commission presented a real opportunity to
move the Nation toward Social Security reform. Unfortunately, the
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Commission was not a success. The President placed too many pre-
conditions on its work, several of which contradicted Social Secu-
rity’s fundamental mission.

The preconditions precluded solutions and, not surprisingly, the
Commission faltered. It produced three controversial options, each
of which failed to meet most of the President’s own basic tenets.

Based on an analysis of the Social Security Administration’s chief
actuary, none of the plans produced long-term solvency, as we have
been talking about this morning, without large infusions of general
revenues for which no source was specified.

The plans reduce defined benefits below current baselines, re-
duces most workers’ projected overall retirement income, and lack
important details about how private accounts would operate.

Finally, all three plans sharply reduce not only retiree benefits,
but survivor and disability benefits as well. The President directed
the Commission to propose plans that strengthen Social Security
and increase its fiscal sustainability. The administration also ap-
propriately instructed the Commission to hold harmless those at or
near retirement.

Like President Reagan’s model for the 1983 Greenspan Commis-
sion, this should have been direction enough. Yet, the President
also required the Commission to come up with a final recommenda-
tion that would allow today’s workers to divert at least a portion
of their payroll taxes to risk-bearing private personal accounts.

The President instructed the Commission to introduce privatiza-
tion, which is a radical departure from the current insurance
model. Privatization siphons precious resources from the insurance
pools and exposes a great share of retirement income to market
risk.

Off limits was any discussion of increasing revenues. With reve-
nues off the table and pressures on to address private accounts,
transition costs, as well as solvency, the Commission was handed
an impossible task. Its efforts, despite the talents of the 16 distin-
guished members, ended in failure.

Social Security’s chief actuary has found that, because of the
transition costs, Commission plans would boost the unified deficit
from $1.2 trillion to $1.5 trillion. All three plans carve reductions
as great as 43 percent in the guaranteed benefit for those retiring
in 2075.

Under Plan 2, which we also talked a great deal about this morn-
ing, program expenses exceed tax revenues by as early as 2026. Re-
cently projected annual deficits throw serious doubt on the avail-
ability of general revenues over the next decade to cover this accel-
erated shortfall.

What I thought was such an irony as I read the report, is that
Social Security privatization’s transitional costs will compete with
other domestic social spending, yet the Commission did not seem
to act as if this might be a problem.

The final report contains a number of assertions that are either
misleading, or possibly false. For example, the final report says
that the current system places African Americans at a disadvan-
tage, when we all know that African Americans comprise 12 per-
cent of the population, yet 17 percent of those receiving disability
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payments and 21 percent of children receiving benefits are African
American.

The report also contends that privatization plans would provide
a net improvement for women, while suggesting that the current
system has not served women well. I can only tell you that two-
thirds of women over age 65 depend on Social Security for at least
half their income, and one-third for 90 percent of their income.

Privatization is inherently problematic for women, as they tend
to spend more years outside the workforce, earn less on the dollar,
and are less likely to have another source of retirement.

The Commission does propose some positive changes intended to
address longstanding equities for women. These changes, which I
did agree with, are undermined by dramatically lower replacement
rates due to other benefit cuts in the plans. What happens, is the
plans just give women a slightly larger share of a much smaller
pie.

According to the National Women’s Law Center, under Plan 2 a
surviving wife would see her survivor benefits cut by 10 percent if
she earned the same salary as her husband, and cut be a third if
she earned less.

Despite the administration’s instructing Commissioners to pre-
serve Social Security’s disability and survivor programs, all three
plans assume benefit cuts. If the Commission had adhered to the
mandates, the cuts in other areas would have been even larger.
The concept of rates of return on an individual investment, or the
concept of an individual getting one’s money’s worth is something
that I really have trouble with. It is incompatible with Social Secu-
rity, structured as an insurance policy.

The CHAIRMAN. Thank you very much, Ms. Kennelly, and for also
being very accommodating in reading your testimony very quickly.

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

The CHAIRMAN. We will recess, subject to the call of the chair.
I will probably be back in about 10 minutes.

