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VWELCOMVE AND OPENI NG STATEMENTS

CHAI RVAN PARSONS: Ckay. |If we could cone to
order. Good norning, |ladies and gentlenmen. M nane is D ck
Parsons, and | amone of the co-chairs of the President’s
Comm ssion to Strengthen Social Security.

|s Fidel -- do we know where Fidel is?

VR. : Fidel is going to be a |ate.

CHAI RVAN PARSONS: He is going to be a little late.
Al right. Wll, you have before you nine of the nenbers of
our 16-nenber comm ssion, and we are delighted to be with you
this nmorning in San D ego.

| want to start, of course, by welcomng first the
menbers of the public and the nenbers of the press who are
here and | ast, but not |east, those of you who will be
appearing before us as witnesses. W are deeply in your
debt .

Additionally, I would like to pay a special note of
t hanks to our |ocal host and nenber of the comm ssion, Gerry
Parsky, who is with us today. And the other nenbers you can
see around the table are here because we are interested in
heari ng what fol ks have to say about this conpelling subject.

The purpose of the hearing, as | think everyone
knows, is really to hear froma broad cross-section of the
Anerican; their views about the matter of strengtheni ng and

noder ni zi ng the Social Security system
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Al of the nenbers of the conm ssion agreed right
at the outset that it was extrenely inportant not only to
i ncrease public understandi ng about the circunstance -- |
won’t call it crisis because that is a charged word, but the
circunstance in which we find ourselves in this country with
a Social Security systemthat is unsustainable over the
| ong-term

But we also agreed that it was inportant to hear
fromthe public about how we treat with that set of
ci rcunst ances and how we deal with what many of us believe is
a loomng or an inpending problemthat affects every
Anerican, and we wanted to hear fromthe public and have an
opportunity for input before we finalized our own thinking
and made our recomendations to the President.

So, that is why we are here. W are here to listen
and to learn and to educate ourselves, and hopefully in this
process help to better educate all of the people about the
nature of the problemand the nature of -- and tradeoffs
involved in sone of the ways we can go about solving it.

Now, since we put out the notice that we were going
to have public hearings and asked for people to sort of
self-identify and volunteer to testify, we have been del uged
with E-Mails and faxes and |letters and tel ephone calls from
fol ks who were anxious to cone before the comm ssion and

share their insights.
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Unfortunately, as is always the case, we were not
abl e to accommbdate everyone’s request. So what we tried to
do was to select a series of panelists, and we have siXx
panels that we wll be hearing fromtoday, who bracket, if
you will, and represent the broad categories of concerns that
have been expressed and views that have been shared.

Al so, we asked -- we did receive witten testinony,
if you will, and subm ssions froma whol e host of fol ks who
you won’t hear today. But those will be digested by staff
and made a part of the conm ssion’s record so that everyone,
in a sense, had an opportunity to have input. Even those who
w Il not be appearing before us today.

In other words, we wanted to say publicly how
grateful we are to those of you who took the tine and had the
interest and shared with us your perspectives on the problem
because even if you weren’'t called upon to be one of the
testifying wtnesses, your views will be given careful
consi derati on.

We also want to say a particular note of thanks to
Congressman Fil ner and Congressnman Cunni ngham both of whom
wer e graci ous enough to give us statenents of wel cone today,
which also will be a part of our record.

Now, a word about where we are in our process.
VWll, there is our conm ssion, Fidel. Cone on up. | nean,

there is no sense in trying to hide.
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| think that nost of you here would know t hat we
did, as a conm ssion, put out an interimreport in the nonth
of July, which really spoke to the nature of what we see are
t he chal | enges confronting the current Social Security
syst em

In a nutshell, the comm ssion concluded that the
system as it is currently structured and funded, is not
sustainable and that in order to restore both a sense of
confidence on the part of people who will be, one day,
beneficiaries of that system nanely working Anericans, and
to help restore the systemto financial and fiscal soundness
and to noderni ze the system frankly, actions needed to be
t aken.

But what we wanted to do was first kind of point
out the problens and then peak the public’'s interest in terns
of helping us find solutions to reconmmend to the President to
t hose problens. And so, we are post-interimreport, but
clearly pre-final report, and we are here to hear not only
comments and criticisns of some of the findings that the
commi ssion has already nade in its interimreport, but
frankly, to hear from people what they think we should be
t hi nki ng about and | ooking at by way of sol ution.

Now, we have been given a set of principles by the
Presi dent, who organi zed this comm ssion and who has, in ny

j udgenent, frankly, shown the courage to tackle what is a
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hi ghly enotionally charged and sensitive set of issues. But
understanding that they are an inportant set of issues for,
as | say, the systemtouches all Anericans.

The President, | think, has shown sone courage in
sort of stepping up to the plate and saying we need to do
sonet hing about it. And | would like to get the input of
know edgeabl e Anericans in terns of what are sonme of their
t houghts, but | want to do that within certain [imtations,
because it is inportant always to rem nd fol ks of what we are
not about, as well as tal k about what we are about.

Let me articulate those principles. First is we
are not going to cut. The recommendations of this conm ssion
W ll not result in a dimnution of benefits to any people who
are now beneficiaries -- not beneficiaries of the system but
are retired or who will soon or shortly enter retirenent.

We are not going to raise the payroll taxes or
recommend a raise in the payroll taxes. W are going to
preserve Social Security disability and survivor’s
conponents. | think that is inportant, and I wll say it
again. There will be no altering or dimnution of survivor’s
or the disability conponents of Social Security.

| have read a nunber of tines in the press how
t hose communities are concerned that sonehow this comm ssion
is going to recomend dimnution in their benefits. That is

not the case.
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We are also charged with exploring the creation of
personal accounts, which | think the President feels and many
of us on the comm ssion feel that is an el enent of
noderni zation to the current Social Security system But
exactly how that is to be done, howit is to be structured
and howit is to be financed are open questions, and we want
to hear fromsone of our w tnesses today on ways in which
they think that can be acconplished. O, if they think that
is a bad idea, why?

So we are open to all ideas, and we are going to
spend the bulk of this day hearing. So let nme just conclude
by briefly telling you the six panels that we have sel ected
and who we will be hearing fromtoday.

The first panel will feature a gentleman naned Bob
Bi xby, who is with the Concord Coalition. Because the
Concord Coalition is a bipartisan organi zation representing
both sides of the political spectrum the Republicans and the
Denocrats ali ke, which is, by the way, how this comm ssion is
structured -- there are an equal nunber of Denocrats and
Republ i cans so that bipartisanship is assured -- we thought
it mght be well to give M. Bixby the first shot out of the
bl ock and give himan uni npeded opportunity to get hinself
into troubl e here because, you know, we are going to be
aski ng you questions, sir.

But we will start off with kind of a bipartisan
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| evel view of the nature of the problem and what needs to be
done.

The second panel will focus on how we can use
savings and investnent to strengthen the Social Security
system and there we have two witnesses who will advise us on
whet her this is best done through personal accounts or by
collective investnent of the Social Security trust fund by
t he Governnent itself.

The third panel will focus on how Social Security
reformw || inpact on wonen, a subject that has drawn a | ot
of comentary in the press and el sewhere and one that is
obvi ously inportant since nore than half of us in the country
are wonen.

W w il then break for lunch and be back at 2:00
and start with our fourth panel, which is a panel that
consists of eight citizens, selected fromanong the many
citizens who wote in, and sinply have citizen comments on
t his.

One of the things we wanted to be sure to do was to
hear from-- and | hope none of the eight of you will take
of fense by ne putting it this way -- the man or woman on the
street. You know, what does the typical American who is
covered by this systemand who, in their retirement, wll
| ook to this systemfor sonme neasure of support, think about

the current state of affairs and what we should do about it.
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Qur fifth panel will focus on perspectives, other
perspectives and experiences, both fromthe international
community and fromthe state and | ocal |evels, including the
| ocal San Diego retirement system which | think has sone
interesting observations to share with us.

And finally, our sixth panel will include a nunber
of so-called experts on the Social Security system who have
offered to testify so that we will hear from-- we will run
the gamut from those who have been studying this system and
this problemprofessionally for years and years to just the
average person in the street and hopefully capture the ful
range of -- or as much of the range of insight and expression
as possi bl e.

So again, we welconme you, we appreciate your
interest and desire to be a part of what we think is a very
inportant matter affecting all Americans. And with that, |
want to wel conme and call upon our first witness, M. Robert
Bi xby, who is executive director of the Concord Coalition.

M. Bixby, I would ask you, and as | will be asking
all of the panelists and testifiers who cone after you, to
[imt your oral presentation to about five mnutes, if you
can, which gives us an opportunity to sort of ask questions
and interact wth you and saves tine for those who will cone

behi nd you. Thank you.
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THE NEED FOR REFORM
By Bob Bi xby

MR. Bl XBY: Thank you very nmuch, M. Parsons, and |
can assure you that in five mnutes | can certainly get into
that trouble that you nentioned, uninpeded or otherw se.

Let me first thank the comm ssion for inviting ne
to testify on behalf of the Concord Coalition and its
co-chai rman, Warren Rudman, a Republican, and Sam Nunn, the
Denocrat, and former Commerce Secretary, Peter G Peterson
who is the president of the Concord Coalition. W very much
appreci ate the opportunity and we very nuch appreciate the
service of this conm ssion

Al'l of you are volunteers. You could be doing
ot her things, and you are choosing to do this, and we
appreciate this service.

| will concentrate ny remarks today on the need for
Social Security reform rather than the specifics of any
reformoptions, because | think it is inportant. Sonetinmes
we get alittle bit ahead of ourselves on the debate on
Social Security reformand start tal king about the pros and
cons of various reformoptions before fully consider the
nature of the problemand w thout stopping to consider the
full consequences of doi ng not hing.

The first point that | want to make is that Soci al

Security reformreally needs to be considered in context.
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Social Security doesn’'t exist in a vacuum

The truth is that this country, along with the rest
of the devel oped world, is about to undergo a very costly and
unpr ecedent ed denographic transformation. Now, the General
Accounting O fice in Washi ngton has estimted that w thout
changes or reforns the conbined costs of Social Security,

Medi care and Medicaid will double as a share of the econony
by 2030 and nearly triple by 2050, and that is denonstrated
in that chart over there.

This can only result in one of three outcones:
Large tax hikes, resurgent and unsustai nabl e budget deficits
or the withering away of the rest of governnent, allow ng
spendi ng on every other priority, fromeducation to defense
to infrastructure to wither away. Certainly none of us wants
that as a result.

Now, turning to the specifics of Social Security,
three conclusions stand out. One, and probably the
overriding one, is that changi ng denographi cs nmake the
current pay-as-you-go systemfiscally unsustainable over the
long-term And as the chart shows, this is nobody's fault.

It is a matter of denographics.

There are going to be fewer workers paying into the
systemrelative to the nunber of beneficiaries. And one
thing that isn’'t always appreciated is we know that there is

a growh in the retired popul ation, but the work force growth

Audio Associates
(301) 577-5882




feb 15

slows pretty nuch to a crawl over the long-term to nearly
| ess than a percent a year. Mich slower than it is now.

