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AFTERNOON SESSI ON

(1:04 p.m)

| nt eri m Report Devel opnent

MR. PARSONS: May we cone to order. |I'mgoing to tel
you, this is not |ike New York, where approxinmately 15 m nutes
after the first call to cone to order people begin to quiet down.

Very --- quiet here. Okay. | hope everyone had a at |east
nouri shing repast. W certainly did.

VWhat we are going to do for the next hour or so nowis
talk alittle bit about this interimreport that under the
President's comm ssion, by charter the comm ssion is required to
prepare and which we nentioned a little bit this norning. Chuck,
| think what | would do by the way of just putting everybody on
the same footing is ask you to kind of wal k us through the
requi renents of the charter and tell us where the staff is at
this point in time and what you need by way of comm ssion i nput
to take the next steps.

MR. BLAHOUS: Thank you, M. Chairman. The President's
Executive Order specifies that the comm ssion shall submt an
interimreport that will describe the challenges facing the
current social security system as well as the criteria by which
the comm ssion will eval uate reform proposals.

VWhat we have done for all of you in your briefing
materials is to assenble material that speaks to both of these
obj ectives. Chapter one in your briefing book attenpts to

describe the state of the current social security system and
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chapter two presents possible criteria of analysis and eval uation
for reform proposals.

Let me just say a few words very briefly about the
contents of chapter one of your briefing book. One of the
difficulties that faces you or anyone else who is trying to
describe the current social security systemis that the current
systemis out of actuarial balance. |In other words, there is a
m smat ch between the outlays that are prom sed fromthe system
and the revenues that are commtted to it.

This provides not only an actuarial problem but an
anal ytical one as well. It's inpossible to describe who is being
affected in what way if you don't know where the revenues
are comng from to pay the benefits that the system woul d provi de.
What we have attenpted to do is to show you various ways that the
current systemcould play out if no action were taken and no
refornms were adopt ed.

The first baseline we've presented to you is reproduced
on the chart in the corner over there. That is our best effort
to describe the literal caonsequences of current law. This is
what woul d take place if no |legislative changes were nmade. As
you can see on that chart and as has been alluded to by sone of
the comm ssion nenbers already, in 2016 the systenm s annual cash
paynment obligations will exceed its annual revenues comng in
frompayroll and benefit taxation.

What that means is that beginning in 2016, the federal

government woul d face a series of choices. Lacking dedicated
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program revenues that are sufficient to pay full benefits, it
woul d have to find another neans of closing the gap. It would
either have to raise additional tax revenue, reduce spendi ng
either on social security benefits or sone other area of the
federal governnent, or increase public debt, borrow the noney.

Now, at that tine the social security trust fund would
still have a positive balance. That neans that the Soci al
Security Adm nistration moutfjstill have the full legal authority
to continue to send out benefit checks, but that authority woul d
expire in 2038, because in the period from 2016 to 2038, the
entirety of Social Security's trust fund bal ance woul d be drawn
down, and at the point where there is no nore positive balance in
the social security trust fund, the Social Security
Adm ni stration would | ack the authority to wite checks. It does
not have borrowi ng authority, and it would sinply have to wait
until sufficient revenues cane in to pay benefits.

SENATOR MOYNIHAN: M. Chairman, may | --

MR, BLAHOUS: The effect of such change --

SENATOR MOYNI HAN:  Sir, can | just say, when you say
the trust fund would be drawn down, there is no stored val ue as
such in the trust fund. These are governnment undert akings
defined revenue, so it wuld have to cone from--

MR. PARSONS:. Sonepl ace.

SENATOR MOYNI HAN: -- taxes or borrow ng of another
kind. There is no "starting in 2016 we are out of noney."

MR, BLAHOUS: That is correct, sir. That is absolutely
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correct. And while that problembegins in a very gradual way in
2016, as you can see on that chart, the size of those financing
gaps becones extrenely large well before the projected insol vency
date of 2038. So the --

SENATOR MOYNI HAN:  Well, if | just may say, it sonewhat
m sl eads the public to talk about an insolvency date that sinply
means a date on which there are no | onger these bonds in the
Treasury, which the Treasury has to go out and find revenue for
in any event. The insolvency date, sir, is surely 2016. |If
|"m-- please correct ne. | know --- assisting.

MR, BLAHOUS:. You are absolutely correct, sir. \Wether
or not there is a positive balance in the social security trust
fund, the governnment has exactly the sanme problem And that
probl em begins in 2016, which is that annual programrevenues are
insufficient to pay full benefits.

DR. JAMES: Could I just follow up on this question,
because it sounds like there is a distinction between 2016 and
2038. Now, 2016 there's a governnent undertaking to find the
nmoney, there's an obligation; 2038, | think the current law, from
what you said, | think the current |aw says that there is no such

=

gover nnent” | egal obligation. There may be a noral conmtnent or
a political need, but legally at that point, benefits would
sinply be cut. So that's a kind of distinction between what
happens in 2016 and what happens --

MR. BLAHOUS: That's correct.

DR JAMES: -- in 2038.
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MR. BLAHOUS: That's correct. Now, what we have
attenpted to do in your briefing book is to provide you with
various alternative views that could show how the system m ght
evol ve under other circunstances.

MR. PARSONS: It mght be well just to sort of tarry on
this point for a mnute, because it's all part of | think one of
the big challenges this conmm ssion has, which is explaining
first --- and then the Anmerican people what actually is going on
here. As | understand it -- so let ne take a cut at that and
then invite other nmenbers of the comm ssion to add if need be.

Currently, we collect enough under FICA to actually --
enough noney cones into Social Security to pay out the benefit
obligations that Social Security pays to current retirees, and in
fact, we take in a little bit nore than we actually need to pay
out. That little bit nore, which is called a surplus, one of
several things could happen to it. Actually, the noney could be
taken by the system or by the governnment and put somewhere, what
Senator Moyni han calls a stored value. It could be invested
somewhere or just put in a bank. But what's actually happening
is the governnent takes the noney, uses that noney for other non-
soci al security-related purposes and gives a piece of paper back
to the social security systemsaying | owe you X dollars, and in
2016 the anpunt of noney that cones in under those taxes to pay
for social security obligations is |less than, starting in 2016,
is less than the amobunt of noney that has to go out and the

system has to now redeem t hose governnment |1 QOQUs. But since the
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gover nnment spent the noney, in order to redeemthe 1QUs, the
government has to go out and either raise taxes or increase
public borrow ngs, because the noney is gone.

So | think Senator Mynihan is right when he says that
the real crunch tinme cones in the mddle of the next decade,
because we're either going to have to reduce benefits because we
don't have the cash flow to nake that and nobody anti ci pates
that, or all suffer either a higher tax burden or greater public
debt in order to pay out those I0OUs. Then we run out of |QUs
sonetinme in the mddle of 2035, 6, 7, sonetinme in that tine
frame, and at that point in tinme, the problem conpounds itself
because we don't even have the 10QUs. Now the governnment has to
go out and raise not only the noney they borrowed to spend on
earlier prograns but --

DR. JAMES: O cut back.

MR. PARSONS: --- new noney.

DR. SAVINGS: M. Chairman, | think that's exactly why
we should try to avoid focusing on insol vency, because insolvency
is equated | think too often with this period from 2038 forward,
when our problens noves (sic) toward insolvency starting in 2016.

So that's why the insolvency issue is not really the real focus.

MR, PARSONS: But | think people need to understand
t hat sooner rather than later --

DR. SAVINGS: Right.

MR. PARSONS: -- sonmething has to give. Either

benefits get cut or the governnment raises taxes --
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DR. SAVINGS: Right.

MR. PARSONS: -- in one formor another because the
i ncom ng cash won't neet the outgoing requirenent.

DR. JAMES: Could | add one point to that, that even
before 2016 sonet hing el se happens, which is the anmount of noney
that's comng fromsocial security to support governmnent prograns
gets smaller and smaller. | nean, it beconmes zero in 2016, but
it becones smualler every year before then. So even before then,
if the government wants to maintain that sanme flow of noney to
its other prograns, it has to find the noney from sonewhere el se
t hrough i ncreased borrow ng @

MR. PARSONS: Uh-hm

DR. JAMES: -- or taxation. So the problemreally
starts considerably before 2016.

DR. COGAN. | would only add one thing to your
di scussion, M. Chairman, and that is besides raising taxes,
besi des borrowi ng, the option that the governnent has, as
unpl easant as it is, is cutting non-social security spending.
Sone attention in the report, in the interimreport, to the
anount of reductions in non-social security spending m ght be
very instructive for our readers.