[Whereupon, at 11:48 a.m. the hearing was recessed.]
[12:03 p.m.]
The CHAIRMAN. The hearing will come back to order.
Mr. Bixby, it is your turn.

STATEMENT OF ROBERT BIXBY, EXECUTIVE DIRECTOR, THE
CONCORD COALITION, WASHINGTON, DC

Mr. BIXBY. Thank you, Senator Baucus. Thank you for inviting
me to discuss the final report of the President’s Commission. I am
here representing The Concord Coalition, which, as you have noted,
is a grassroots organization dedicated to strengthening the Nation’s
long-term economic prospects, and your former colleagues, Warren
Rudman, Republican, and Bob Kerrey, Democrat and former mem-
ber of this committee, are the co-chairmen.

My testimony is divided into three sections. I will shorten it, but
the three questions to address are whether Social Security reform
is necessary, what are the viable reform options, and what are the
main achievements and shortcomings of the Commission’s report?

Well, is Social Security reform necessary? I think probably every-
body in the room would agree that at some point, in some fashion,
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it is. Changing demographics simply make the current pay-as-you-
go system fiscally unsustainable and, I would argue, generationally
inequitable over the long term.

Let me pose a hypothetical question which is based on one that
Senators Kerrey and Rudman asked in a recent op-ed. Suppose
that one of your colleagues introduced legislation called the Social
Security Do Nothing Act. Under this bill, promised retirement ben-
efits would be cut by 16 percent for today’s 30-year-olds, 29 percent
for today’s 20-year-olds, and by 35 percent for today’s newborns. Al-
ternatively, payroll taxes could suddenly go up by 34 percent in
2041.

How many of you would rush to endorse this bill? None, I sus-
pect. Yet, those are the grim choices under what could be called the
‘‘Do Nothing’’ plan.

What is remarkable is not that reform plans engender so much
heated debate, but that the ‘‘Do Nothing’’ plan engenders so little
outrage. Worse yet is the fact that no one will have to endure the
scrutiny and ridicule of specifically advocating these absurd con-
sequences, because the ‘‘Do Nothing’’ plan has already been en-
acted. It is current law.

So the question facing you is the same one that faced the Com-
mission, and all of us, really. It is, what should be done to undo
the consequences of the ‘‘Do Nothing’’ plan?

Now, I would underscore what other witnesses have said, that
the Social Security challenge is, first and foremost, a cost chal-
lenge. But that is not the only challenge. There are also the issues
of benefit adequacy and individual equity.

In recent years, much attention has been given to various ways
to try to pre-fund more of the system, because I think most people
agree that would be a good thing to do while we have got a surplus.
The options are a budgetary lock box and an independent board to
manage trust fund investments and personally owned accounts.
Those have gotten a lot of discussion so far.

I would like to make this point, that ideological factors often
cloud the debate over these options. The real issue, is which is
most likely to result in genuine savings? At least, that is the real
issue as far as The Concord Coalition is concerned. What legal, po-
litical, and fiscal incentives best ensure that resources are actually
set aside or reallocated from the present to the future?

Now, let me turn to the main accomplishments and shortcomings
of the Commission’s report. First, it is important to note that they
have not been presented, and I do not think we should consider
them, as a take-it-or-leave-it proposition. I think of it more as a
work in progress. In fact, the administration has not even told us
which of the various models it prefers, if any.

So at this point, I think a good thing to do is to look at what they
are proposing, offer constructive suggestions, keeping in mind that
some change must come.

Let me summarize what, from The Concord Coalition’s perspec-
tive, are the main accomplishments or achievements. Really, by
that I mean the things that could most help us come to a credible
Social Security reform plan.
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First and foremost, the Commission recognized that reform must
pursue fiscal sustainability. We can argue about whether or not it
was achieved, but I think that should be a goal for all of us.

Two, the Commission explained the flaws of trust fund account-
ing. One of the problems—and this is something The Concord Coa-
lition has talked about for years—is that if you just look at what
it takes to achieve trust fund solvency, it really understates the
size of the problem, because you could do almost anything.

That is primarily a bookkeeping problem. But we really need to
concentrate on the funding problem and where real resources are
going to come to pay the benefits, not on trust fund solvency.