This conbi nation of factors will have a profound
effect on Social Security's finances. |In a chart that you
used in July and to great effects -- so | thought | would
repeat it. But it really is a good chart because it shows
the basic trend lines; what is going to be happening in the
future.

And it shows that in 2016 Social Security, which is
now runni ng anpl e surpluses, will begin to run deficits.
These deficits will have to be financed out of general
revenues fromthe Treasury. Between 2016 and 2038 it w |
cost somewhere over $4 trillion to redeemthe bonds in the
trust fund, and by 2038 the trust fund will be depl eted,
| eaving Social Security being able to pay 73 percent of
prom sed benefits.

The chart that is up there just shows the
di fference between the short-term surpluses and the |ong-term
deficits. Cosing the gap in that year, 2038, requires a
benefit cut of about 27 percent or a payroll tax hi ke of over
40 percent. Those are the options of doing nothing.

That is what former Senator Bob Kerry has witten
to you or spoken to us about, is the do nothing plan. Those
are the options under the do nothing plan.

Let me close ny prepared remarks sinply by saying
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that increasing savings is essentially to address this
problem W can make changes to Social Security, but we al so
need to renmenber that big picture issue of trying to grow the
econony bigger in the future so that tonorrow s work force

W ll be better able to afford the burdens of us agi ng baby
booners that we will place on them So whatever you do in
Social Security reform increasing national savings has to be
key to that.

And finally, this is really a generational issue.
This is really about generational responsibility. The
programis in fine shape for today' s retirees and those who
are about to retire. But it is not in fine shape for say
sonebody who is even 30 years old today, because | was just
t hi nki ng about it. Today’'s 30-year-old is going to qualify
for full benefits in the year 2038, and that is the year when
the trust fund is insolvent.

So, if you are 30 years old or younger, it is not
an abstract problemfor you. And another thing to think
about is that today’'s newborn -- if you are today’'s newborn,
you are probably not thinking about the Social Security
system But those of us who think about newborns ought to be
t hi nki ng about their future, and the Social Security system
inits current form begins running a cash deficit before
t hey even enter the work force.

So | have those comments as a lead off. | hope |
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didn't get nyself into too nuch trouble, M. Parsons, and |
woul d be happy to take your questions.

CHAl RMVAN PARSONS: W will see if we can’t get you
into alittle bit nore trouble than you haven’'t managed to do
yourself. Let ne start by saying | amgoing to ask ny fellow
conmi ssioners to joint ne.

But obviously, Concord has been around for quite a
while. W talked a little bit about it. But could you give
us a little bit nore background on the group that you are
working with and representing in ternms of its genesis, its
menbership and its goals so that we have an understandi ng of
where this testinmony is comng fronf

MR. BI XBY: Sure. The Concord Coalition was
started in 1992 by the | ate Paul Songas and Warren Rudman and
Pete Peterson. At that tinme we had | arge and unsust ai nabl e
budget deficits facing us, and the whole fiscal policy of the
nati on was on an unsust ai nabl e track.

So the Concord Coalition was designed to work on a
bi partisan -- really, a nonpartisan manner to try to bring
about a sustainable fiscal policy. The first step would be
trying to run annual bal anced budgets. The second step would
be trying to do that, excluding the Social Security surplus.

And then the third step is trying to reformthe
entitlenment prograns that are driven by the denographics;

that if left on auto pilot, will make it inpossible to run a
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sustained fiscal policy over the long-term So that is
really where we are coming from And then, when Paul Songas
passed away in >97, Sam Nuun becane the co-chairnman.

And a lot of -- you know, it has always had a
generational responsibility aspect toit. This is sonething
that -- it is our job to fix this problemnow for future
gener ati ons.

CHAI RVAN PARSONS: (Okay. Let nme open it up to the
conmi ssioners assenbl ed. Questions? Gaendol yn.

M5. KING Thank you, M. Parsons. M/ question is
a pretty basic one. | have three children; 35, 36 and 38, or
t her eabout s.

And as you pointed out, for a 30-year-old who is
facing retirenment at the sanme tine the trust funds run out of
nmoney, it is going to be very hard for us to convince them
that they should continue to sustain today' s retirees for the
future, if, in fact, when they turn 68 years old -- and |
hope those cell phones di sappear.

MR BIXBY: | hope it is not mne. No. It is not.

M5. KING They stand to gain nothing if we do
nothing. Fromny perspective, we have a 30-year lead tine in
whi ch to nmake changes as soon as possible that will make sure
the systemis there for them

So ny question of you is -- after | thank you for
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| ayi ng out what you see is the problem and | think nost of
agree with you that that is the problemand part of the
reason why we are here. M question to you is what to do
about it.

We are |looking to the strengthen the system to
take advantage of the lead tine that we have. W don’t want
to waste tinme. We know that doing nothing is not a viable
opti on.

There are people who just say you can tinker with
the system and from ny perspective as the forner
conmm ssioner of Social Security, we have been tinkering with
the system for many years now.

Does your coalition have sone recomendati on for us
about a bold step that needs to be taken early on right now
that you would like to share wth us, because we are really
| ooki ng for sone input here?

MR BIXBY: Well, here is where | can get into
troubl e.

CHAl RMAN PARSONS: | was going to say now you have
got it.

MR BI XBY: Here is ny opportunity. Actually, we
have avoi ded recommendi ng or comng up with a specific plan.
Agai n, because of our concern that people don’t necessarily
have it fixed in their head yet that there is a serious

problem So we |like to concentrate on the problem
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But on reformstrategies | do think that there are
two things that are essential. One is restraining the growh
of the current system and that is, generally speaking,
called the hard choices. But | don't see how we can reform
Social Security to make it fiscally sustainable over the
| ong-term wi t hout that.

And that has to take place regardl ess of whether we
do private accounts or don’'t do private accounts, whether we
pre-fund inside the systemor outside the system Those
charts before that showed the inbal ance between the benefits
and the tax rate just inevitably nean that at sone point
either those -- the tax rate has to go up to a very
significant level. You know, 18, 19 percent, and over 20 if
you add in Medicare. Well over 20. O, sonething needs to
be done to sustain the benefit gross.

The fortunate thing is that you don't need to take
option -- you don’'t need to do sonmething to effect immedi ate
benefits, because we do have this surplus for several years
for now So the type of -- this issue of benefit cuts always
gets interpreted as, gee, you are going to cut today’s
reci pi ents.

Look, my Social Security benefits have been cut
twce, and | didn’t even know about it. In 1977 and 1983.
That type of benefit cut is the thing that we can do now,

because it is phased in over several years, and so people
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have tine to work it into their planning. It nmakes the
system fiscally sustainable.

So whatever -- you know, whether it is raising the
normal retirement age, which is going up to 67 -- you know,
there is a hiatus period. So one would save noney to cl ose
that gap. You know, raise it further or close it faster.

You know, you could do sonething with the indexing
of the benefits fornmula to alert is so that it is not |inked
to wages, so that it doesn’t grow progressively in real terns
over time and going to an inflation index benefit would
result in too much -- not enough savings up front and too
much savings over the long-term Perhaps, you know, you
could balance it. There are other changes that could be nade
to the benefit formula.

But nmy point is essentially that | don’t think we
can do this without any -- I’"'msure we can’t do this wthout
any of those choices being nmade, and maybe it is wong that
they are called hard choices. | don't think they are that
har d.

| mean, being a hard choice would be going to 2038
and then saying we have got to cut your benefits by 27
percent because we have no noney. O we are going to have to
rai se taxes, which is probably what woul d happen.

M5. KING And those would be real cuts in

benefits.
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MR. BI XBY: Exactly. That would effect current
peopl e.

M5. KING Today you are tal king about slow ng down
t he amount that the benefit will grow

MR, BI XBY: That is right.

M5. KING As opposed to cutting soneone’ s check.

MR, BIXBY: That is right. And the second strategy
-- that was all just the first strategy. The second strategy
is what | spoke of before, which is increasing savings, and
there are perhaps two strategies in that.

One is, you know, increasing the resources that are
devoted to Social Security, and if we start now, over tinme
they would build up. And if it is done through individual
accounts, for exanple, younger people that begin to set aside
sonme noney in those individual accounts today, that noney
woul d be there to help -- it would be directly pre-funded
their Social Security benefits over the long-term

And so, that would mtigate sone of the changes
that need to be made to bring the rest of the systeminto
fiscal balance over the long-term It is not a quick fix,
and it is certainly not a free |unch.

As the Concord Coalition has said many tines, we
favor pre-funding nore of the system but that neans com ng
up with noney to do it. And no matter how you do it, that

means that sonebody is going to have to start payi ng sone
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nore noney or workers receive less -- | nean, beneficiaries
receive less over the long-term

So nobody should think that just adding private
accounts to the systemis going to balance the system but it
is away to increase the savings devoted to Social Security,
and hopefully, at the sanme tine, increase net national
savings which is inportant to make these | ong-term burdens
nore affordable for workers in the future.

M5. KING Thank you

CHAI RVAN PARSONS: Thank you, Bob. | realize that
| mssed a step here. | introduce you to your inquisitors,
but | didn’'t introduce your inquisitors to you or the
audience. So let nme do that now, and then we w |l get back
to the questions.

On ny far right and the audience’ s left is
Prof essor John Cogan. John is with Stanford University now,
but is a fornmer director of QOVB, which probably, next to the
presidency, is the toughest job in the Federal Governnent.

JimPenny is to John’s left. Jimis a forner
Congressman from M nnesota and now affiliated with the
Coalition, anong ot her watchdog groups.

Gaendol yn King, who just introduced herself, is a
former conmm ssioner of the Social Security Adm nistration and
now runs podi um pose.

Fi del Vargas, who is our former Mayor of -- is
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Bal dwi n Park? Baldwin Park, California. Another tough job;
being a Mayor cl osest to the people. Now with Reliant
Equity.

To ny left is Gerry Parsky who, in addition to
being a local boy, is with Aurora Capital and forner

Assi stant Secretary of Treasury.

To CGerry’s left is Estelle Janes, who is with -- a
consultant now with the Wrld Bank. | always |oved that
name, the World Bank. It sounds terribly solid. To

Estelle’s left is Mario Rodriguez, who is President of the
Hi spani c Busi ness Roundt abl e.

To Mario’s left is Tom Saving, who is one of two
public trustees of the Social Security Admnistration and is
a professor at Texas A&M  And roundi ng out the field today
to Toms left is Leanne Abdnor. Leanne is forner executive
director of the Alliance for Wrker Retirement Security. And
|, of course, appreciate all of you comng to San D ego today
to be a part of this as well.

Now we will nove on with the questioning. GCerry
and then John.

MR. PARSKY: Thank you, M. Chairman, and wel cone,
all of you, to San Diego. | just want to reiterate a little
bit about what the Chairman said to nmake sure we have the
framework for the Concord Coalition

You characterized the group as cutting across the
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political spectrum bipartisan, nonpartisan. How would you
characterize the make up of your group agai n?