DR SAVINGS: M. Chairman, | think an issue that's
related to this issue is that if we, and we could do this,
Congress could sinply do this by running the printing press and
printing up nDre[;;Jthese bonds, if there was a googol trillion

dollars in the trust fund, and that's 10 to the 100 trillion in
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the trust fund, or if there's zero, the inplications for the
federal budget are identical after 2016. It makes absolutely no
difference what's in the trust fund, and because of that, we
woul d argue in economcs there's nothing in the trust fund, it's
sinply a promse, and as it inpinges, as | pointed out earlier,
both with Medicare, Medicaid and this, by 2070 100 percent of the
federal budget will be used for these prograns. And that's
assum ng the federal budget grows with gross donestic product and
stays a fifth of the gross donestic product.

The point is that the trust fund is irrel evant except
in this legal sense, that when the trustees cone to the Secretary
of Treasury and hand themthese certificates, they are required
to give us cash and that's only required if Congress requires
themto do that, and if it's inpinging on the other aspects of
the federal budget that are nore inportant at the tine, then
clearly hard decisions have to be nade. But it doesn't change
the actual federal revenues in any way. So it inpinges on those
revenues, and it's inportant for | think the public to understand
what the trust fund really neans and changi ng those nunbers,
because they can easily be changed and the system can be nade
solvent in that sense of the word. W can nake that trust fund
anything we want to. If we want to change the interest paynents,
which is a suggestion that's been nmade, change the rate of
interest, make it 100 percent a year, we can nmake this | ast
forever, but we can never actually find the real resources

because retired people, as | say, drive real cars, eat real food,
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and live in real apartnments and use real nedical care, and that's
real output in the country and that's the only thing we have. W
can't change it with witing nunbers on a sheet of paper.

MR, PARSONS: Okay. | just thought, and | appreciate
your provoking conversation, Senator Mynihan, it would be
hel pful to talk about that a little, because there's a great
source of confusion as to what all these concepts nean, and al so
froman urgency point of view, there's a big difference between
the m ddl e of the next decade and 2038 or whatever. Carry on.

MR. BLAHOUS: Well, as has been indicated here, that
fiscal problemdevelops in 2016 and is not sonething that
materializes only in 2038. Dr. Saving in his remarks said that
the only real difference is that -- is really sort of a | ega
definition of what is happening in 2038, that legally in 2038 the
Social Security Adm nistration no | onger even has a claimon
sufficient revenues. And at that point, as you can see in the
chart, the effect on beneficiaries in that year would be a sudden
reduction in benefits of approximtely 27 percent. Fromthat
point forward, if benefits were to be funded from projected
revenues, those benefit reductions would gradually increase from
27 percent in 2038 and woul d gradual ly becone 33 percent in 2075.

So even if you assune that the federal governnent has done
sonmet hing to produce these extra revenues between 2016 and 2038,
this woul d be the consequence for beneficiaries of inaction.
Now - -

MR, PENNY: M. Chairman, if | could follow on that
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point. Just to clarify, you said that the | egal standing of the
system at that point would be such that they have no other
recour se.

MR. BLAHOUS: There --

MR. PENNY: In law what is anticipated that the
Adm ni stration, the Social Security Admnistration will do if we
all ow ourselves to hit that point?

MR, BLAHOUS: This is an area that is often specul ated
about . @

MR. PENNY: And can we | ook back on the 1982-83
experience for any enlightennent here?

MR, BLAHOUS: Well --

MR. PENNY: No. | see Steve --

MR. BLAHOUS: -- there were things that were done to
carry the Social Security Adm nistration over so it didn't reach
t he point where they couldn't send the checks out, on a very
energency basis. Now --

SENATOR MOYNI HAN:  There were benefit cuts.

IVS. : That's right.

MR. PENNY: As part of |aw

SENATOR MOYNI HAN:  I'msorry, Tim

MR. PENNY: As part of |aw

SENATOR MOYNI HAN:  Yes, sir

MR. PARSONS: That's right.

SENATOR MOYNI HAN:  The - -

MR, PENNY: But what |I'masking is, did the
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Adm ni stration, the Social Security Adm nistration under its own
authority --

MR, BLAHOUS: No.

MR. PENNY: -- do anything in the '"82 to '83 tine
frame?

MR, BLAHOUS: No. And in fact, the Social Security
Adm ni stration does not have borrowi ng authority. It does not

have the authority to wite checks w thout dedicated financing.

MR PENNY: | just wanted to get that on the record.

MR, GOSS: But Chuck, if | mght just add, at that tine
there was a tenporary borrowing authority that was mde
avai | abl e.

BLAHOUS: That's right.
G&0SS:  Anobngst the --

PENNY: Under | aw.

2 ® 3 %

G&0SS: Under law. Only under a |law can this occur,
and anongst the OASDI and H trust fund, borrow ng --

MR. PENNY: So the bottomline is that --

MR GOSS: -- was tenporarily ---.

MR, BLAHOUS: -- that there are no options available to
the Social Security Adm nistration unless under |aw we make those
opti ons avail abl e.

MR. BLAHOUS: And as a technical sense, the
Adm ni stration, neither do they have the authority to make the
arbitrary benefit reductions that would result on that chart

either. They cannot do that. Those projections arise fromthe
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finding that |acking financing, SSA would sinply have to del ay
when checks were issued and the effect of those delays woul d be
to reduce | evels by 27 percent.

MR PARSONS: Bob.

MR. JOHNSON: | have a question. In listening to al
of this then, I think the public can conclude that soci al
security is not aright, that there's no -- nothing in the
Constitution that says you are entitled to life, liberty and

social security. You are only entitled to it so long as the
Congress decides that there should be a plan called soci al
security benefits for people where no matter how nuch you put in,

you are not guaranteed a certain anount that you would take out.

MR. BLAHOUS: That is correct.

MR, JOHNSON. Thank you.

DR. JAMES: And there's nothing that's contractually
enforceable in court.

MR, BLAHOUS: That is correct. Now, the problemthat
many mght find with this particular projection is the quite
reasonabl e prediction that the political process would react to
avert that circunstance, that we would not tolerate a sudden
reduction of benefits of 27 percent. So even though this is a
literal projection of current law, some mght find fault with it
and say this is not our best guess of what woul d happen under the
current system

Towar ds that end we have provided you with various
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alternative projections in your briefing book that show different
adj usted baselines, to give you a sense of the range of
possibilities. There are really only two sets under the current
system One is to cut benefits, the other is to raise taxes.
Now, this chart shows the consequence of benefit reductions

del ayed to their |ast possible nonment in 2038, if we did nothing
and then we woul d have the maxi mum anount of required benefit
reductions all of a sudden in 2038.

For purposes of illustration, we provided in your
briefing books the opposite side of the spectrum which is shown
in chart two and baseline two in your briefing books, which is to
al so assunme what |evel of benefits can the current system
actually fund but what if those benefit changes occurred at the
earliest possible nonent rather than the latest, and the
projection is that if they occurred next year and were averaged
over 75 years, the changes would be roughly 12 percent |ess than
current |law, although -- or excuse ne, current prom ses, although
after 2075, just as in this chart, benefit changes woul d be 33

=

Now, no one can say for certain what exactly would

percent | ess.

happen within the current revenue streamthat is projected, but
what we can say is that the likely | arger boundary on how | arge
t hey woul d be woul d be 27 percent, the smallest they could
possi bly be would be 12 percent if they occurred next year, and
somewhere in between that 12 and 27 percent benefit reduction,

depending on the timng that they occurred, would be the benefit
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reductions that are inplicit in the current system

Now, charts three and four show the other alternative,
which is to raise taxes. Simlarly, as with charts one and two,
there are shown two possible scenarios. One is that the nation
waits until the |last possible noment and enacts its tax increases
in 2038. Again, after all the neasures are undertaken to fill in
t he cash gaps from 2016 to 2038, then there would have to be an
additional explicit raising of the payroll tax or whatever other
taxes the nation would need to raise in 2038, in order to neet
full benefit promses. Then finally, in baseline four we show
what woul d happen if revenues were increased in a short term
i mredi at el y, begi nni ng next year and agai n averaged over 75
years.

Now, there are faults and problens with all four of
t hese possible baselines. One is the nost literal application of
current |aw, but people would say the nation would never permt
that to happen. Baselines two, three and four in various
respects violate the instructions that have been given to this
commi ssion and also violate | think nuch of the political
consensus regardi ng how social security should be treated.
Basel ine two, for exanple, assunes that there would be changes in
benefits next year, which is clearly in violation of the
comm ssion's instructions and | think in violation of the
political consensus. Moreover, baselines three and four assune
increases in taxes, which, if they were payroll taxes, would al so

be off the table as far as this comm ssion were concer ned.
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IVS. . M. Chairman --

DR. JAMES: | have a question about baselines three and
four, the additional revenue conmm tnent.