Three, the Commission advocated advance funding and increased
savings. I think that is something there is a wide consensus about.
Again, people can disagree about the objective, but the savings
must be genuine here in order to help pre-fund benefits and help
grow the economy.

Next, the Commission raised the possibility of an add-on con-
tribution of personal accounts. I think that is a good way to fund
personal accounts. At least, it is something that ought to be on the
table. It does not have some of the drawbacks that the carve-out
approach does.

The Commission did not deduct cost savings. Ultimately, we need
cost savings in the system, as Bob Greenstein mentioned. Price in-
dexing and longevity indexing are good options.

Could I take a moment, Mr. Chairman, just to respond to the
criticism that is in my testimony that you already have mentioned?

The CHAIRMAN. Briefly. Right.
Mr. BIXBY. That is, I just want to stress that that should be

taken in context, that we do have concerns about the funding of the
three models. We have even more concerns about just letting gen-
eral law, current law, go on auto pilot. I just wanted to make sure
that we were clear about that.

The CHAIRMAN. Correct. All right. Thank you. Thank you very
much.

[The prepared statement of Mr. Bixby appears in the appendix.]
The CHAIRMAN. Ms. Ford?

STATEMENT OF MARTY FORD, CO-CHAIR, SOCIAL SECURITY
TASK FORCE, CONSORTIUM FOR CITIZENS WITH DISABIL-
ITIES, WASHINGTON, DC

Ms. FORD. Chairman Baucus, thank you for this opportunity to
testify. People with disabilities have a major stake in this debate.
The Title 2 Old Age, Survivors and Disability Insurance programs
are insurance programs, not investment programs, designed to re-
duce risks from certain life events.

They insure against poverty in retirement years, they insure
against disabilities limiting persons’ ability to work, and they in-
sure dependents and survivors of workers who become disabled, re-
tire, or die.

In fact, more than one-third of all Social Security benefit pay-
ments are made to 17 million people who are not retirees. People
with disabilities benefit from all three parts of the Title 2 program,
not just the DI program.
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They include disabled workers and their dependents who do ben-
efit from the DI program, but also retirees with disabilities, de-
pendents of retirees, who include disabled adult children, and dis-
abled survivors, including disabled adult children and disabled wid-
ows and widowers.

Their benefits come from the retirement program, the survivors
program, or the disability insurance program. Benefits are based
on the same formulas as for retirees, and beneficiaries move be-
tween the three programs depending on their work history, their
age, and their category of eligibility, such as disabled adult child.

The average benefit for disabled workers in 2000 was $755 a
month, and the average benefit for disabled adult children was
$498 a month. Eighteen percent of disability insurance bene-
ficiaries are living in poverty. Without Title 2 benefits, that figure
would climb to 55 percent.

The insurance aspect of the programs is essential to the protec-
tion of people with disabilities. The programs provide benefits to
multiple beneficiaries across generations and under coverage
earned by a single wage earner’s contributions.

Partially or fully privatizing current or projected Social Security
trust funds would shift risks that are currently insured by the Fed-
eral Government back to the individual.

Social Security is a system that works. Therefore, we look at re-
form proposals to see whether they preserve the insurance nature
of the programs, maintain a benefit formula that does not result
in deeper poverty, protect against inflation, protect disabled adult
children and other family members with disabilities, protect the DI
program from increased pressures caused by raising the retirement
age, adequately consider the impact on people with disabilities, en-
sure solvency of the trust fund, and prevent substantial costs from
affecting the rest of the Federal budget.

Where individual accounts are established, we also consider
whether they provide adequate benefits at retirement age, include
protection if annuities or disability insurance must be purchased,
and minimize risks and address capacity to manage accounts.

On the whole, we believe that the Commission’s recommenda-
tions fall far short of addressing these critical issues for people
with disabilities. As described in more detail in my statement and
as heard earlier this morning, the Commission’s proposals would
create substantial problems for people with disabilities, including
deep cuts in benefits. We believe that the Commission’s plans can-
not be supported.