MR BIXBY: Well, it is basically nonpartisan. W
have a -- we go out of our way to be biparti san when we work
on congressional issues, and we have a bipartisan chairman.
We have grassroots nenbers around the country and a field
organi zation as well.

MR. PARSKY: Geat. | think it is inportant to
ki nd of make sure we understand that perspective. | would
like to just focus on a couple of statenents, one that you
made in your oral statenent.

| gather that those that would do nothing it would
be appropriate to characterize as advocating tax increases in
the future?

MR BI XBY: Well, that is the inevitable
consequence of doi ng not hi ng.

MR, PARSKY: | think a nunmber of us would probably
feel the sane way; that those people that would say that
not hi ng needs to happen to the systemare really calling for
tax increases.

MR. BI XBY: O benefit cuts. | nean, --

MR. PARSKY: Right.

MR. BIXBY: 1In a political sense, | think I would
guess that it is nore likely that there would be a tax

i ncrease than a benefit cut.
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MR. PARSKY: Ckay. The second thing |I kind of
wanted to focus on was that | think in your statenent you
i ndi cated that between 2016 and 2038 that the Social Security
system faces a cumnul ative deficit of nore than $4 trillion in
today’s dollars. R ght?

MR. BIXBY: |In today’'s dollars. Right.

MR. PARSKY: Then you go on later, | think, to say
in your statement that Social Security assets consist of the
Treasury | OUs that can only be redeened if Congress raises
tax, cuts spending, uses surpluses or, in your words, borrows
fromthe public. Therefore, the existence of these |IQOUs
al one don’t ease the burden of paying future benefits. |Is
that right?

MR BI XBY: That is correct. Yes.

MR. PARSKY: Now, that sort of |anguage | think has
gotten a nunber of us and the comm ssion generally in sonme
troubl e even before we started to think about our
recommendat i ons.

MR. BI XBY: Welcone to the group

MR. PARSKY: So | want to be sure that at | east
there is sone support comng fromyour nonpartisan, broad-
based group that woul d support those underlying concepts.

That is your point of view?
MR BIXBY: Yes. And | don't think that -- this is

going to sound strange to all of you. | don’t think that is
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a controversial description. | nean, it may have becone
controversial, but it is -- people get really hyper about the
trust fund, but it is fairly sinple to explain what goes on
withit.

They are bonds credited to the trust fund. They do
have the full face and credit of the governnent, and they are
assets to Social Security and they are, at the sane tine,
liabilities to the Treasury. So, if you are the Soci al
Security Comm ssioner, you say, | have got these assets. |If
you are the Treasury Secretary, you say | have got these
liabilities.

For those of us in the general public, you know, we
need to understand that the assets that are building up in
Social Security’s trust fund are liabilities that will have
to be satisfied out of general revenues at sone point.

MR. PARSKY: Thank you.

CHAI RVAN PARSONS:  John.

DR. COGAN: Thank you for your superb testinony.

It is a very, very good description of the problem

Qur job is a difficult on, on the one hand. But on
t he other hand, the way | have thought about this is we are
provi di ng young people with an opportunity that they don’'t
ri ght now have. Mst young people don’'t expect to get nuch
out of Social Security, and ny belief is that if we can fix

the system and provi de these young people w th personal
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accounts, we wll be giving theman opportunity that wll
i nprove their lives.

And so yes. W have hard choices. Yes, they are
tough. But the reality is in the end we are creating
opportunities. That is the way | see it.

You nentioned the difficulty of making the public
under stand the di nensions and the scope and the tim ng of
Social Security's problem You also said that doing nothing
is tantanmount to a tax increase.

Can you give ne sone way of explaining to the
public just how large this tax increase will be? That is,
can you take it fromthe aggregate down to the | evel of a
typi cal individual? That is, if the solution to providing
benefits, the financing benefits, is to raise the payroll tax
by 50 percent, for a typical American couple, how nuch noney

is that each year?

MR BI XBY: Well, it depends a lot of their
payroll. But on the payroll tax it gets up to, you know,
about 18 percent of payroll, and we always have to consi der

up to the taxable maximum And if we add on the Medicare, if
we |let Medicare rise also, let the Medicare payroll tax rise
al so, you get up into the -- you know, around 24, 25 percent
of each worker’s paycheck by 2030 or so. And people can do
the math to figure out what that would nean for them

You know, you truly have to think about is that the
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| egacy that we want to | eave to today’ s newborn? You know,
this is a systemthat if we do nothing, the first 25 percent
or so of their paycheck is going to go to Medicare and Soci al
Security.

DR. COGAN. So for a family that is making $30, 000,
t he husband i s maki ng $30, 000, the wife is nmaking $30,000; a
$60, 000 i nconme, the increase would be in excess of $3,5007?

MR. BI XBY: Yes. And, of course, that is just in
payrol | tax. They are going to have to pay other taxes as
wel | .

DR. COGAN: R ght. Now, if you chose to finance
the unfunded liability through hikes in individual incone
tax, you would have to raise individual inconme taxes by what?

Twenty-five percent?

MR BIXBY: | don't know. | don’'t have a nunber
for that.

DR. COGAN: Well, | nmade a little calculation. You
said that for Social Security the systemis now costing about
four percent of GDP. It is going to go up to about six and a
hal f percent of GDP. The gross donestic product now i s about
$10 trillion. So it is going to go up about two percentage
points in gross donestic product.

Each percentage point is $100 billion in today’s
dollars, and so we have to raise annual taxes in today’s

dol l ars by about $250 billion if we wanted to just finance
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Soci al Security, not including Medicare. |Individual incone
taxes are about $1 trillion now, and so it is about a 25-
percent increase in each and every individual inconme tax
conmponent .

So it is an across-the-board increase in rates of
taxation, it is an increase in the tax on Social Security
benefits, it is a
25-percent increase in the estate tax, it is a 25-percent
increase in the alternative mnimal tax and so on and so
forth. So it does strike ne that if you, Concord Coalition,
can put these things in individual terns to show how
i ndi vi dual taxpayers can be affected by this option of doing
nothing, | think it would be a great help in the public
education effort.

MR BI XBY: | mght nention that those GAO nunbers
that | used earlier are even higher as a percentage in GDP
because they make sone assunptions about what woul d happen to
a GDP gross if we need to fund -- borrow to fund the Soci al

Security benefits. And so actually, their nunbers, which

they are going to update next week -- and we will have a new
scenario from GAO next week, but it will |look pretty much the
sane.

Social Security as a percentage of GDP is actually
alittle bit higher, and so is Medicare and Medicaid than the

trustee’s report. So...
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DR. COGAN: If I mght nmake on additional point.
There seens to be an eroding of confidence, as you pointed
out, in the Social Security system and that eroding is
particul arly acute anong young people. One reason that it is
a so acute is that because they perceive Social Security to
be of less and less value to them They don’t believe that
they are going to get their benefits.

Even if they were to sonehow get the prom sed
benefits, what would the rate of return be to a typical
person in their 20s today?

MR BI XBY: Well, it would be about one percent or
|l ess. Very, very |ow

DR. COGAN: And if you chose to solve this problem
by raising the anobunt that they have to contribute to the
system you would just nake that rate of return even | ower,
woul dn’ t you?

MR. BI XBY: Yes. Exactly.

DR. COGAN: Right.

MR. BI XBY: That is one of the inevitable
consequences of a maturing pay-as-you-go systenm is that the
early retirees -- early people didn’t get a very good return
because they didn't pay too nuch in, and then over the tine
the people will get a worse return because it needs to fund
t he debt overhang fromthe earlier part.

And again, that is nobody's fault. It is the
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design of the system It was inevitably going to happen, and
t he question nowis what do we do about it going forward?

DR. COGAN. Thank you very nuch.

CHAI RVMAN PARSONS: Fidel and then Tim

MR. VARGAS: Bob, thank you for taking the tinme to

be here with us. First of all, I want to apol ogize to the
comm ssioners. | was running a little late fromthe traffic
down from Los Angeles. |, fortunately, made it not too | ate.

MR. PARSKY: There is no penalty here.

MR. VARGAS:. Thank you.

DR. SAVING W haven’'t exacted it yet.

MR. VARGAS: No. Not yet.

You know, one of the things that actually -- Gaen
mentioned this and, John, you brought it up in your comments,
whi ch brought into focus sonething for ne. You know, | am
eligible for Social Security in the year 2035. So for ne
obvi ously, as one of those young people, this is a very
i nportant issue.

But on a topic related to what you were sayi ng and
sonething that | have been hearing and thinking about, a | ot
of people fromboth political parties think that the solution
or a solution to Social Security’'s problemis the so-called
| ockbox, which is the surplus to pay down public debt.

I, like many ot her people, think that is a good

pi stol policy to pay down governnment debt, and | now you fee
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the same way. But do you think that the | ockbox is the best
way to address the Social Security’ s problens?

MR BIXBY: No, | don't. | think that in the
absence of anything else | wll take it, because in recent
years the commtnent to use the Social Security surplus for
debt reduction has been the only sort of fiscal firewall in
town. But as recent events have been show ng, whether or not
that firewall can actually hold is yet to be tested.

So the problemw th the | ockbox is really twofold,
and again, | don't want to denigrate it in the sense that |
think it is a good idea, in the absence of doing anything
else, to wall off the Social Security surplus and use it for
debt reduction. It is not only fiscally responsible, but it
does help with the long-term probl em of increasing savings
and freeing up resources within the budget.

The reason that it is not -- that | have sone
skepticismof it is that first it is very difficult to
enforce, for one thing. You know, it is a goal that can only
be met by insuring that nenbers of Congress and the
admnistration wll, year after year, be able to keep their
hands off of the Social Security surplus, and that is
difficult to do, you know, as we are seeing. Sonetinmes
t hrough no fault of their own. The econony weakens or
what ever .

So, it is not as strong as it may appear to be; the
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| ockbox isn’'t very strong. The second part of the | ockbox is
that even if we were successful in doing that, saving the
entire Social Security |ockbox as projected, it would not
solve the problem It would buy tinme, but it would do
nothing to reduce the long-termcosts of the system

You know, in response to the first question, | said
there were two things, increased savings and reduce the | ong-
termcost of the system This would help us better finance
the current system but it truly is a buying tinme strategy.

There is a chart over there that | used in the
witten statenent. In present value terns, if you assuned
that we were able to save the entire projected Soci al
Security surplus, it is alittle less than $1 trillion
dol l ars, around $900 billion, and you bal ance that agai nst
the present value of the deficits over the next 75 years of
around $5 trillion or so, and you see it doesn’t plug the
gap.

Now you can add the current trust fund bal ance on
the top of the present value of the surpluses and say that
that prior trust fund bal ance represent savings, and people
can get into a discussion about whether or not that was water
over the damor whether it increased national savings. But
even if you add that onto it, you still have a $3 trillion
gap or so.