VS. : Could you talk into the m ke.

DR. JAMES: Yes. Baselines three and four, additional
revenue commtnents. You assune that all of that tenporary
surplus is used to buy governnent bonds, | nean, is given to the
governnment. \What rate of return are you assum ng?

MR, BLAHOUS: Well, under both of these assunptions,
these are sinply attributions of revenue to the trust fund --

DR. JAMES: Uh-hm

MR, BLAHOUS: -- and | treated themexactly the sane
way .

DR. JAMES: There's no investnent --

MR. BLAHOUS: That's correct.

DR. JAMES: -- of those funds.

MR, BLAHOUS: And that actually points out sone
addi tional problenms with these baseline projections. For
exanple, one mght regard it _as politically unlikely that any
nation would raise taxes in the mdst of enjoying a surplus, as
baseline four assunes. But if that did happen, then the nation
woul d be on a path of far nore rapid redenption of the public
debt than it even currently is.

DR JAMES: Uh-hm

MR, BLAHOUS: One could | ook at baseline four and say

that ultimately well before current projections, this scenario
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woul d envi sion the governnment having to buy up private
securities, because it will have brought in additional revenue
when it's already buying down public debt at its maxi mum possible
pace.

DR. JAMES: But you haven't conputed any such rate of
return.

MR. BLAHOUS: No. They are assuned treated as under
current | aw

DR. JAMES: Right.

MR. PARSONS: Yes, divia.

DR. M TCHELL: If | could just interject. It seens to
me that in proposing or in outlining sonme of these different
baselines, what's very clear is that you cannot use current |aw
regardi ng benefits and current |aw regardi ng taxes as a baseline,
because that is not a systemwhich works. So I think that it's
very inportant for all of us to renmenber going forward that you
coul d hypothetically inmagine a systemwhere current | aw taxes go
forward and make the benefits fit, or conversely where current
benefits go forward and nmake the taxes fit, but not both. So

that's really the place we need to start fromin noving forward.

MR. PARSONS: Gaendol yn.

M5. KING Yes. Another question, Chuck, | had, it
seens to ne that the four selected baselines could have been
tripled or quadrupled with any nunber, and |I think it would be

inportant for you to nmention to the group why you chose the 75-
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year period for the baseline nunber two and what that portends
for the trust -- for the social security programitself.

MR, BLAHOUS: Well, this actually was an issue that we
struggled with at the staff level for a very long tinme. | think
t he concl usion was reached fairly early that we had to have at
| east one presentation of the consequences of pure inaction. 1In
ot her words, the trust fund bal ance goes down to zero and benefit
reductions occur as a consequence of that.

We did consider various alternative ways of | ooking at
this. We finally in the end canme to the conclusion that it would
be nost symmetric and organized in our presentation to the
comm ssion if there was a consi stency between the total of |evels
of benefits provided under both baselines one and two and the
total |evel of revenues made available in baselines three and
four. For exanple, what happens under baseline one is that the
trust fund bal ance goes down to zero and remains there. Now,
under baseline two we could have said that benefits would be
changed by the level that would be required to bring the system
into what the trustees define as actuarial bal ance.

DR M TCHELL: And that's really what | want you to
speak to.

MR. BLAHOUS: That neans that the trust fund ratio
woul d be mai ntained at 100. For those of you who don't
under stand what that neans, that neans that there is always
enough noney in the trust fund at a particular tine in order to

pay one full year's of benefits. The reason we did not do it
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that way is that that neant that baseline two would assune a
different total |evel of benefits than under baseline one, where
we allowed the trust fund to go all the way down to zero.

Now, we coul d have chosen to do both the other way, but
we were -- we felt that baseline one was inportant to include
sinply because that was a literal portrayal of inaction, and then
baseline two we felt we needed to show a | evel of benefits that
was consistent except that the timng was different with respect
to when they were paid.

DR M TCHELL: So if nmenory serves ne right, the trust
funds have not been in actuarial balance for sone tine. Do you
recall the last tine the trust funds were in actuarial bal ance,
St eve?

MR. GOSS: Yes. Precise actuarial balance last tine
was 1983, right after the anendnent.

DR M TCHELL: 1983.

MR GOSS:  Yes.

MR . For one year?

MR, GOSS: Yes. Yes. The year after, a very, very
smal | i nbal ance.

M5. KING So for about three nonths. That's right.
So we' ve been going along now for a period of sonme 18 years
w thout the trust fund being in actuarial balance, which neans
that my grandchildren when they begin working at 21 -- they are
now 1 and 4 and 6 years old, when they begin working, the

assunption is that by the tinme they get ready to retire, there
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will be funds sufficient to pay their benefits. M sense is that
if we were do a whol e series of baselines, we could really
ratchet in 30 years, 40 years, 20 years, and it would give us a
different picture but it still would say to us that we're not
going to be in a situation where we take in the noney sufficient
to pay out benefits going forward, that there will be a
shortfall, and that sooner or |later we are going to have to
reconcile ourselves to a sharp drop in benefits or sonme sort of
revenue increase in order to keep the system going on the current
path. |Is that correct?

MR, BLAHOUS: That's correct. And just to el aborate on
this question of how many baselines to present and how we arrived
at these, one of the things we wanted to steer clear of was
presenting anything that |ooked |like a prediction or a
recommendation or an attenpt to nold these things consistent with
soneone's preferences as to how this would go forward.

We presented these baselines because they basically
show boundari es. Baseline one shows the size of benefit changes
that would be required if you wait to the | ast possible nonent.
Baseline two assuned they would occur at the earliest possible
moment. The truth is somewhere there in the mddle, and we felt
it would be presunptuous to try to predict or suggest what the
reality woul d be.

MR PARSONS: Can | --

DR. JAMES: Just further on this question of baselines.

| f you | ook at baseline two where you --
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MR. PARSONS: Estelle doesn't know the rule.

DR. JAMES: -- are averaging over the 75-year period,
have the inpression, and nmaybe you could conment on this, that if
we were to do that, to adopt a benefit reduction sooner rather
than later, and if we were then to run a projection for another
75-year period five years fromnow, we would find we still had a
problem Even though we thought we had solved it today, tonorrow
it'"s no longer a solution, because we're substituting a bad year
out there for a good year.

MR, BLAHOUS: That's it. That's absolutely correct,
and we know that with sonme certainty. One year beyond the 75-

year period, and | think Ms. King's comments nmay touch on this as

wel | --

DR JAMES: Uh-hm

MR, BLAHOUS: -- this baseline assunes a change of 12
percent averaged over 75 years. In the 76th year, the change

that is needed is 33 percent.

DR JAMES: Right.

MR. BLAHOUS: So if this happened under current |aw --

DR JAMES: Right.

MR, BLAHOUS: -- the next year's trustees's report
woul d say you're out of bal ance again and you are not on a
sust ai nabl e path

DR. JAMES: Right. Those are ny grandchildren who are
going to be retired at that tinme, so | am concerned about that.

DR. COGAN: Chuck, as | understand it, the baselines
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that you are using, the purpose of that discussion is to help us
arrive at sone common understandi ng of the problemand draft an
interimreport that provides that comon understandi ng of the
problem It does seemto ne that, although these baselines are
useful, I"mnot sure that they are necessary. | nean, it does
seemto ne that what we want to do in this interimreport is
state very clearly and very sinply what the magnitude, the
timng, and the scope of the problemis, and what the
consequences of failing to act are.

What | worry about is that the presentation of specific
ways of solving the problens are going to be m sconstrued,
incorrectly construed by individuals as our proposed sol utions,
and since | don't think that these baselines are necessary for an
interimreport and I do worry that they are going to be
m sconstrued, seens to ne that we m ght be better off trying to
structure an interimreport that focuses on the timng, the
scope, the magnitude of the problem and hold off on the
sel ection of a specific baseline until we get to the point where
we have several proposals, several proposed solutions and we need
a basel i ne agai nst which those proposals can be conpar ed.

MR, PQZEN. |1'd like (coughing) to, excuse ne,
reinforce what Jack (sic) Cogan just said, because | think what's
t he purpose of these baselines, is just to help educate people as
to what's the nature of the problem and | think when you cone
dowmn to it, ultimately you see, if we do nothing, in the year

2038, we're going to either -- that we'll have a shortfall of
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benefits or we'll have to raise nore revenue, and you can raise

revenue through specific payroll taxes or through general

revenue. | think that's really all you need to say. You don't

have to say we're proposing to, even the theoretical,

hypot hetical we're going to propose to reduce benefits et cetera.
It's just a way of explaining to people how big the shortfal

will be, and I think that if we can get that through, to have

peopl e understand that there's a year-to-year deficit in 2016 and

then in 2038 there is this shortfall, that can be described in a

nunber of different ways, and I would stay with what -- just

benefit and revenue, and not try to get in these gradual things

which really make it extrenely conplex. Then people have a sense

of what the magnitude of it wll be.