While Commission members believed that their mandate did not
encompass the DI program, nevertheless their proposals rely on
cuts in disability benefits throughout all three components of the
OASDI programs.

Furthermore, the Commission suggested that a comprehensive
retirement system should provide improved poverty protection ei-
ther through SSI or some combination of Social Security and SSI.

We believe that SSI should not be considered as a way to make
up for reduced Social Security benefits. The Commission’s work is
designed to ‘‘create wealth for all Americans.’’ Yet, the Commission
seems willing to solve problems it creates for people with disabil-
ities by relegating them to a program that has limits on earnings
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and resources which would ensure that they live in poverty. The
asset depletion necessary for many to qualify for SSI violates the
basic tenets of the Commission’s work.

We urge you, we urge Congress, to request a beneficiary impact
statement from SSA on every major proposal under serious consid-
eration.

With a potential impact on millions of people of all ages, it is
simply not enough to address only the budgetary or economic im-
pact of change. The people impact must also be studied and well
understood before any change is initiated.

Again, I thank the committee for considering our viewpoints on
these critical issues. People with disabilities and their families will
be vitally interested in the Finance Committee’s work. We pledge
to work with you to ensure that disability issues remain an impor-
tant consideration in reform analysis and solution development.

Thank you.
[The prepared statement of Ms. Ford appears in the appendix.]
The CHAIRMAN. Thank you, Ms. Ford. I take it that it is your

view that the Commission’s numbers required disability benefit
cuts, that disability benefit cuts were needed to pay for the conclu-
sions that the Commission reached.

Ms. FORD. That is my understanding.
The CHAIRMAN. All right.
I would like to just kind of go down the table here and get brief

thoughts on what some of the answers—and the viable answers—
might be for addressing the Social Security system.

My personal view is that the Commission’s recommendations are
not going to fly, and we have to come up with some other alter-
native. It is just a question of when and what those alternatives
might be, recognizing that this is a very difficult challenge ahead
of us.

But if I might start with you, Ms. Canja. I will not hold you to
anything here, but just some of the thoughts that might come to
your mind as we honestly begin to solve the problem.

Ms. CANJA. There is a whole menu of ways of reforming Social
Security, many different kinds of things that could be done, and
they all can add up to exactly what is needed. AARP has been en-
gaged for several years now in trying to educate our members on
these options for Social Security, and we are still doing that.

We are looking at options such as more broadly investing the
trusts funds to include government-backed debt instruments, in-
cluding newly hired, Federal and State employees who are not cov-
ered, into Social Security, and maybe a modest increase in the
wage cap. So, there are all of these. We heard more today of other
possibilities. If we have a very good debate on it and we can come
to some bipartisan agreement, I think we can have a reform pack-
age that will be accepted by everyone.

We are concerned about whether the package includes individual
savings accounts, but in addition to Social Security, not as part of
Social Security. In fact, this is something that we are strongly urg-
ing our members to really invest in, to do the savings so we can
achieve, more national savings.

The CHAIRMAN. Ms. Kennelly?

VerDate 11-MAY-2000 10:08 Apr 07, 2003 Jkt 000000 PO 00000 Frm 00042 Fmt 6633 Sfmt 6633 84118.000 SFINANC2 PsN: SFINANC2



39

Ms. KENNELLY. Yes, Mr. Chairman. Our committee does not be-
long to the ‘‘Do Nothing’’ group, like Mr. Bixby spoke of. I agree
with him that we have to watch out for that. That list that Peter
Orszag held up this morning as he was testifying, we all have that
list. We all know if you take bits and pieces of that list, you could
reach solvency.

My problem with the Commission, is its report is holding hostage
this whole discussion on solvency. The other problem I have, is I
truly believe in the insurance model of Social Security.

This morning, one of the witnesses talked about Roosevelt. What
Roosevelt said when he introduced this program, is that it was
really insurance against the accidents and vicissitudes of life. That
is what this insurance concept is, that we have shared risk. So, my
committee is more than willing to be involved in the discussion on
bringing together numerous options.

My other, and final, point is, we cannot wait too long. You and
I both know, we were in Congress in 1983. We had to vote on the
last reform, and it was tough because we waited so long. That is
when the age went up. That is when students lost their benefit.
That is when we taxed Social Security. We do not want to have
that happen again.