And so -- you know, in response to the | ockbox, |
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prefer it to the do nothing in a sense; you know, as a way to
help with the problem But we can insure that it wll
actually work, and even if it does work, it doesn’t solve the
pr obl em

CHAI RVAN PARSONS: Tim

MR. PENNY: Thank you, M. Chairman. Sone of what
you have just said in response to the question by M. Vargas
may al so apply to the question | am about to ask, because if
you assune that we can draw on the trust fund, you still face
the eventuality of the Social Security running out of any
claimon those dollars by 2038, and then we need to find a
way to fill the gap, which will be about 25 percent of
benefits annually at that stage.

One way to do that would be, as you said in your
testimony and as other experts, including the Social Security
actuaries thenselves, to increase the payroll tax rates by 40
to 50 percent. That is taking it from about 12.4 percent to
roughly 18 percent, a five or six percentage point increase
in payroll tax rates.

O hers, however, have said that we really only face
a 1.86 percent -- or really only face the need for a 1.86
percent increase in payroll tax rates to save the system
You called that a nyth in your witten testinony.

Can you el aborate on why you referred to that

solution as a nyth, or that proposed solution as a nmyth?
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MR BIXBY: Well, it would -- it is not a nyth if

the goal is to try to bring actuarial balance to the system
But the reason that we have referred to that as a nyth is

that bringing actuarial balance to the system doesn’'t really

sol ve the problem because it is a 75-year average. It

doesn’t change the nature of the problem It pushes it out a

coupl e of years.

Actually, | do have a chart that shows the 1.68
solution. Wat that would do is tenporarily -- well, not
tenporarily. It would bring in sone nore payroll tax
i mredi ately, which would be credited to the trust, and so the
trust fund bal ance woul d be extended out. But you still have
the sane basic problem It just starts a couple of years
earlier. | nean, a couple of years l|ater.

And you really -- it is just feeding noney into a
system you know, that has got a hole init. And so it
really wouldn’t do anything to cure the problemthat we are -
- you know, that you are | ooking at.

MR. PENNY: It doesn’t help us solve the cash flow
probl em except marginally in the | ong-term

MR BIXBY: That is right. It pushes it off, you
know, a couple of years. But the general trajectory of the
problemremai ns the same. By the way, that is about a $77
billion tax increase | think in one year to do that. It is

roughly around ei ght percent of -- that nunber | did have,
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M . Cogan.

MR. PENNY: So the point you are making is that it
sounds like sort of a nodest little tinkering, but it is a
pretty --

MR BIXBY: Oh, it sounds like. Yes. | nean, it
sounds very sinple to say all we need is a nere 1.8 percent
increase in the payroll tax, and it sounds |ike, well, how
could that possibly be a problem But it is an increase of
roughly about eight percent of income taxes, if you want to
ook at it that way. And over 10 years that is an awful | ot
of noney.

And like | say, it doesn’t solve the problem It
just sort of puts it off a bit.

CHAI RVAN PARSONS: We have tine for two nore
gquestions. Tom and Estelle.

DR. SAVING Bob, currently right now sonething
like a third of all of the Medicare benefits are paid out of
the general fund of the Treasury, and a | ot of people suggest
that if we are only going to be at a 25 percent shortfall on
Soci al Security, we could also take that out of the general
fund of the Treasury.

Comment on the possibility of that being sort of
the long run solution. W wll just transfer nore noney out
of the Treasury.

MR BIXBY: WwWll, all we would -- what we would end
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up doing within about 40 years or so is the Federa

Government woul d be able to do nothing but wite benefit
checks for Social Security and Medicare or raise inconme taxes
to a level that they have never been at a sustained rate.

| mean, you would have to go, you know, 25, 26
percent in rising of GDP to sustain that sort of thing. So
it would result in a very, very different type of governnment
t han we have today, both on taxes and what the governnent is
able to do.

You know, it cuts back on -- it eventually cuts
into everything el se the governnent needs to do if we just
keep on the
pay- as-you-go systemthe way we are goi ng.

CHAI RVAN PARSONS: Estelle.

DR. JAMES: | just have a quick extension to the
earlier question about the 1.86, if there were an i medi ate
1. 86 percent tax increase.

It seens to ne that -- as you said, that would
i ncrease the noney going into the trust fund, which either
woul d increase the 1QUs that the Treasury then owes the
Social Security systemlater on -- as you pointed out, that
becones a liability of the Treasury -- or the noney could be
i nvested outside U S. bonds. And that gets into the whole
range of issues of external investnent, which the next panel
is going to discuss.
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But it seens to ne that even if there were that tax
increase, that this is another problem that either it
beconmes a Treasury liability or you run into a range of
probl ens associated with investing outside the Treasury.
Coul d you comment on that?

MR. BI XBY: Yes. You would still be faced with the
build up and the liabilities of the trust fund. So it would
actually -- you know, it would increase the trust fund
bal ance, which woul d increase the
long-termliabilities. Were | thought maybe you were going
was i f you added sonmething on |ike that and devoted it to
personal accounts, would that help fund the persona
account s?

DR. JAMES: That is the third option.

MR. BI XBY: Yes. That is another way, if you were
goi ng
to -- | nean, if you were going to use a 1.86 solution and
use it to help the transition to personal accounts, that
m ght be a different matter. Probably sonething that the
Concord Coalition would be nore in favor of.

DR. JAMES: Right.

CHAI RVAN PARSONS: Wel |, unfortunately -- | nean, |
know there are other questions on the part of the
conmmi ssioners and you are a fountain of know edge, Bob, but

we have got several other people to hear fromtoday.
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On behalf of all of the comm ssioners | want to
t hank you for |eading us off and getting us off to a good
start. W appreciate your thoughtful commentary, as well as
your witten subm ssions and your responses to our questions.

W are grateful and indebted to the Concord Coalition for
maki ng you avail able. Thank you very nuch.

MR. BI XBY: Thank you for inviting ne.

CHAI RVAN PARSONS: The next w tnesses we will hear
fromare M. Kent Waver, who is wth the Brookings
Institution, and M. John Shoven, who is also from acadene
from Stanford University and the Hoover Institution, who are
going to be making their comments with respect to investnent
of Social Security funds either by individual or by the
gover nnent .

Gent | emen, again, on behalf of nmy fell ow
commi ssioners, | want to thank you for making tinme for us
today. You are about to touch on a subject that is of keen
interest to all of us, and | think to all people who are
following this lively public discussion. So, wthout further
ado, | amgoing to ask you, John, to start off and then you,
Kent, to share your renmarks.

And | woul d ask you both to keep your oral
presentations to about five mnutes, and then we wll have at
you.

SOCI AL SECURI TY | NVESTMENT: BY | NDI VI DUALS OR BY THE
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GOVERNMENT?
By John Shoven

MR. SHOVEN: Well, thank you very much for the
invitation. | thought you mght find it of interest that I
amteaching this fall a limted enroll nent course for
St anf ord sophonores, and today is the first day of class.

The enrollnment was limted to 14 students. Forty-
five Stanford students wanted into the course, but we got 14
in. There was a little conflict that today was the first day
of class and | was asked to testify here. So |I have flown
the 14 students here, and they are right here.

As you may know, | am --

CHAI RVAN PARSONS: Do they get credit?

MR, SHOVEN. Well, this is counting as a class day.
So they have to pay attention.

DR. JAMES: And when are they going to retire?

MR, SHOVEN. We left at 4:45 this norning. So they
have shown some dedication and interest in this topic.

MR . That is a real sacrifice, because they
are usually getting in around that tine.

CHAI RVAN PARSONS: Yes. | was going to say that
they should get two tinmes the credit.

MR, SHOVEN. | am as you know, a supporter of two-
tiered Social Security plans. That is, | ama support of

retai ning defined benefit or forrmula driven benefit program
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Utimately | think those benefits wll have to be curtailed
to live within the budget restrictions we have been tal king
about, and I amin favor of adding to that a program of
i ndi vi dual accounts.

Havi ng both types of prograns, each subject to
certain risks, actually is consistent with the first
principle of finance. Nanely, that you should diversify,
particul arly when you have two prograns or assets whose risks
are different than the sumof each; is the right answer and
now all of one or all of the other.

Let me talk, since | have only a little bit of
time, about the advantages of individual accounts over the
central trust fund investing in private securities and
equities in particular.

The first advantage | would nention is the issue of
what | would call asset ownership. Wth individual accounts,
the ownership of the assets is effectively transferred to
individuals. But with central trust fund investnent, the
ownership remains with the governnent.

The governnment can deplete its trust fund by
creating new benefits or by |owering payroll taxes, and as
you know, there have been proposals to do both in recent
years. Also, as you certainly know, in 1994 Congress voted
to divert sonme of the funds going to the Social Security

trust fund to help support the disability fund, rather than
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reformthe disability fund. Well, that can happen whet her or
not there are stocks in the trust fund.

The first issue | would nmention is asset ownership.

That woul d be essentially inpossible. |f the ownership had
been divided into mllions of individual accounts, the
governnment is not going to be ab le to cone in and divert
resources for other purposes.

A second advantage | woul d give to individual
accounts is sinply looking at the history of the ability of
t he governnment to accumul ate |large trust funds. The history
in the United States is that when the trust fund has been
| arge or when it is projected to be |large, new benefits are
passed, and it, in fact, it doesn’'t grow as |arge as
proj ect ed.

Thi s happens with the Social Security trust fund.
It happens many tinmes. O ten on even nunbered years, for
reasons that you may recognize. They tend to be election
years.

It happens for the Medicare trust fund. As you
know, we are currently debating how to add a prescription
drug benefit to the Medicare trust fund, and there is a whole
array of possible benefit increases for Social Security right
now, including inproving w dows’ benefits, including changing
the cal culation for wonen who take tinme off to care for

el derly parents.
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So ny point is that it will be difficult to sustain

| arge trust funds, and history certainly shows that to be the

case.
Athird elenment | wanted to nention is effectively

the inpossibility of having a universal -- by that | nean a

programthat everybody is in -- defined benefit Soci al

Security programwth the central trust fund invested in
stocks. A defined benefit programis a program where the
participants don’t bear investnent risks. Certainly that is
the way we use it in the private sector.

In the private sector it is quite clear what
happens. The investnment risks are transferred to the
sharehol ders of the enployer. The workers don’t bear any
i nvest ment ri sks.

On the other hand, if you have a universal plan
i ke Social Security invested in stocks, who are you going to
transfer the risks to? Effectively, you can’'t. Effectively,
everybody is in the plan, everybody bears the investnent
risks, and that neans it is really not a defined benefit
program It is nore |ike a defined contribution plan.

A fourth advantage that | think is very inportant
bet ween i ndi vi dual accounts invested in private securities
and the central trust fund invested in private securities is
the matter of choice. People differ in enornous ways, in

terns of their financial circunstances, and in their
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attitudes towards risk

The right portfolio mght be all inflation index
gover nment bonds for sone household, and it m ght be an al
stock portfolio for another household. But if the central
trust fund does the investing, it is kind of a one size fits
all solution. People are not allowed to sort thensel ves out
according to their willingness to hold risk.

So | view allowi ng people to obtain a portfolio
that neets their circunstances as a | arge advantage for
i ndi vi dual accounts.