MR. PARSONS: | wonder al so, Chuck, | know the chair is
supposed to not comment substantively, but just listening to the
di scussion, it does strike ne that it's fairly easy to say we
have an obligation to pay out $500 trillion and we're only taking
in $400 trillion, so there's a shortfall. | think people need to
understand why that is so, why you can't fix it in the current
systemfor all tinme, nanely the point that Estelle was mnaking,
that if you just nove it out a year it falls out of bal ance
again, and it has to do wth the nature of, the structural nature
of the social security system

In a pay-as-you-go system if when you started out,
let's say that there were 8 people working for every person who

was retired and the average age of a retiree was -- lived in
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retirement for 10 years, and if those ratios stayed in bal ance
for all time, then probably the pay-as-you-go system woul d worKk.
But those are changing. W now have 3 people, noving down to 2

and a half people, working for every person who's retired.
I nstead of |iving an average of whatever it was 30 years ago,
it'"s now 2 tines that length. So that we're always going to be
falling behind, given the structural nature of the social
security system unless we change the structural nature of the
system You can't ever get -- all you can do is sort of catch up
for the nonment, and with the next click of the second hand you're
out of bal ance agai n because the denographics and the structure
of the system are working against you. So | think that people
can begin to understand why there's a problem not just that
there is a problem --

IVS. : Uh-hm Right.

MR. PARSONS. -- and what it's current nagnitude is,
but why there's a problem That then | eads you to a whol e
di fferent way of thinking about what possible solutions m ght be.

Yes, Sam

MR. BEARD: | conpletely agree with that comment,
because as |'ve gone around the country just tal king about soci al
security, what everybody understands is once the baby booners

retire there are going to be less than two workers asked to

finance one senior. Everybody understands that. [It's not
trillions of math this and sone curve that no one knows what it
is. It's that there's 1.8 workers asked to finance 1 senior who
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increasingly is going tolive to late 80's, early 90's, and then
go over 100. Your wording was perfect.

MR, PARSONS: And if it's me the senior, |'ve got
expensi ve tastes.

(Laughter)

MR. BEARD: The next thing I'd like to --

MR. PQOZEN. You're going to live a long tine, too.

MR. BEARD: The next thing I'd like to talk about in
defining the problemis not just the social security problem
it's the wealth problem

MR PARSONS: Yes.

MR. BEARD: |'mnot sure that that's in these
materials, in ternms of if you don't define a problemthen you
can't conme up with a solution. |[If you start with the problem
that, going forward for retirenent security, unless you have
adequate finances you're going to be in a real difficulty, then
you go to the whole wealth issue that half the country has | ess
than two percent of the wealth. | think that needs sone real
definition, which then sets the stage, and | |ike your wording,
which is it's the reason for major structural change. W have
new problenms in the year 2001 which they weren't facing in 1935,
and one of themis the wealth issue. If we don't define it as a
problem then we're never going to get a solution to it.

MR. PARSONS: Cerry.

MR. PARSKY: | would really concur with the comments

about the baselines. M added comment, though, is that the
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basel i nes as presented try to anticipate what m ght be done, as
opposed to, say, real structural change needs to happen, let's
propose a solution. | do think, though, that it is inportant as
we |lay out the problemthat we set the stage for conparisons.
There will be conparisons made to the solutions that we conme up
wi th against other solutions, and | think we need to be able to
anticipate that as we lay out the problem but | would really
concur that trying to pick one of these baselines -- to |ay out
t he probl em around the baseline as opposed to basically getting
on with the structural problemis not the right way to go,
because people will just say well, you're anticipating certain
behavior, that's not going to happen that way, and it can go on
endl essly.

MR, PARSONS: Tom

DR. SAVING M. Chairman, there's another issue |
think that the interi mreport or a way of describing the state of
the systemthat would be instructive for people is the question
as you look at the deficits that are forecast, you woul d wonder
why is that a problem why can't we just raise the noney. And
the question that's there is, what's the share, if we assune the
federal governnent is going to continue to raise 20 percent of
the gross donestic product, what share of that budget is going to
be taken up with a programlike this one and with other elderly
entitlenent prograns? That is what's going to tell you the
pressure that's going to be on the federal governnent, because

all its other prograns are going to have to get smaller. It's
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very inportant for everyone to see that if this programwere to
go on, and if we were to fund it in any one of these scenari os,
that it has inplications for the entire rest of the budget. As
|'"ve said before, in 2070 it neans the rest of the budget is
zero. The federal governnent is no | onger doing anything.

The point really is to see --- those inplications.

W' ve raised that issue, and that conmes back to this trust fund
i ssue that says there's nothing in the trust fund because the
trust fund has nothing to do wth that share of the federa
budget. It doesn't inpact on it in any way. |It's exactly the
same no matter what the trust fund is. And it really gets right
to that point and says what's the share of the federal budget
that these prograns have to take in order to continue, and you
can see that that share of the federal budget is not going to be
tolerated. The public is not going to give up those federal
expenditures that they now have, and if they're not going to give
them up, then they are going to have to give up this program or
t hose prograns or do sonething, and | think that's inportant.

MR. PARSONS: divia.

DR. M TCHELL: Just to follow along that tack, | think
one of the things that's really inportant in this area is to
recogni ze that nost folks don't really relate on a daily basis to
GDPs and trillions of dollars and percentages even, and so what |
would like to propose is to try to go back to the baseline but
maybe cast it in terns of sonmething concrete that people can

really understand. For exanple, if you're talking about a
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benefit cut of 33 percent, cast it in ternms of, well, average
benefits for the average famly are on the order of $16,000 a
year for a retired worker and spouse, so this is maybe a $5000- a-
year cut, on that order. Make it very concrete so that people
understand, it's not abstract, it's not sonething that wll
happen in the future that we can't get a handle on. This is
going to be very inportant to retirenment consunption

Simlarly, I would say take the tax changes that would
be required, if you take that approach, and convert it into
actual dollars per payroll per worker that a worker is going to
have to pay on his or her payroll. O a different way to put it
is if you re tal king about the unfunded liability of the current
system that nunber is maybe $9-10 trillion. | don't relate to
trillions. | know sonme of you people with bigger budgets than
prof essors do, but you know, if you convert it to an annual --
|'"'msorry, a per capita anount on a per worker basis, it's on the
order of $68,000 per worker in today's America.

So this is the way we have to | think convert these
graphs and scenarios to a very concrete way of tal king that
peopl e can really understand and get the notion that instead of
retiring on $16,500 a year for an average retired working famly,
maybe it's nore |ike 10 grand, and that's going to be a big
change and we need to do sonmething in order to nmake it | ook
better.

MR. PARSONS: |If you don't deal well with trillions --

DR. JAMES: Can | --
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MR. PARSONS: -- imagine the rest of us with
googols. ---

DR. JAMES: Can | add one other thought, and naybe
you're planning to get to this when we |et you nove on, but until
now we' ve only been tal king about financial flows, and | think at
sone point we have to tal k about the real goods and services that
we're really concerned about.

One thing that happens when you have fewer workers
supporting each retiree is it becones very inportant to raise the
productivity of those workers, otherwi se there's just going to be
| ess to go around for everyone. | nean, it's really not the
paper noney that we care about, it's really the goods and
services that go behind it and one problemthat | think we have
to raise. but it is difficult to discuss and it's going to be a
chall enge for you to wite this, is that the current system
doesn't really include any conponents designed to address this
i ssue of enhanced productivity.

Now, you could say that this problemcould be taken
care of sonewhere else, but if you want a programthat really
provi des security for old age, then as the retiree-to-worker
ratio increases, | think you really have to worry about taking
specific measures to increase worker productivity so you have a
| arger pie to go around so that both the workers and the retirees
can be supported, and the current systemdoesn't do that. | see
that as really the big problemthat |ies behind the financial

fl ow probl em
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MR PARSONS: ---

SENATOR MOYNI HAN: M. Chairman, just to correct the
record about our colleague Aivia Martin (sic), she may not deal
with trillions, but people who have trillions deal with her. She
is the recipient of the TIAA CREF Paul A. Sanuel son Award for
Qut standing Scholarly Witings on Lifelong Financial Security.
W were nmentioning this earlier because of something that Tim
Penny said, that the -- | think nost of us here will know, any
professor will know, that in 1915 or thereabout Andrew Carnegie
set up a systemthat provided teachers insurance and annuities
that you could purchase directly, as it were. It had a huge --
hugely inportant, because it neant that academ cs coul d nove
around in the system weren't stuck with the first job they
had --- for them Then in the 1960s or thereabout, they added
for a fixed inconme system they added portfolio choices, and
that's what the CREF is. | nentioned to you, | have sone --- of
that that they recently comrented that their benefits had gone
down because the market had gone down, they had gone up so very
much earlier but you know how all things considered, they're al
better off. | asked was that automatic, and you said well, yes,
if you have that open arrangenent. A nutual fund system can
reduce benefits if inconmes or prices are reduced and rai se them
and they have indeed raised them but as TimPenny said and it
seens to nme absolutely essential, nothing can be changed in
social security save by statute, by law. Those i nmmensely able

people, | see Steve CGoss agreeing, for all the willingness in the
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world and all their know edge, it has to take statute to reduce
benefits or to increase taxes.