So I think most of us are more than willing to be involved in the
debate, put together a number of ideas, get a pool of money to help
with the whole solution of solvency. But let us not just talk about
this privatization, because it is apples and oranges.

The CHAIRMAN. All right.
Mr. Bixby?
Mr. BIXBY. Well, I think, two big comments here. The two things

we need to do, is reduce the long-term costs of the system to make
it fiscally affordable, while at the same time maintaining an ade-
quate benefit level, which is not an easy thing to do, but that is
the trick.

That is where the combination of a phased-in benefit, defined
benefit reduction, like the price indexing switch or the longevity in-
dexing that the Commission proposed, I think, are good ideas and
I suspect would be something that The Concord Coalition would
support.

If you just keep it clean, a lot of tiny little benefit cuts here and
there adding up, I think, gets very confusing. Nobody knows what
is going on, and I do not think the public would rally behind any
support.

The other component is to start advance funding more of the sys-
tem. There you get back to the three options. Do you just credit
more bonds to the trust fund, try to have them invested collectively
or in individual accounts?

I think the individual accounts are more likely to result in gen-
uine savings to be able to pay to fund the benefits for people in the
future, which is the bottom line. I do not think it is an ideological
question about choice or market returns, or stuff like that. The
question is, how do we pre-fund benefits?

The CHAIRMAN. I am going to have to ask you to be brief, if you
could.
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Mr. BIXBY. It is not just constantly raising taxes. The last point
is, the question is, do you do the carve-out approach or the add-
on approach? They each have different pluses and minuses.

The CHAIRMAN. All right.
Ms. Ford?
Ms. FORD. Thank you. I would make two points. First, while the

Commission was bipartisan, all of the members were committed to
private accounts before the Commission met. Therefore, I do not
think that the Commission actually represented all points of view.
I think we do have to get all approaches on the table, as discussed
earlier, get all of the pieces of that list on the table to look at.

Second, I want to emphasize again the need for beneficiary im-
pact statements. I know that over the last few years in some of the
major reform proposals that have been put forward, there were also
serious impacts on people with disabilities, and in some cases the
proponents of those proposals did not even realize the impact that
their own proposals would have.

I think it is very important that we not keep looking only at the
economics of it, but also look at who is affected by each particular
proposal, and how are they affected.

The CHAIRMAN. That was a good contribution. I appreciate that
suggestion.

Ms. FORD. Thank you.
The CHAIRMAN. Regrettably, we do not have any more time left.

I thank all of you very, very much. My personal view is, as Ms.
Kennelly mentioned, back in 1983, where a commission was put to-
gether, it was clearly perceived as bipartisan, not only in name but
in spirit, headed by Alan Greenspan.

Senator Patrick Moynihan was on that commission, and several
others. It was put together, and when they deliberated and when
they met, it was clear to me anyway that they were looking for an
honest, good-faith solution. They did come up with one, and both
political parties, both ends of Pennsylvania Avenue, joined hands
together. Neither politicized it.

Unfortunately, at that time—or fortunately—the situation was
dire. We had to move very quickly. Frankly, we have a little more
luxury now, but that is a blessing and it is a curse. The blessing
is that we have more time, but the curse is that too many people
are just going to wait.

But it is up to us. It is up to the American people, it is up to
Congress. It is up to us to collectively do the best we can, as early
as we can, so that we can find a good-faith solution.

Thank you very much. We appreciate it.
The hearing is adjourned.
[Whereupon, at 12:23 p.m. the hearing was concluded.]
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Over the past six years, we have worked to strengthen the case for bipartisan So-
cial Security reform through a series of briefings for Members and staff. Many in
Congress understand and acknowledge the fiscal and demographic pressures facing
the Social Security system and are willing to engage in a constructive dialogue on
reform. However, other Members remain skeptical about the need for reform and
are concerned about the politics swirling around the debate. Reaching an agreement
on an honest solution to the long-term challenges facing Social Security will be dif-
ficult, but the difficulty of our task must not prevent us from confronting it.
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