The fifth concern | have about the central trust
fund investing in equities deals with the political pressures
that would be felt about which investnents to make. That is,
| am concerned that the investnents would be nade for soci al
and political reasons rather than purely financial reasons,
and this is not sinply a theoretical concern. | think it is
a practical problemin states and in other countries.

And just to bring it home, here in California we
have one of the biggest public pension prograns, CALPERS.
CALPERS has 1.2 mllion participants. Last October the
CALPERS trustees voted to divest thenselves of all of their
t obacco holdings. So they basically you have an i ndex
phi | osophy, but they decided to be index m nus tobacco. They
sold $575 mllion of tobacco stocks |ast October.

Since last Cctober the portfolio has trailed all of
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t he i ndexes because tobacco, oddly enough, has been one of
the best performng stock sectors on the narket. So this is
a case where the California workers have | ost because of a
political decision to be out of tobacco stocks.

Rel ated to the political calculations in asset
allocation or the political investnents, is the issue of
corporate governance. How is the Federal Governnment going to
vote its share? Wat is it going to do if there is a nerger
proposed, which is clearly in the interest of the
shar ehol ders, but not clearly in the interest of the econony?

s the Social Security trust fund going to vote in
favor of the nerger at the sanme tinme the Justice Departnent
is going to oppose in the antitrust division?

There is an obvious conflict of interest, potenti al
conflict of interest, in the governance issues, and | don’'t
think the answer of, well, the Governnent woul d have
non-voting shares is a very good answer. That neans that
Social Security participants woul d have non-voting shares and
woul d have no say about the managenent of the conpanies that
they are invested in. So | think there are sone real
problenms with central trust fund investnent.

Finally, I would say, at least in this regard -- |
have one or two other comments after this -- the defined
contribution structure, the individual account structure, is

extrenely popular in the private marketplace. It is the --
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when peopl e have choices, both firnms and enpl oyees, this is
the structure they choose.

As you may know and | have witten in ny testinony,
| favor prograns -- what | would call natching prograns where
participants contri bute noney and the governnment matches,
very nmuch |Iike many 401K plans at work. But | guess ny point
is these individual accounts are quite popular. | think they
coul d be deened essentially a universal 401K pl an.

And | think, if you have such a structure, you wl|
get the willing participation of young Anericans, where |
don’t think they have faith in the traditional Social
Security system

Just a couple of other remarks. | amgoing to skip
over many of them | amjust going to add one final thing to
stay roughly within my tinme limt.

You could do the country quite a favor if you
demanded better overall calculations of the federal budget
surplus. As you know, right now the surplus, as it is
usually referred to with a $100-and-sone-odd or a
$200- and-some-odd billion surplus, that is counting as the
surplus the accunul ation of the trust fund assets of Soci al
Security.

Those accumnul ati ons should be held outside of the
budget, in ny opinion, and the governnent should stop this

busi ness of saying we have, for next year, $158 billion
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sur pl us when about $157 billion of that is Social Security.

But when you start down that road, you m ght
further advocate good trust fund accounting. Social Security
is not the only trust fund we have. Mlitary retirees have a
trust. The civilian workers of the governnent have a trust
fund. Actually, there is a highway trust fund.

In fact, if you look at all of the trust funds, the
projected surplus for next year is much smaller than the
accunul ati on of assets in those trust funds. That is, the
rest of the governnent is expected to be running a deficit.

Basically all I am appealing for, and you can start
with the Social Security trust, let’s have nore accurate
government accounting as to whether we are running a surplus
or a deficit so we don’t all get confused of why we have $158
billion and we have got nothing to spend.

And you could do that if you would get the trust
fund out of the usual surplus neasure, the unified surplus
measure, and nove to sonething |ike a federal funds surplus
measure. That woul d hel p.

| realize it is not your main m ssion, although
think it is inportant in this idea of keeping Social Security
secure; would be to get the accunul ati on of Social Security
trust fund assets out of the surplus calculation. Thank you
very nmuch.

CHAI RVAN PARSONS: Thank you, John. Kent.
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SOCI AL SECURI TY | NVESTMENT: BY | NDI VI DUALS OR BY THE
GOVERNVENT?
By Kent Weaver

MR. WEAVER:  Thanks very nmuch. | want to thank you
again for the opportunity to testify before the President’s
Comm ssion to Strengthen Social Security on this critical
i ssue of whether Social Security funds should be invested
collectively or through a system of individual accounts.

This, of course, is clearly related to the | arger
guestion of the extent to which Social Security should keep
its current character as a program payi ng a defined benefit
and is renmoved fromrisks of market fluctuations and
inflation and nove towards a systemin which individual
accounts play a greater role.

| think npost observers accept the need for a
multi-tiered retirenment incone systemthat includes a m ni num
floor, sonme kind of defined benefit, sone formof tax
advant age or mandatory retirenment savings and voluntary
savings for retirenment on top of that.

Most industrial countries, including the United
States, have adopted a m xed system The questions we have
to ask are which m x of those tiers is appropriate, what is
af f ordabl e and how nmuch room do we have to change, given our
past choices. And if we do decide to change, how fast should

we undertake those changes?
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My perspective is a bit different from John
Shoven’s. | ama political scientist, and ny research in
recent years has focused nostly on the experience of other
advanced industrial countries as they confront their pension
issues and trying to figure out what |essons the U S. can
| earn fromthose experiences.

But nevertheless, | think there are a |ot of things
on which John and | agree. | wll state those first, and

t hen sonme things on which we disagree.

First of all, I think we disagree that the
retirement income -- we agree that the retirenent incone
systemin the U S. should have multiple tiers. | think that

little progress is going to be nmade until there is a | owering
of the tone of rhetoric; until people on one side stop saying
t hat i ndividual accounts are the devil’s handi work, and on
the ot her hand stop saying that collective investnent is the
devil’s handiwork. There needs to be sone sort of m x.

Secondly, | think we agreed that investnent in
equity, whether it is done collectively or through individual
accounts, is not a free lunch that wll solve the long-term
financi ng problens that Social Security has. It is nore |like
a healthy snack rather than a free lunch that is going to
solve our long-term problemin Social Security.

Third, although I think we disagree on what role

i ndi vi dual accounts should play, we agree that if you inpose
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them what is the nost cost effective way of doing so, which
IS piggybacking on existing payroll tax deduction systens.

Fourth, | think we agree that an optional carve-out
from Social Security is not a good option because it woul d
underm ne the financing of the current system And fifth,
think we agree that renoving funds fromthe current Soci al
Security payroll taxes to fund individual accounts is not a
good i dea.

But | think there are also sone critical areas
where we disagree. First, we disagree on the relative
i nportance of the political and econom c risks that are posed
by the current defined benefit system and collective
i nvestment on the one hand and i ndivi dual accounts on the
other hand, and I will focus on those in just a second.

Second, | think we disagree on how big the defined
benefit conponent, a stable, inflation protected benefit
shoul d be and should it be nore earnings related or closer to
a flat rate benefit?

| think the current replacenent rates are certainly
not very high by the standards of other advanced industrial
countries, and | would be reluctant to see any proposal that
proposed cutting themsignificantly.

Third, | think we di sagree on whether we can rely
on general revenues and voluntary contributions with tax

incentives to finance individual accounts or a transition to
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an individual account systemin a way that will be an
effective replacenent for part of the Social Security defined
benefit.

It appears that a non-Social Security budget
surplus, this is in the last few years, are sort of |ike
Bri gadoom One of those things that appears every 100 years
or so and then di sappears again very quickly; that they are
just not politically sustainable. So | amvery uneasy about
any proposal that relies heavily on general revenue
transfers.

kay. | want to make four very brief points in ny
testinmony. First of all, collective investnent of Soci al
Security surpluses | think has sone inportant advantages over
i ndi vi dual account plans. Pooling investnent and keepi ng
transaction and marketing and reporting costs down can all ow
hi gher returns on investnents.

Secondly, it lowers the information cost for
consuners. And third and nost inportant, a defined benefit
with collective investnent provides a nore stable retirenent
i nconme that protects against the risks of fluctuating asset
val ues, annuity prices and inflation. Just ask soneone who
was converting a 401K into an annuity 18 nont hs ago versus
doing it today.

Secondly, | think the risk of collective investnent

can be mnimzed through proper insulation nechanisns. Wat
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are these insulation nechanisnms? First of all, give the

i nvestnent funds explicit organizational |egislative mandates
to maxi mze return on contributors’ investnent, consistent

wi th a prudent approach to ri sk.

Secondl y, have i ndependent boards of trustees that
do not have politicians on them

Third, and nost inportant, contract out portfolio
managenent to professional fund managers.

Fourth, investnment primarily in broad index
i nvest nments.

And we can see the experience of many state
investnment funds. | think CALPERS is on one extrene.
Massachusetts is on one extrene. W should certainly be
aware of the risks that can take place and guard agai nst
them but | don’'t think that we can make policies based on
fears of just a worse case scenario.

| also think it is inportant, because of worries of
fund size, to have nultiple funds. Rather than a single
col l ective investnent fund, have many. Sweden current has
seven to invest its pension savings.

You can index themto the size of the |argest
private sector pension fund and sinply create a new one when
they reach that size. That is one way to do it. Another way
todo it is sinply to mrror the flow of funds into 401K

pl ans. Track those and then push Social Security funds into
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the sane sorts of retirenment investnent vehicles, which allow
you to essentially mrror the choice that workers are nmaking
in the market pl ace.

On the corporate governance issue, ny suggestion
woul d be sinply don’'t vote the shares. It is not sonething
that is without problens, but | think it is probably the best
solution. Again, there are better and worse ways to do this,
and these are sone suggestions on ways to nmake it better.

The third point: |Individual accounts pose a nore
conpl ex set of design issues than investing, collectively,
the Social Security funds. But once again, there are better
and worse ways to do it.

Again, | agree very nmuch wth John Shoven about the
centralized adm nistration of individual accounts and the
potential that it offers to |ower the costs providing
mul ti ple fund choices. And equally inportant, in order to
make this politically sellable, to | ower opposition from
enpl oyers. Especially small enployers who don’t want to bear
adm ni strative costs.

| also believe that if you are going to nove in an
i ndi vi dual accounts direction it is very inportant to require
both diversification and to prevent any sort of borrow ng
agai nst accounts. M concern is that people will think of
these as being like ny 401K plan that | can borrow agai nst.

If it is supposed to provide a basic retirenent
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income, | think that it absolutely has to performthat
function, period. For that reason | also favor ful
annuitization requirenents, where | think | disagree with
John.

But again, ny concern is that there will be an
erosion of the retirenent only purpose over tinme in
i ndi vi dual accounts, as we have seen with 401K pl ans.

The fourth point: Partial opt-outs from Soci al
Security into individual accounts, which President Bush has
favored during the presidential canpaign, are not a
conprom se between the status-quo and privatization. They
are the worst of both worlds, and | strongly urge you to
reject it.

VWat are the problens? First of all, opt-outs are
likely to lead to exit by higher income workers, which would
underm ne the funding of Social Security. Secondly, there is
great uncertainty created if you allow opting back in, which
| think you have to do, because of the different way that
defined benefits and defined contribution credits are
accunul at ed.