MR. . --- mssed that point.

SENATOR MOYNI HAN:  Doesn't hang around with trillions,
you know, lots of guys have trillions.

MR. PARSONS:. Are there other thoughts about the
report?

(No audi bl e response)

MR. PARSONS: | had one just in sort of reading the
outline that you sent to us, Chuck. It does strike ne that there
is learning that can be captured. |In other words, Estelle,
you --- onto this, there are other nodels we can | ook at that
have gone down the road we're going down and have reached the
poi nt of judgenent or reckoning that we all agree is still sone
nunber of years off here, but those systens didn't act in
appropriate and tinely fashion, and then you end up with very
different sort of options | think that face you, if you put off
kind of correcting structural inbalances. | wonder if in trying
to illumnate the problem we shouldn't reach out to sone of
t hose exanpl es.

MR. BLAHOUS: Are you referring to internationa
exanpl es?

MR. PARSONS. Yes, well, there's certainly -- well, you
can actually refer not only to international exanples in terns of
sonme of the European countries, but as | was |listening to Senator

Moyni han tal k about TI AA CREF, on whose board | served many years
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ago, and it's been one of the sort of exenplars of responsible
retirenment planning, because it's always been on a funded basis.
My father worked for Pan Anmerican Airways for 35 years, ---
conpany, great -- and once upon atine it was the great airline.
He retired, and sone nunber of years after he retired, the
pensi on fund ran out because it was never funded.

MR. : Yes.

MR. PARSONS: It wasn't done on a fully funded basis.
The assunption always was that Pan Amw || be there, and I
suppose the assunption here is that the United States governnent
will always be here, but wll we have the will and the neans to
do the kinds of things that Tom Savi ng was tal ki ng about or w |
we be effectively precluded fromneeting our future obligations
because we don't -- we sinply can't go into that bag and pay up?

In other words, | think there's sonething very fundanmental here
about the way in which we have funded this system the prom ses
we' ve made.

Bob Johnson pointed out that those prom ses are just
that. They're not enforceable. There's no contractual
obligation. People have been |l ead to believe sonething that at
sone future date is not -- they're not going to be able to cover
that debt. They're not going to be able to cover that prom se
going the way we're going. | think that sonehow we need to
illumnate that for people, because there will certainly be
nunbers of folks, in fact they already are kind of rattling their

sabres about the nefarious work that we're up to here and we're
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trying to take people's benefits away. | think it's quite the

opposite actually, trying to create or revise the system so that

it can fulfill the prom ses that are being nade today, tonorrow.
DR M TCHELL: 1'mnot quite sure how you would like to
proceed. | know one of the things that it was intended that

woul d be included in the interi mreport would be sone di scussion
of where the problemis, where it cane from howbig it is. At
an earlier point there was al so the suggestion by sone comm ssion
menbers that there would also be criteria for evaluation. Are we
going to discuss that today, or should we come back to that a
different tine?

MR. PARSONS: No. | think we need to discuss that,
because we need to give the staff sonme gui dance so that they can
be working on drafts which they can then get to us between now
and our next neeting and we can give feedback. So if you have
sone thoughts on that --.

DR. M TCHELL: Well, | did have a couple of thoughts I
think nostly comng frommny experience on the technical panel for
"Trends and Issues in Retirenment Saving." These were criteria
t hat we devel oped around a lot of different discussions with
people froma whole variety of different persuasions.

| think that in terns of the briefing nmaterial, there
were some excellent suggestions that were identified in terns of
sol vency, sustainability and so on. Econom c inpact, there was a

good di scussion of that also. Sonme of the things that | would
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hope coul d be added, at |east based on nmy experience with the
techni cal panel, our first criterion was adequacy of retirenent
inconme relative to poverty thresholds and to the household's
preretirenment incone. There's a little bit of that there, but |
woul d I'i ke to see sone nore.

Al so, down the road when we get to | ooking at various
di fferent suggestions and plan designs, | would hope very much
that we could exam ne sone of those plan designs in terns of the
di stributional consequences. So to the extent that anybody
around can hel p devise nodels of that sort, that would be useful

We al so tal ked about avoi dance of market
inefficiencies, and there's a little bit of that there, but
again, to try to enphasi ze avoi di ng i nefficiencies.

Encour agenent of private and aggregate national saving, | think
that ought to be a criterion, and perhaps we can conme to sone
agreenent around the table on that.

Then al so strengthening the financial integrity of the
nation's retirenment income systemas a whole. In other words,
not just focusing on social security alone, but al so | ooking at
the spillover effects on --

SENATOR MOYNI HAN: - - -

DR. M TCHELL: -- other pieces of the system Iike
enpl oyer pensions, other private savings, IRAs and so on. So |
w Il be happy to nmake available to you the statenent of criteria
fromthe technical panel, if that would be useful, but at |east |

hope to get sone of those on the table.
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MR, PARSONS: ---, Gnen.

M5. KING | would just urge everybody to renenber that
in this discussion about social security benefits, it was never
i ntended that social security benefits would be the only benefits
retirees would enjoy. That, of course, has turned out to be the
case in a nunber of instances, and many of us probably have
situations like that in our own imediate famlies. | know

certainly did, but the thinking has always been that soci al

security -- and | always hate this expression. |'ve |ooked for
another one. | haven't found it yet -- would be one leg of a
three-1egged stool. You all know that expression. The other two
| egs of the stool being a pension and savings. Well, we all know

what the savings rate is in the United States. |It's pitifully
| ow, and peopl e have no extra noney.

SENATOR MOYNIHAN: It is now just negative.

M5. KING It's negative, as far as -- and | may be
wrong, Steve. | defer to you and Chuck again. But the savings
rate, and you can break it out into different groups of people,
but it's pitifully small conpared to other countries.

Pensions we like to think are working, but a |ot of
peopl e are not working | ong enough to get pensions, and of
course, the chairman has just given his own exanpl e about how
sone conpanies go away and with them pensions. So soci al
security does have that inportance. And | raise that because,
whil e the program was never intended to be the sole retirenent

income for people, in many, many instances it has turned out to
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be that. So it again underscores the inportance of the work that
we are called on to do.

MR PARSONS: Bob.

MR POZEN. |1'd like to -- we're getting close to 2:00
o' clock, just to sort of formally propose that the staff present
us with a draft of an interimreport as soon as reasonable, so
that the next neeting that we have we can review that, but I'd
also i ke to enphasize that this -- | think everything you' ve
heard here is that we believe that the key to this report is the
educational function, the sort of alnobst investor relations
functions or that sort of thing. So that on the one hand,
think we would all like to get the interimreport out as soon as
possible. On the other hand, unless we can conbine this with a
strategy, an educational strategy, then | think we will have
m ssed sonething. So | guess |I'd like to encourage you to sort
of put them both together. On the one hand, we'd like to have it
out quickly; on the other hand, if we have a docunent out but we
have no way to dissemnate it, it's |like one hand clapping in a
forest, you know.

MR. PARSONS: Let ne say also for the benefit of the
public, as we said, we're going to approach our task in two
bites, an interimreport and a final report. The interimreport
will focus nore on the nature, cause and nature of the problem
and the criteria we wll use to evaluate solutions to the
problem Then the second and final report would be a

recommendation for dealing with these structural problens.
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Neverthel ess, we'd like input fromthe public on both
of these reports. Because we are on a fast track with respect to
the interimreport, we do have a web site that went |ive today.
Chuck is going to shortly tell you what the web site is, and |
woul d encourage those who want to share their wisdomw th the
comm ssion on fund and nature, origins, antecedents, scope,

di mensi on, size of the problem and on what the appropriate
criteria for evaluating solutions mght be to do so by making
access to that web site and sharing yourselves with us with
respect to the second half of the -- or second part of the
report. We have tentatively decided to have sone public
hearings. | can't tell you at this point in tinme how many around
the country, probably in early Septenber. The comm ssion w ||
probably divide itself up into either two or four groups that
wi |l hold hearings around the country to take input fromfol ks
who want to respond to sonme specific questions we'll propound
after we've done our prelimnary work, so that there's plenty of
opportunity for the public and interest groups to have an
opportunity to interact wwth the comm ssion. Chuck, what is that
web site?