Wth defined contribution, if you contribute a
dollar early in your career, then you get 40 years of
accunul ation. Under a defined benefit it doesn’t matter when
you do it.

VWhat this has done in the UK is it has created an
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incentive for older workers to opt back in to the defined
benefit system but it is not clear when they should do it.
It creates enornous uncertainty in the system

So, those are ny main points. Just a couple of
very qui ck concluding points. Again, | want to reiterate
that neither collective investnent nor individual investnent
accounts is the free lunch that will solve all the long-term
fundi ng probl ens of Social Security.

Secondly, | think strengthening the financi al
viability of the current defined benefit plan needs to be a
central if political stalemate is to be avoided. Any plan
that the conm ssion proposes should |lower the | ong-term
deficit in Social Security.

Third and | ast, getting the design of collective
i nvestment or individual accounts right is as inportant as
the choi ce between them There are better and worse ways to
do collective investnent, better and worse ways to do
coll ective accounts and you have to get those design issues
right.

CHAI RMAN PARSONS: Ckay. Thank you very nuch,
Kent. W are ready for sonme questions. W wll start with
John.

DR. COGAN: Thank you both for com ng and
testifying. John from Norther California and Kent from

Washi ngton. |Is that right?
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Kent, | amvery inpressed with your optimsm Here
we have got a governnent run programthat has run up a $12
trillion liability; a massively underfunded system

We have got a tenporary surplus, and you believe
t hat the governnent can sonehow change its gears and invest
this noney soundly and safely. | would say that we have
gi ven the governnment enough of an opportunity, but | think
the debate is going to end up being who do you trust.

Everybody agrees that we could inprove the systenis
finances by pre-funding or investing a portion of the surplus
or all of the surplus, and | think the question is going to
be who do you trust to do it.

Do you trust individuals to do it? O do you trust
t he governnent to do it?

My question goes to this issue of risk. A lot of
peopl e have said or think that the traditional Soci al
Security benefits are guarantee, that they are riskless and
t hat personal accounts and individual accounts and equities
carry sone risks. | would like you both to talk a little bit
about the amount of risk associated with each system

And | know, Kent, you tal ked, to sone extent, about
how to minimze that risk wwth diversification and so forth.

But | would like to hear also from John about how personal
accounts m ght be established to mnimze any risks.

MR. WEAVER Well, | wll just respond to the who
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do you trust question very quickly. | think ny trust in
government overall is probably a little higher than yours is.
But | would say that | trust professional investnent

managers, and | trust the independent boards of trustees of
organi zations that | have seen work, |ike the Canada Pl an
| nvest nent Board; to hire responsi bl e nanagers to nanage
those funds in a way that will protect the ability of the
systemto pay Social Security benefits in the future.

| don’t -- | wouldn't trust nmenbers of Congress to
run this. M sort of off the cuff suggestion would be that
t he American Congress should only play one role in managing
these funds. They should get to nane them

Menbers of Congress | ove to nane post offices after
t hensel ves and courthouses after thenselves, and | would have
no problemw th, you know, Chuck Grassley Social Security
| nvest nent Fund or the Max --- Social Security |nvestnent
fund. But other than that, they should keep their hands off.

DR. COGAN: The Gary Condit?

MR. WEAVER That is your suggestion. | wll not
go there.

DR. COGAN: Let’'s go to risk.

MR. SHOVEN: | can start. | think, like you, |
wince alittle bit when | hear about the guaranteed benefits
of Social Security. Quicky, if the benefits were truly

guaranteed, we wouldn’t be here. Also, if they were truly
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guar anteed, they wouldn’t have been cut in 1977 and 1983.

As | think everybody knows, the systemis largely
run, and has been largely run for the last 50 years, on a
pay-as-you-go basis. The financial viability of a
pay- as-you-go basis depends on such things as future
fertility rates, future nortality rates, future inmmgration
rates and future rates of growth of worker productivity.

Those things are uncertain. W don’t know what
future devel opments in nmedicine will do to future nortality
rates for instance. And if all of those things which are
determining the financial viability of the defined benefit
pl an are uncertain, then the programitself is uncertain. So
it has risks, and that is why we are here.

| would be quick to add the individual accounts
have risks as well. They are a different kind of risk, and
they partly depend on worker productivity as well, because
the contributions depend on wage |levels. On the other hand,
nost of the risk is the kind that we all sort of know
Nanmely, the risk of stock and bond markets.

Personally, | would control that risk in a couple
of ways. One way | think would just occur naturally. People
are not going to plunk thousands of dollars one day into the
mar ket via these accounts. They are going to probably
contribute once or twce a nonth over 40 years. So this is

kind of the ultimate in dollar cost averaging.
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Tinmes |i ke now when the markets, | hope, are down,
woul d actually, in some sense, would be opportunities. But
sone of the tines you will be buying equities when they are
expense and other tines when they are cheap. So there is the
dol | ar cost averagi ng.

But | personally think that the nmenu of what is
of fered to individuals should be quite sinple and quite
restrictive. | would have a nmenu perhaps with as few as four
options. The four options mght be, first, the ultimate in
safety. Nanely, a portfolio of inflation indexed U S.

Gover nnent bonds.

| f you don’t want to take any risks, that would be
what you woul d take and that would earn between three and
three and a half percent today; real over and above
inflation.

The second item | would offer would be a portfolio
or an indexed portfolio of high grade U S. corporate bonds.
Slightly riskier than U. S. governnent bonds, not that nuch
riskier; probably paying a half or one percent better return
on aver age.

The third item| would offer would be an index
fund. What | would call a total market index fund.

Basically everything in the market.
And the last thing | would offer, and this woul d be

partly for sinplicity, would be a bal anced i ndex fund; an
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i ndex fund which includes both stocks and bonds for sonebody
who wants just one answer. Just check that one off and you
are in 60 percent stock, 40 percent bonds or whatever the
deal is. Oher than that, that would be it.

You woul d not be allowed to have a sector fund; to
put all your noney in biotechnol ogy or sonething el se.

MR. WEAVER If | can just add on the question of
risk. John nentioned sonetines the risk that were inposed by
policy changes in 1977 and 1983. Well, in 1977 is nore of an
exanple of the risk that policy makers will screw up, which
they did in 1972. They had an indexing fornmula that was
incorrect, and that was corrected.

So yes. Sone peopl e got overconpensated, but |
think you can’t say that the nost future pensioners got a
| esser deal than they coul d reasonably expect.

Yes, of course, there were cuts made in 1983, but
let nme rem nd you what the nature of the biggest of those
cuts was. It was an increase in the retirenent age that did
not begin for 17 years and phased in over the next 20 years
beyond that. People had a ot of tinme to respond to that
change in policy. It was a risk that they could adapt to
over a long period of time and change their behavior to adapt
to that risk

The stock market decline and increase in annuity

prices that has occurred over the last 18 nonths is a very
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different sort of risk that people sinply would not have the
opportunity to respond to over a long period of tine by
changi ng their behaviors, and | consider that to be a
significant risk

On the question of fund choices, let nme just add
that there are many different ways to do this. | am
interested that John says, well, we will just have four or
five choices with presumably four or five big funds, which
are bigger than the funds that | woul d propose under a
coll ective investnent system because | would probably see 10
or 15 funds devel opi ng over tine.

But you can have multiple choices in a | ow cost
systemif it is admnistered centrally. | brought along the
fund choi ce system for the new Swedi sh individual account
system Swedes have to | ook through this and choose from
anong over 450 different funds that offer a choice of
regi onal funds, noney market funds; any kind of fund that you
woul d want .

But because the funds are noved in block by a
central agency, the admnistrative costs are kept relatively
| ow.

MR. SHOVEN: Let me just nention one thing nore on
risk. In some ways it is a good exanple, and in other ways
it is not.

The 1970s were not a particularly good period for
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stocks. Not even a particularly good period for bonds. They
al so weren’t a very good period for Social Security though.
Social Security’'s finances deteriorated a lot. Wwy? Because
there was the baby bust. Fertility was low. Productivity,
real wages did not grow nuch at all in the 1970s.

Unenpl oynment was much hi gher than we ever woul d have expected
at the beginning of the decade, and Social Security turned --
its finances deteriorated a lot in the >70s.

This is just an exanple that both systens are
subject to risks and forecasts that don’'t quite turn out
right. | still believe that in that world you want a sum of
each solution

CHAI RVAN PARSONS: (Okay. Now | have got Fidel,

Lee, Mario Gmendolyn and Gerry. | think we can probably get
that inin the 25 mnutes. Fidel.

DR JAMES. ---

CHAl RMVAN PARSONS: Wl l, Fidel, Lee, Mario,
Gaendol yn, Gerry and Estelle.

MR. VARGAS: Kent, just so | amclear, fromwhat I
heard you say, you prefer kind of a joint governnent
i nvestment policy, but you don’t necessarily -- you are not
necessarily adamantly opposed to personal savings accounts
and you see that if done properly or done with sone
consideration, that they actually could potentially work.

MR. WEAVER  Well, | put ny maxi numinto 401K every

Audio Associates
(301) 577-5882




feb 64

month. So | amnot inalterably opposed to a personal savings
account obviously, just as nost people who favor a privatized
system | think don’'t keep their parents fromcollecting their
Soci al Security checks.

| think the question is what the role that each
shoul d play? | think that preserving a defined benefit
program that provi des an adequate repl acenent rate should be
the first objective. And on top of that, voluntary 401Ks,
mandat ory savi ngs prograns, the kind of natching programthat
John tal ks about; | think all of those are worth exploring.

But | think the first question you have to ask
yourself is what sort of defined benefit do we want to have?

How big should it be? How nuch can we afford?

O her countries that have recently partially
suppl anted their defined benefit progranms with defined
contributions are Sweden and Germany; were begi nning from
replacenent rates of 66 percent in Sweden and 70 percent in
Germany. Those are being brought down, and again, partially
suppl ant ed.

We are beginning with a replacenent rate that is
now 46 percent for the average worker and will decline over
time for a worker retiring at age 65. How big a defined
benefit do we want to have and what do we do on top of that I
think is the first question to ask.

MR. VARGAS. And fromwhere | amsitting and
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listening to both of you, one of the things that has been
frustrating is, again, the kind of beating each other over
the head wth who has the right idea. And I think from what
| have heard and both of you are saying, you are comng from
di fferent perspectives, but you see the value of --

MR WEAVER O a nmulti-tiered system Absolutely.

MR. VARGAS: Absolutely.

MR. SHOVEN: |If Kent was forced to design
i ndi vi dual accounts, | would agree with nost of his
deci si ons.

MR. VARGAS: Although you didn’'t address this, very
qui ckly, in kind of a bullet point fashion, because this is
one of the issues that we are dealing with, you both said
t hat neither personal savings accounts alone or investing in
equities fromthe governnent’s perspective would solve the
| ong-term probl em

So what are the specifics? And again, in bold
point form You don’t have to explain it. You know, the
three or four or five things that you see need to be done in
order to deal with that |ong-termissue.

MR. WEAVER | f fundanental problem can be
summari zed as over the long-run, the systemis short on
nmoney, then you have to deci de whether you want to get new
sources of noney. | would probably prefer doing it via a

mat chi ng program where enpl oyees put in or perhaps enpl oyers
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put in --

MR. VARGAS. Sorry to interrupt. | want you to
tell me what you think, not the options. What you think.

You have a trenendous anount of expertise on this arena, and
| really would like to hear fromyou; what your solution
woul d be.

MR. SHOVEN: M sol ution would be --

MR. PARSKY: Are your students |istening?

(Laughter.)

MR. SHOVEN: Let me nention the two choices | think
you have, and | wll tell which one | prefer. R ght now rea
benefits are projected to grow. One possibility would say
let’s hold fixed real benefits for a period until we can kind
of growinto -- until we can afford to raise real benefits.

As you know, benefits go up as real wages grow.
They could go up only as prices went up, and that would give
you one possible solution. Curtail the growth of real
benefits.

The ot her possibility is -- and you can obviously
do this in conbination; is to find new revenue. And | think
there is a way to find new revenue w thout raising taxes.

That is, set up a matchi ng program where the new noney -- the
way you get the new noney, attract the new noney in, is you
say if you put in tw percent of your pray, the governnent,

basically through a carve-out, would match it and you would
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have a four percent account. A conbination of a carve-out
and an add on, if you want to call it that.

If I were in your position and | had to choose
between the two, | probably would go with the latter.
woul d probably try to find new noney in the form of matching
nmoney.

MR. WEAVER Ckay. First of all, | think that it
is inportant to set yourself up with a nanageabl e probl em
| f the Social Security Reform Conmm ssion that net in 1983 net
-- decided to balance the funds actuarially over the lifetine
of the funds, you know, 60 or 75 years into the future, that
is a tough task, but a manageabl e one.

Don't try to solve the problemfor all tine,
because | don’t think you will be able to do it. Set
yoursel f a manageabl e probl em

I f you can’t conpletely --

MR. VARGAS: |I'msorry. | hate to interrupt. That
is very vague. This is the problem --

MR. WEAVER. Basically what | amsaying is if you
can reduce the long-term Social Security funding deficit by
80 or 90 percent, --

MR, VARGAS: How?

MR, WEAVER -- | would go with it. GCkay. Well,
here are two options. Two options.

MR. VARGAS:. Let nme say one thing first. | don't
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mean to be rude. | apologize. What the frustration is that
we need to get specifics.

MR. WEAVER | understand that.

MR. VARGAS. W need to get as much information as
much as possible, --

MR. WEAVER:  Fi ne.

MR. VARGAS:. -- and people are reluctant to be
speci fic.

MR. WEAVER Ckay. Here is specifics: Two
options. The first one | prefer goes outside the President’s
mandate. The second one is probably closer to the
President’s mandate, but further fromny preferences.

The first option would be raise payroll taxes by
one percent. That would extend the life of the Soci al
Security trust fund to 2054 and allow us to pay 78 percent of
currently prom sed benefits thereafter.

Secondl y, use collective investnent to further
extend the life of the Social Security trust fund. Third,
use general revenues to fund sone of the non-actuari al
el ements of the current Social Security system That is,
particularly the high replacenent rates that you get on the
first dollars of earnings and things |ike spousal benefits.

Fourth, consider addition of a denographic factor
that shares the cost of increased |ongevity over tine.

Germany and Sweden are both -- Sweden has adopted it.
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Cermany has considered it, which is, okay, if |ife expectancy
increases in the future, then that is a risk that we all face
collectively. Governnent will bear part of it and retirees
wi |l have to bear part of it.

These things alone would, | think, take care of
nore than two thirds of the long-termfinancing problem |
wll leave the other third to you

The second option, again, further fromny personal
preferences, | call this a bridge building or drawi ng on what
former Texan Agricul ture Comm ssioner, JimH ghtower, called
the dead arnadill os approach. That is to say there is
not hing on the road but yellow |ines and dead arnudill os,
which is where we seemto be going on Social Security.

If we | ook at the experiences of other countries,
the big tradeoff that I think we can see is conservatives
accept nore noney in the formof payroll taxes and liberals
accept that that noney be devoted to individual accounts;

t hat noney not be diverted fromthe current system but that
nmore noney -- that any additional revenues go into individual
accounts.

So, for exanple, increase the payroll tax by two
percent. Al that noney goes into individual accounts, and
the objective that both conservatives and liberals share is
keep sonething like the overall replacenent rate fromthose

two things together at about the |level that they are now.
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| f you do that, then | think you need to add a nore
generous inconme floor. Qur current supplenental security
incone is a disgrace. Both the benefit |evels and
eligibility standards are appalling, and we have one of the
hi ghest rates anong poverty -- poverty anong el derly wonen in
the world. But those are sone concrete steps.

CHAI RMVAN PARSONS: Ckay. Lee

MR. SHOVEN: Let me just nention an area of
agreenent just very quickly. The idea of once the retirenent
age reaches 67, indexing to longevity is a very good idea.

t hi nk we woul d bot h endorse that.

MR. WEAVER | woul d change the benefits, not the
retirenment age itself.

MR. SHOVEN: One area would | just philosophically
di sagree with Kent is that | don’t think you want to be
| ooki ng at other western European countries, |ike Sweden and
CGermany, and see if they have got the answer. They have got
nmore problens than we have. They are trying to enul ate us.
We shouldn’t be enulating themat the nonent.

CHAI RVAN PARSONS: Lee.

MR, SHOVEN: Just let nme briefly disagree with
that. They are facing the problens we are facing thirty
years fromnow. So | think we have a ot to learn fromthem

M5. ABDNOR: All right. Thank you. And thank you

both for being here and your testinony.
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| have a followup question to Fidel’ s question of
you, and thank you both for being straightforward and
specific. W need the specific solutions and your ideas on
what we need to do.

In particular, M. Waver, you tal ked about the
trust fund. You know, extending the nunber of 10OUs in the
trust fund until the trust fund is extended out 2052 or
sonething like that. But, sir, how can you help us
understand? O do | assune, fromwhat you say then, that
because there is 1QUs in the trust fund that will then be a
draw on incone taxes, that, in fact, what you are suggesting
is that trillions of dollars of incone taxes be used to, in
part -- fund the Social Security system |Is that correct?

MR. SHOVEN: No. Absolutely not. Wat | am
suggesting is that noney be invested now collectively in
markets to get around this question of are there real assets
behind the funds. Well, let’s -- if Treasury securities are
not considered to be real assets, then let’'s use the current
surpluses to buy real assets.

M5. ABDNOR: What would you do with the 1 OUs that
are already in the trust fund? You know, at that point that
the Social Security systemneeds it, would you just ignore
t hose or what ?

MR. SHOVEN: No. No. No. M understanding is

that M. Geenspan is having difficulty finding Treasury
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securities that he can buy. So | would say, well, let’s let
Social Security sell a few of those to the fed and i nvest
those nonies in markets and create nore real assets.

M5. ABDNOR: Ckay. Wien | first heard about this
government investnent, the idea of the governnent investing,
several years ago, to be honest, | amstill perplexed with
what -- it conmes down to nme as kind of a -- succinctly to put
it, which is how does the Governnent sue M crosoft and invest
in Mcrosoft at the same tine?

And | struggle with the issue and | appreciate your
coment s about how do you keep politics out of it. But when
this first came up a few years ago as a proposal -- if
could take a nonent to read you a letter that was sent to
menbers of Congress in 1999 by several |abor unions about the
possibility of governnment investnent, of Social Security’s
investnment in the stock market. And | quote.

AW are deeply troubled that stock market
i nvestment of Social Security surpluses would result in
public tax revenues being used to finance the construction of
runaway steel mlls in Thailand, apparel shops in Ml aysi a,
auto plans in Mexico, electronics plants in China and siml ar
foreign projects undertaken by private corporations. @

AAt a mininmum we believe that any taxpayer funds
shoul d not be used to assist corporations that fail to adhere

to certain standards of conduct, such as neutrality and union
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organi zing drives, paying all of their taxes, avoiding even

t he appearance of discrimnation, providing health insurance
and pension benefits and refusing to contract wth businesses
and benefitting from sweatshops and child | abor. @

It seens that the threat of political influence is
already with us, even with the idea of the proposal being on
the table. You said earlier that you really don’t trust --
you do trust fund managers, M. Waver, you do trust
i ndependent boards, but not nenbers of Congress.

| am wondering what woul d prevent nenbers of
Congress from respondi ng to special |abor groups, business
groups, all kinds of special groups? Wat would keep them
fromsaying, no, | amnot going to respond to this pressure
that is com ng fromoutside groups? Because you and | both
know that that pressure will already be there.

MR. SHOVEN: Ch, sure.

M5. ABDNOR What will make them not?

MR, SHOVEN. First of all, let nme say this is a
probl em that every country that is considered collective
accounts has faced, and | think nost of them have managed to
step up to the plate and address it fairly well.

The American system for all its -- one of its
maj or advantages is it pronotes a |ot of stalemate. It is
hard to get a lot of things through if they face opposition

because of the multiple beat up points in the system
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Conservatives m ght oppose buyi ng stocks of conpanies that do
stemcell research, of hospital conpanies where abortions are
per f or med.

Li berals nmay not want to invest in Myanmar. They
may face the simlar concerns that you addressed that | abor
unions have. | think that it is highly likely in the
Anmerican political systemthat once you established a nandate
that this will not be done and put it in |aw and had the
ot her checks in place, that it would be very tough to get it
around t hem

Why? Because conservatives are going to say, do |
want to go along with this proposal that |abor unions have
proposed? Well, yes. It mght set a precedent that | can
use in preventing investnment in stemcell research conpanies
| at er on.

But on the whole, | think nost groups and nost
| egi sl atures are nore sensitive to not meking thensel ves
worse off, to giving an advantage to their opponents than
they are to getting sonething that they want.

Can | say that there is absolutely no risk? O
course | can’t. Can | say there is absolutely no risk in
anything? No, | can't. But are the risks manageable and is
there experience out there with good managenent practices
t hat have avoi ded these sorts of influences? Yes, and |

think we can follow them
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M5. ABDNOR Well, | think that if you are -- what
you are suggesting is that there will always be an equal and
countervailing force. Thus, a stalemate. And | think, if
that were the case, we wouldn’'t have seen a | ot of things
that have passed in the |last few years pass. O we had
better hope that that is what the case is.

| think you have nore trust in the willingness of
politicians to avoid pressure froma |lot of different
directions than | do.

MR, WEAVER Well, the world is full of slippery
sl opes, but we don't all live at the bottomof the slope in a
bi g heap. So, you know, we have to live with sone risks.

CHAI RMVAN PARSONS: Ckay. Mari o.

MR, RODRIGUEZ: This is a followup. One of ny
questions is to John. John, you were tal king about CALPERS,
how they -- it seens like politics got involved in deciding
that they were going to sell certain stocks.

The question | have is howis that -- with that
i nvestment fund, how are those decisions nmade to sell those
certain stocks?