MR. BLAHOUS: The web site is WWWdot coom COMM
to, T-O strengthen, S-T-RE-NGT-HE-N, soc, SSOC S-E-C dot
gov. So it's an abbreviation of our rather illustrious nane.

SENATOR MOYNI HAN:  Maybe you coul d repeat that.

IVS. Wiy don't you just wite it on the flip

chart.
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VR. : Yes.

MR, BLAHOUS: MKke is closer to it. Perhaps he can do

MR, PARSONS:. Put it up there. Bob

MR. JOHNSON: | want to charge the staff as they
develop this interimreport to make sure that they educate the
public on how we got here, and it's not one where you can sit
back and point fingers at individuals whether they're fromthe
party fromthe left or the party fromthe right, whether they're
young or they're old. | think it's just the sheer fact of |ife,
once you design a systemwhere you're trying to both |evel out
everyone's opportunity to participate in benefits and engage in a
progressive redistribution of wealth for the benefit of everyone,
you end up with a systemwhere if just the sheer fact of
denogr aphy, people living |onger and consum ng | onger than anyone
per haps anticipated, you find a system out of bal ance under the
current structure. So | don't think it would help any of us here
if we engage in -- when | was in graduate school a professor at
Princeton had this saying about statistics, is that nost people
W ll use statistics like a drunk uses a street lanp, to hold them
up rather than for illumnation

(Laughter)

MR. JOHNSON: So if you focus on the facts as they are,
and clearly we understand there are nore people living |onger
than there are people working and contri buting, we have a

problem It's not fair to the ol der people, who assuned in good
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faith when the social security systemwas instituted that their
funds would be there for them to snatch themaway, nor is it
fair to young people who work very hard to build up their own
nest egg for their own famly to see that nest egg given away to
soneone el se and they have no claimon it. So sonewhere in al
of this, the good intentions ought to be how do we solve a
probl em that woul d benefit everybody. | think if we draft our
interimreport to the point that that is the problem trying to
make sure that young and old are in accord on this, |I think we're
a long way towards comng up with a solution

MR. PARSONS: Ckay. All right.

DR. JAMES: Could |I add sonething else that I'd |ike
the staff --

MR. PARSONS: Only because you put your hand up this

time, Estelle, yes.

DR, JAMES: (Okay. |I'mjust so small that you don't see
it.

MR. PARSONS: | have to reward that. Estelle.

DR. JAMES: |1'd also |like to see sonething about the

distributional effect of the current systemincluded in the
interimreport, and the reason I'd like to see that is, those
effects are sonewhat different from what many people think they
are. | nean, many people think that one of the good things about
our current systemis that it's progressive. |If you |look at the
annual benefit fornula, it |ooks progressive, but, as you know,

when you actually do studies on lifetinme redistributions, it
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turns out that our current systemreally is not progressive and
does not redistribute to |lowincome groups. | think it's very
i nportant for people to know that, because |I think we ought to be
able to do better than that, so we ought to know what the
starting point is.

MR. PARSONS: Ckay. Mario and then Fidel.

MR. RODRI GUEZ: Chuck, also, | know we're dealing with

a lot of conplex issues here, but | think when we're giving the

information out, | think comm ssioner King and Aivia both have
alluded to is, | think if we can give the information out as
sinple -- and nake it as sinple as possible so a general public

can really understand and you understand what we're dealing with
and real nunbers that they can understand, | think it wll be
very hel pful

MR. PARSONS:. Fi del.

MR. VARGAS: As a fornmer mayor, | heard a notion and |
was actually just trying to get a clarification. Are we going
to -- any of the things that have been recommended, |'m assum ng
that for the record under Robert's Rules of Order we're going to
vote as a conm ssi on.

MR. PARSONS: The chair is enbarrassed, because you're
correct. W did have a -- it sounded |ike a proposal, but it was

a notion to ask the staff to take these thoughts and pul

t oget her between now and our next neeting, which is schedul ed for

the 24th, a draft. So | amgoing to suggest --

MR VARGAS: | woul d second that.
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MR. PARSONS: -- if you could ---

MR. VARGAS: | would second that notion ---.

MR. PARSONS: -- 24th of July. So I'mgoing to suggest
that if you could get that draft -- we'll assune that that would

say at | east two weeks before our next neeting, so the 10th of
July.
MR, BLAHOUS: W'Il|l do that.

MR PARSONS: It has been noved and seconded. |s there

any objection?

MR. PENNY: | just want a clarification. W're not
commtting ourselves to finalizing the report on the 24th.

MR. PARSONS: Not at this point.

MR. PENNY: But we will review --

MR. PARSONS: We're directing that the staff pul
sonething together, that it hand it to us at | east two weeks
before that so we know where we are.

MR. : Yes.

MR POQZEN. | think we're also asking the staff to have

an educational strategy as part of that.

MR. BLAHOUS: R ght. Yes.
VS. : Uh-hm Right.

MR. PARSONS: Ckay. Wth that exception, staff is so

directed. W're going to take a break now until 2:30 | think.
For the press, Senator Mynihan and | will be taking questions
fromthe press in 10 mnutes at 2:15 in the Garfield Room which

is just 2 doors down this way (indicating), and then we're going
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to reconvene at 2:30 for the purpose of allow ng the dial ogue
bet ween the conmm ssion and staff to continue, and obviously the
public is invited to participate in that if they so choose.
We'l|l be back at 2:30.

(Brief recess)

MR. PARSONS:. If we could get comm ssioners back to the
table. Al right. Because the initial neeting of the conmm ssion
when we first sent out notice was going to be from 10: 00 to 2: 00,
several of our nmenbers have commtnents early in the afternoon
and are taking off, including Jack Cogan and i ndeed our
illustrious co-chair Senator Myni han, but we thought for those
who could stay there would be an opportunity to have sone further
interaction with the staff and with Steve Goss, the actuary, in
terms of questions and directions or further instruction. As
Chuck and | just said, this can go as for short a period a tine
or as long a period of tinme up to 4:00 o' clock as is necessary.
But are there any further requests of staff or directions to
staff or input for staff?

MR. BLAHOUS: | know that at |east two of our
conmmi ssi on nmenbers who had interests are not at the table right
now, so even if none of the sitting nenbers have none, we
shoul dn't break up just yet, because | know there are a few nore
wWith interests.

MR. POZEN. One thing that would be helpful | think is,
there's been a lot of, you know, a | ot of different people who

have cone up with a ot of different proposals for social
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security reform including private accounts, including governnent
invest, including these things. |Is there a readily available
summary for the comm ssion nenbers so that -- | nmean, many of us
have been receiving -- people have been sending stuff and we have
a lot of material. |If there was a well-organized sunmary of
what's out there in terns of literature and what peopl e have,

that would be I think very hel pful, categorized as to non-private
accounts, private accounts, various other solutions.

MR. BLAHOUS: W can certainly get you sumaries of
that nature. W have already begun at the staff level to devel op
sonme such sunmaries. Wrking with Jeff and Steve, we've put
t oget her short, one/two page summari es on several of the plans
t hat have been introduced within Congress. You should al so know
that we still have actuarial estimates that Steve and the
Actuary's O fice have put together when proposals were introduced
in prior Congresses.

One caveat that should be issued is that many of these
anal yses and estimations were done under the assunptions and
previ ous versions of the trustees' report. Those assunptions
have since been updated, and often plans are updated at the sane
time as people seek to fit the new nunbers better. W've tried
to be in touch with sonme of the sponsors of these proposals to
ask them what versions of their proposals, how they should be
summari zed, if there are any changes that should be nade to
reflect the updated estimates, but we have varying | evels of

detail that we can provide to you or the entirety of the
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commi Sssi on.

MR. PARSONS: Sam and then Fidel.

MR. BEARD: --- Bob said, one of the really interesting
things that occurred in the whole social security debate while
|'"ve been in it is, President dinton's social security advisory
panel , because they were addressing the issue of solvency, and
the two old ways to do it was you either raise taxes or cut
benefits, and they said there's a third way, which is the extra
rate of return fromthe private sector. And that ended up being
a breakthrough thing. Then within that, it broke down into those
that said the federal governnent should invest many billions of
dollars a year, the extra rate of return of which helps to bai
out the systemand then two-thirds of the nenbers said go to
i ndi vi dual accounts. But just the fact that consistently was
what Bob was saying, the fact that that -- there was a
Presi dential advisory conm ssion which took many hours of
M. Johnson's tine, the fact that it was the first tine that it
was agreed to at the |l evel that you coul d address social security
W thout putting the extra rate of return to the private sector to
work, it was a breakthrough thing, and then you can di scuss and
here are the two ways to do it, the individual accounts or the
federal government invest the noney.

MR, BLAHOUS: Well, we can certainly reproduce and
circulate to you, and Fidel is as famliar with this as anybody
here but, what those findings were. |It's often remarked that

t hat advisory council did split into three canps as to the
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proposal s that they backed, but there were sections of the report
that did reflect the unani nous opinion of the council. They put
out findings saying that the system should incorporate sone
partial advance funding, and that was agreed to across all 13
menbers of the council. W could reproduce either the separate
recomendati ons of the advisory council and circulate them or
just the unani nous ones, dependi ng on what your needs were.

MR. BEARD: It's just that the inportant buil ding block
was that you unani nously said you needed the extra rate of return
fromthe private sector

MR. BLAHOUS: That's right.

MR. BEARD: That was the inportant building bl ock.

MR, GOSS: Sam just to point out, | think Chuck had it
exactly right. The one thing that was true of all three of the
maj or proposals that the council put forth was that they would
nmove towards having increased advance fundi ng over and above what
the actual current systemwas working forward to at that point in
time. Two of the three plans did in fact absolutely include
investnment in private assets to try to get a higher return. One
of the three plans cane a little bit short of that and sinply
suggested there should be a study about noving towards investing
in the stock market but did not explicitly suggest that that
shoul d be done under its plan. That's the so-called, | think it
was called the --

MR. BLAHOUS: Maintain benefits.

MR GOSS: -- the Maintain Benefits Plan, that did not
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quite go that far.

MR. POZEN. | just wanted to say, it would not be that
useful to get full copies of many, many studies. | think the
better is sort of good synthesis and summary categorized in
useful ways.

MR. BLAHOUS: That woul d --

MR. PQOZEN. And then anyone who wants to read the ful
200/ 300 page setting of each of these studies will be free to do
it.

MR. BLAHOUS: The report does contain sone short
summary pages, and we can just reproduce those.

MR. PARSONS:. Let ne suggest by the way -- Fidel in a
second, but when you speak, it would be hel pful, because there
are some who are --- us and sonme who are listening through other
means that you speak into the m crophone.

MR. VARGAS: | was just going to say that from an
educati onal perspective, one of the issues that eventually we're
going to be discussing down the road is the transition, --- up
wi th sonmething that was to sone degree addressed and it's
obvi ously a huge issue, so it mght be a good idea to start to
get sone background on that issue.

Second, | was just going to recomend to the chair that
since a few people cane in, you mght want to reiterate your
comments in ternms of what this session would be for and how | ong
we need to be here or not be here.

MR. PARSONS. Fidel's ready to go.
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MR, VARGAS. No, I'mnot ready to go. | just want to

make sure that --

MR. PARSONS: ---

MR. VARGAS: -- everybody is clear what the deal is.

MR. PARSONS: -- said, because several of our fellow
commi ssioners had earlier -- or had nade appoi ntnments when we

earlier had planned to neet between 10: 00 and 2: 00, and so they
had to nove on. This session is intended to really be alittle
bit nore informal and to all ow comm ssion nenbers to share any
insights they mght have with staff or nore particularly to task
the staff to go and nmake certain kinds of inquiries or do certain
ki nds of analyses that will help us down the road, but just to
give us an opportunity to make sure that this process is noving
in adirection that is both appropriate and conprehensive, and
that when we run out of direction to staff we can adjourn the
nmeeting. Bob.

MR, JOHNSON. | just have a question to see if this
thinking is consistent. Wen we approached this problem none of
us anticipated the |longevity of the Anerican popul ati on and
therefore we're sort of in inbalance in the nunber of workers who
are contributing to the workers who are living longer. Are we
al so facing the issue that we mght not anticipate the fact that
the mpjority of workers 2038 to 2075 would be mnority workers
who are historically paid |l ess, therefore | ess productive in
terms of generating revenue/taxes to support the ol der workers,

and so that there will be even a greater claimon those workers
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who are nore productive? Because if you continue to have a
society that tends to discrimnate in terns of wage and
opportunities for the magjority of workers, the problemcould be
even worse than anticipated. Has anyone focused on that issue at

all?

MR, BLAHOUS: Well, let ne -- there are a couple
different parts to your question |I'd like to address in sequence.
We do have sone information in your current briefing material s,

and we can supplenent it with such additional requests as you
m ght have, tal king about the changing conposition of the elderly
popul ation, 20, 30, 40 years out, and those figures do bear out
the portrait that you have put out there, which is that there
wll be an increase in the proportion of people frommnority
groups that historically, and I'll project it to continue to,
have | ess access to non-social security, private pension incone,
i ndi vi dual savings, and also historically will have | ower wages.
These trends also show up in differential |longevity data. Now,
what we have not produced, at |east -- and Steve can take the
opportunity to coment here if he wi shes, we have not produced,
at least not through the Social Security Adm nistration's Actuary
O fice, breakdowns of the popul ation by ethnic or denographic
status to give a read on how such groups are going to fare under
the social security system There has been a nunber of studies
of this in the academc literature, and what we could try to do

for youis to try to reproduce sone of those and get themto you.
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| think Estelle made an allusion earlier that the
redistribution that occurs in the current systemis really very
chaotic and does not really add up to a systematic redistribution
of income from people who have nore to people who need nore. The
reasons for this, there are a lot of offsetting trends. For
exanple, there is redistribution in the current systemfrom
single earners and two-earner couples to the traditional one-
earner couple with a nonworking spouse, and if you break those
groups down in turn, you will see a greater proportion of |ower
i ncone groups anong the people who are being redistributed away
fromaccording to marital status.

Simlarly, we are seeing troubling projections 20, 30
years hence with regard to the beneficiary popul ati on and how
it's distributed. For exanple, there's about 23, 24 percent of
the current fenal e beneficiary popul ati on over the age of 65 are
wi dows. That is projected to decline over the next 20, 30 years
down to 12, 13 percent. Well, at the sanme tine, today fenale
beneficiaries age 65 and ol der, only about 37 percent of themare
earni ng benefits based on their own wage histories alone, and
that proportion is going to increase dramatically and be over 50
percent 20, 30 years out. So you have a very different picture
interms of who is at risk of poverty 20, 30 years from now t han
is the case today.

We have certain things that are built into this system
to take care of certain groups. There's a w dows benefit, and

you can alter the wi dows benefit and target those resources. But
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for divorced wonen, never married wonen, the increasing share of
the elderly who are from denographic groups with lower life
expectancy and | ower incones, for all of the attenpts at
progressive redistribution within the current system we could
actually be facing enhanced poverty rather than reduced poverty
as a consequence of the system 30 years out.

DR. JAMES: | think, though, that your question
actual ly rai ses another interesting point, which is we know t hat
if we ook at the wage gai ns over the past 20 years, they haven't
cut evenly across the popul ation and the pol ari zati on has
increased. The lower half hasn't really gained very nuch, and
the upper half -- the upper 20 percent or the upper 10 percent,
have gai ned a disproportion -- have taken a disproportionate
share of the wage gai ns.

Now, we al so know that there is a ceiling on taxable
earnings in social security. So it seenms to ne this nmeans that a
decreasing proportion of the total wage bill has been subject to
social security tax, at least it seens to ne that's what the
|l ogic would be, and it al so suggests that the rate of growh in
soci al security covered earnings in the recent past and maybe
projected for the future is less than the rate of growth of the
total wage bill. So that's another aspect. O course, it's nmany
of the mnorities who are clustered in that |ower group that
haven't been gaining fromthe recent wage growth. So in the
assunptions that you make in social security projections, are you

taking into account the overall rate of wage growth, or are you
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proj ecting what m ght happen to the distribution of that wage
grow h that woul d cause social security wages to be increasing at
a slower rate than total wages?

MR GOSS: Well, Estelle, you are exactly right. |
forget exactly how many years ago it was. At one point we were
at the point where, of all the earnings covered under soci al
security, we reached a peak of about 90 percent of those earnings
bei ng subject to tax under the taxable maxi mum

DR. JAMES: Unh- hm

MR. GOSS: And al though the taxabl e maxi num anmount is
i ndexed by the average wage growth over tinme, that has been
resul ti ng because of what was known as this dispersion of
earni ngs --

DR. JAMES: O organization, right.

MR GOSS: -- nore of it show ng up noving toward the
very highest earnings levels. W've resulted in having somewhat
of a decline. W're actually now down at the point of being
around 85 percent of covered earnings being subject to tax.

DR. JAMES: Unh-hm

MR. GOSS: The question is how exactly do we nove
forward, does this continue to a strong degree in the future.

Qur current projections assune that we will continue to have sone
of this dispersion going on for about another 10 years in the
future, but only that far.

DR. JAMES: Unh-hm

MR. GOSS: Mght this dispersion continue on beyond the
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10 years? It certainly mght. The current assunptions are that
we'l |l have dispersion, and Tom Saving isn't here, one of our
public trustees who with his different hat needs to speak to this
directly, but at this point intime, we're assumng that only
about a 10-year period will we be having this occurring.

DR. JAMES: But basically that's an assunption and if
in fact this continued, then you would find that the covered wage
bill would even be smaller, it would be getting smaller and
smaller relative to the total wage bill, and therefore the tota
soci al security revenues may be smaller than you anticipate.

MR, GOSS: That's correct. Absolutely. Yes. If |
m ght just add, on the point about the very, very difficult issue
of trying to nake the projections in a way that it pays attention
to the changing nature of our population. As Chuck nentioned, we
very carefully make projections in our population on our
underlying beneficiary structure and our worker structure going
into the future, paying attention to the age, sex and the marital
status of individuals. Al of these things very directly play
into the nature of the benefits that you have.

We've had sone great difficulties in trying to nmake
projections by race, partly because a lot of the data that is
avail abl e that would allow us to | ook at the | evel of benefits,
the I evel of earnings, on a race/ethnic basis is not of very good
quality, and this appears as though the nature of data reporting
in the future is going to nmake it of even lesser quality. It's

not as though -- it's not that it isn't an inportant feature,
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it's that if you can't get a good handle on what is out there,
then it becones very difficult to deal with it very directly. But
| arger African Anerican, |arger Asian conponents, and it does
change in very many ways towards the future, the assunptions that
our trustees put together are really designed to try to take that
into account as well as they can, without really trying to break
up the population into these separate pieces and | ook at how
they' || operate, but nore to look at it fromthe point of view,
what do we think the overall econony will be noving foward as,

for instance, in our average wage assunption, which is to assune
that wages will grow at about an average 4.3 percent per year in
the future. You could argue, for exanple, that if the popul ation
were going to be constituted differently in the future, that
perhaps that would be faster or it would be slower, but | think
our trustees have consistently, even across Adm nistrations,
taken the attitude that the econony will be such that the work
force that cones to bear in this country will be up to the

chall enge and will provide the kind of talent or the kind of

| abor that is needed.

MR JOHNSON: Well, | think the thing for ne that sort
of crystallizes for ne at |east the need for the individual
private accounts is because it seens to ne that a mnority worker
has a catch-22 problem and during the nost productive years is
when they' Il be contributing nost to the social security system

They don't have the sanme nortality rate as the others, so

they'Il die off faster and therefore not receive it. |If you've
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got nore of themcomng into the work force, they becone the
primary contributors to the wealth retention, at |east while
they're alive, of the other population. So in order to equal it
out, you have to do sonething either about increasing the
nortality rate of African Anericans or allow them sone ot her
access to the noney that they' ve earned while they can |ive off
of it. Unless you can do that prior, you will create a situation
where the people who are nost in need of the wealth transfer are
the least likely to get it, even though they are --- for the

ot her ---.

MR, GOSS: But | mght suggest one of the good things
in some of the academ ¢ studies that have been perfornmed so far
have not really been in a position to take advantage of all of
the aspects of the programthat are there. |If you |ook solely
just at the retirenent benefits, you are absolutely right.

G oups that have higher than average nortality, |like nmen, African
Anericans, either of those groups, would in a retirenment sense
under a contributory plan like this appeared not to do as well.
Bot h of those groups, however, the evidence is, have higher
disability rates, for exanple, and so both of those groups, both
African Americans and nen, tend to receive nore benefits from
that portion of the program which provides disability benefits.

It becomes much nore difficult in the analyses to try
to incorporate all of these items. W do in sone of the
estimates that we'll probably be |Iooking at in the com ng nonths,

try to incorporate all aspects of the program benefits,
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retirement, disability, aged survivor and young survivor. The
difficulty is really to do that on a conprehensive basis by race
and ethnicity. To do that, you'd have to not only have good
know edge of what the difference in nortality is by group, and
there is some knowl edge on that, but you'd have to have that also
by incone |evel, and al so you'd have to have good know edge about
all of those crossed with the disability rates by the different
groups, which is very difficult to cone by.

MR, BLAHOUS: | just want to wap this up so we can be
responsive. W're talking a | ot about sonme of the difficulties
here, but I'd like to end this by tal king about what we can do.
There is a very extensive academc literature on this, and we can
certainly reproduce a | ot of that and get that to you that speaks
to this. W also are able to break down the treatnent of people
under the OASI program versus the disability program and we can
do that as well. There are, even though SSA doesn't do them
proj ections, Census Bureau, others, on the conposition of the
el derly that would have to be reconciled with SSA's in sone
respects, but which should be able to give us a handle on the
differential nortality expectations. So we should be able to
give you a fair amount of that data.

MR. PARSONS: And | do think that the overarching thene
ought to be, understanding that there's lots of little noving
pi eces underneath of this, could we figure out a way to say
structurally bal ance the system so that the benefits that are

prom sed to people nowin ternms of security and availability can
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be secured for the future, and then sone of the wealth transfer

i ssues, which as you say cut all kinds of ways, as a secondary

| evel we can kind of |ook at that and see if all that makes
sense. But | think that the big thene is how do you realign,
restructure the systemso that it can work in today's denographic
environment. Ckay. Are there other questions? divia.

DR. M TCHELL: Let's see, a couple things. One, |
t hi nk a nunber of us have been tal ki ng anongst oursel ves, and |
woul d really appreciate it if we could try to get a neeting
schedul e t hrough Thanksgi ving, at |east have sone neetings
schedul ed and then cancel themif we can't hold the neetings, but
schedul es are good in ny business.

Coupl e other points. One, we talked a | ot about
educating the public, educating other groups, but | think we also
need to do sone nore to educate ourselves in this next few
months. We don't have a lot of tinme. | think between now and
July the interimreport is going to be very nuch on the front
burner, but | wanted to get sonme things going that maybe we coul d
tal k about in August if we're able to have a neeting then or at
| east in the beginning of Septenber.

I"'mnot a D.C. insider, unlike other people, sone other
people on this group, and | think one of the areas that | woul d
very much appreci ate sone education on has to do with the range
of individual account options that have been produced and
di scussed around Washi ngton and other places in the |ast few

years. What | would really like to ask the staff to produce is
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sone sort of a summary of the range of, | don't know, six or

ei ght recent proposals for individual accounts outlining the key
financing, the key benefit issues, the key individual account
structures, maybe sonet hing such as was prepared for the
testinmony back in the late 1990's around those proposals. Really
t he purpose would not be to limt the comm ssion's range of
options but to start giving up a better framework for | ooking at
the types of -- the noving parts, the bells and whistles, the
tradeoffs. So that's one issue that | would |like to ask the
staff to start getting going on, maybe for an August neeting if
we can do that or early Septenber.

The other issue is that, quite frankly, we just don't
have a lot of tine. |If we're going to produce a report by
Thanksgi vi ng, say, we better have nost of the work done by
Cctober. So the second really big set of issues has to do in ny
mnd with the adm nistrative design and structure, and | would
like to start beginning to get sone sense of investnent options,
costs, annuitization problens, sone of those things that |
haven't thought about as clearly but we need to build those into
the framework in order to be able to say sonething in Cctober,
Septenber. So those two issues it seens to nme would be very
useful to have the staff charged with getting going, a briefing,
background material on that.

MR. PARSONS: We certainly will, and I think the staff
is working on that, but also we'll be taking -- those are the

ki nds of things that we're going to be taking sonme counsel, shal
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| say, frompublic comentators as well. Bill.

MR. FRENZEL: She suggested perhaps sending them after
our next neeting. In the case of proposals that are |ying around
either in Bill form in press release formor whatever, | would
t hi nk you could put those together quite pronptly and send them
to us right away. | don't see any reason to wait.

MR. PARSONS: | think we actually have covered that,
and the staff is going to go to work on that as soon as they get
back. Sam

MR. BEARD: | think we're all getting tired. It would
be wonderful to quit.

(Laughter)

MR. PARSONS: Bill will entertain a notion to adjourn.

(A chorus of seconds)
MR. PARSONS. Second. W thout objection we stand
adj ourned. Thank you, |adies and gentlenen, for your patience.

(Wher eupon, the neeting was adjourned at 3:04 p.m)
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