MR, SHOVEN: You know, | don’t know precisely, but
et me give you ny inpression. The CALPERS board | believe
has | abor representatives. | think the California
| egislature has a representative. Mybe the executive

branch. So it has a coalition of people representing
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di fferent groups.

But in the fall, with tobacco under great attack
and | egal attack, they nmade the decision to get out of
tobacco. | think it is true, if you went back further in
hi story, you would find they had divested thensel ves of
conpani es that were doing business in South Africa. So this
is not the first tine this has happened.

On the tobacco one they may have said, well, we
really think the tobacco conpanies are in a |lot of |egal
trouble. That is actually not a very good reason to sel
t obacco stocks. Everybody knew the tobacco conpanies were in
|l egal trouble and that is why they were so low, and that is
why they bounced back.

Thi s deci sion was not made by financial experts.

It was made by, as | said, union representatives, political
| eaders, but not by financial managers.

MR. WEAVER.  Wich is the reason to keep them of f
the board. Incidentally, there is a recent study by Alicia
Manel | and Anaka Sinden that |ooks at the investnent
practices of state retirenent boards and finds that there has
been substantial inprovenent over the |last two decades in the
i nsul ation of nost pl ans.

CALPERS is again an exception and Massachusetts is
an exception fromthat kind of political interfering.

CHAI RVAN PARSONS:  Gaen.
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M5. KING Thank you both for com ng. Professor
Shoven, | struggled on the plane with a paper you wote on
long-termrate of return and got down to the | ast sentence
where you said your best guess was three percent to three and
a half percent, and | thought who is this guy who is going to
give us his best guess?

But | amglad you did, and |I thank you for com ng.

| was interested in what you call your two-tiered system

that you see the | arger Social Security program going
forward, but then there is a role also for a personal
retirenment account.

| would be curious -- and | amnot going to ask you
to doit all here today if it is going to take too |long. But
| would be curious to get your views on you transition from
where we are now to that two-tiered effort, if you wll,
assum ng that personal accounts becone a reality, that we can
actually nmake the transition.

| have been concerned that we not have one
i ndependent fund manager. | amsort of far down the road,
but it just seens to ne that so many people woul d be
i nvol ved, nunbers |ike we have not seen before in any
pr ogr am

Coul d you give us your thoughts on how t hose
personal retirenment accounts m ght be adm nistered? And when

you do that, would you al so add whet her or not you woul d
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prevent any borrow ng at all during the entire lifetinme of
t hose personal retirenment accounts?

MR. SHOVEN: | believe it is inmportant -- and Kent
and | would agree on this -- to contain adm nistrative costs.
So you really do have to | ook for a sinple plan. You have

to look for sone shortcuts, |like raising the noney via
exi sting payroll deduction nechani sns.

| personally think you can stay in the world of
passive investnent or index investnent and away fromthe
worl d of active managers, which costs nmuch nore. | would be
in favor of -- if you have w despread choice, | would be in
favor of having a cap on adm nistrative expenses, and | think
you could live with a cap of sonething Iike 0.75 percent or
sonet hi ng of that order.

| believe these accounts could be -- first of all,
| conpletely endorse the introductory remark; that no person
currently receiving Social Security would have any
reductions, and anybody near Social Security, you basically
woul dn’t change their plan. This is a plan for today’ s young
people, and it would take a while to growinto it.

But | think the accounts could be set up rather
qui ckly for young people, and they would be -- these
accounts, in sone sense, would be immture for a long tine,
in the sense that noney would be set into them but the

wi thdrawal s are not going to start in |large anmounts for 20,
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30, 40 years. So it would take a while.

At first they would be just basically collecting
and managi ng assets. As | have already kind of said, ny
favorite type of plan would involve a one-for-one match.
That is, the governnent would offer a 100-percent match for

i ndi vi dual contributions up to two or two and a half percent

of payroll.
Left to my own devices, and | am not on your
comm ssion, | probably would have it nmandatory to be honest.
But if it is voluntarily, first of all, I think with a

one-to-one match, nost noderate incone and hi gh i ncone people
will be attracted by that, and then | would see having a | ow
i nconme cashable credit to make sure that the | ow i ncone
peopl e participate. So | think you can get pretty close to
uni versal participation with a 100-percent match if you do it
correctly.

On borrowing I amvery nuch in agreenent with Kent,

and that was one of the reasons | said, if he was forced to

design a plan, | would probably endorse a | ot of his designs.
An individual accounts plan. | think you want to restrict
borrowing. | do not think you want to say this can be taken

out for the first house or for extraordi nary nedi cal
expenses.
Before you know it, you don’t have a retirenment

plan at all. So | think you want to be very harsh on not
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allow ng pre-retirenent wthdrawal s.

Personally, | amstill open m nded on whether you
want to conpletely force annuitization at the tine of
retirement. In the plan that | wote up with Sill Schei ber
in the book called, AThe Real Deal, @we had that half of the
noney had to be annuitized and half you woul d have a choice
of what you want to do with it, the argument being half the
noney cane fromthe government.

The governnent says, okay, a one-for-one natch.
Hal f of the noney cane fromthe governnent. You have to
annuitize that. Your own noney; you have a choice at the
time of retirement.

M5. KING Thank you very nuch

CHAI RMVAN PARSONS: Estelle.

DR. JAMES: kay. | actually had two questions,
one kind of broad and one narrow, but time is noving al ong
and we want to nmake sure to allow enough tinme for the next
panel. So | amjust going to ask the narrow question and
maybe | can talk to you | ater about the broader one.

My narrower one concerns annuitization, which you
touched on at the end, and Kent has referred to that, because
you point out if someone annuitized purchasing a fixed incone
annuity a year ago, they would have faired nmuch better than
if they purchased it today, because they would have had a

much | arger accunul ation in that account a year ago than they
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woul d t oday.

In fact, | think it is quite risk if you force
people to annuitize at a particular date, such as the date
when they retire. You introduce a whole newrisk that is
probably avoidable if the systemis well constructed.

So | wanted to ask the two of you for your
suggestions on how that payout or annuitization issue should
be handled to avoid this kind of date of annuitization risk.

You know, | can think of sone ways nyself, such as allow ng
vari abl e annuities, having gradual purchase of annuities and
so forth

But | would be interested in the designs that the
two of you woul d suggest that would avoid that particular
risk, which | think is avoidable, if we designit well.

MR. SHOVEN: You know, | haven’t thought too nuch
about that. But as you know and have already hinted, there
are so-called imedi ate annuities and deferred annuities. A
deferred annuity is annuity that you buy where the payout
starts in a few years. R ght?

So you coul d have a system where effectively people
start buying their annuities, you know, at age -- | don’'t
know -- 57 or whatever. In other words, they are buying sonme
at 57, they are buying sone at 58, they are buying sone at 59
and so forth, and they are getting, in sone sense, dollar

cost averaging on their annuity purchase.
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Anot her feature which you nentioned that is worth
exploring is whether you would want to have these annuities
have any equity participation. Annuities are great. There
is alot of uncertainty about how | ong you are going to live.

So annuities, | think, are wonderful.

On the other hand, people are retiring at
rel atively young ages; 62. They have a chance of living 30,
40 years. That is along tine to be out of the equity
market. So you don’t want just a bond based annuity. You
may want to have sone equity participation.

But | agree with you. M sense is that the details
here can be worked out so that you don’t put an extraordinary
amount of risk on the level of the market on the day that you
retire.

MR. WEAVER  Ckay. M answer woul d differ,
dependi ng on whet her you consider this to be part of what you
woul d call the basic pension. |In other words, are you
partially supplanting Social Security benefits or is it
sonething that is an add on?

If it is part of the basic pension, if it is going

to supplant part of Social Security, | would require ful
annuitization. | would have a single annuitizer, the
government. | would have the annuity rates be set based on a

10-year average of annuity prices; that it be done on a

gender neutral basis.
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Recently New Zeal and -- one of the reasons that
their proposed private account systemfell apart was, well,
wonen were going to have to pay one third nore for their
annuities than nen, and how are we going to get around this
problen? And they eventually said, well, government wll
just give wonen one third nore to buy an annuity wth.

You know, | think we need to get around that. W
need to avoid that problem

And finally, going back to the question of
integrating -- having a nore centralized adm nistrative
system | would like to see a statenent which says -- that
conmes out to you every nonth or every quarter that says this
is what your Social Security defined benefit is going to be,
and based on your portfolio investnents and what we think the
current annuity rate would be, this is what your nonthly
benefit fromthis conponent to the system woul d be.

In other words, to get people’s mnds off of that
bi g bal ance, which they then start thinking of this is ny
money to play with however | want, just like with their 401Ks
and think of it as a nonthly income streamthat is going to
have to last themfor life.

CHAI RMVAN PARSONS: Gerry very quick, and then we
will nove on.

MR. PARSKY: Just very quickly because | know we

are running out of tinme. First of all, | really appreciate
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the testinony both of you had. That is a very conpl ex
subj ect, and you have given a |lot of details.

| take away -- this is sonmewhat sinplistic, but
correct ne if | amwong. | take away fromthis panel
presentation, briefly, that if we don’'t invest the payrol
taxes in personal accounts, if that is a decision that we
moved away fromentirely, then the alternatives are raising
taxes; collective investnent of the funds. Am I m ssing
sonet hi ng?

MR. WEAVER: No. | think that is right, but I
think we both agree that collective investnent of funds al one
won’t solve the problem You are going to have to do
sonething with benefits or taxes.

MR. PARSKY: Thank you.

CHAI RVAN PARSONS: Ckay. Centlenen, very spirited.

| hope that the Stanford students felt that it was worth
getting up at 4:15 or 4:45 or whatever ungodly hour you were
forced to arise. Thank you for your participant, Professor
Shoven and Dr. Waver. W appreciate it very nuch.

DR. SHOVEN: Thank you.

MR. WEAVER MW/ pl easure.

CHAI RMVAN PARSONS: And | because we are running a
little late, we are going to go right into our next panel.

DR JAMES: Can’t we have a 5-mnute break? O |

am going to have to m ss what they say.
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CHAl RVAN PARSONS: We will brief you, because this
is going to be ny favorite panel. | amsure. Let’s be quick
about it, Estelle. Be quick about it. Don't pay any
attention to Estelle, l|adies and gentlenen. | couldn’'t help
nmysel f.

Al right. The panel that we are noving into now
consists of three distinguished young | adies who are going to
tal k to us about Social Security reformand wonen. And our
panelists are Suzanne Taylor, who is with the Nati onal
Associ ati on of Wonen Busi ness Owmners, Eloise Anderson, wth
the Carenont Institute, and Lisa Maatz, who is with the
A der Wnen' s League.

Ladi es, thank you very nuch for joining us. W
| ook forward to hearing you. W would ask, again, that
you -- we have your witten statenents, which will be nade a
part of the record. But for the benefit of those who are
assenbl ed here, if you could Iimt your oral presentations to
five mnutes each, that would give us a sense of where you
are comng fromand then a basis on which to sort of |aunch
some i nquire.

So, Suzanne, if you would start off, we would be
grateful.

SOCI AL SECURI TY REFORM AND WOVEN
By Suzanne Tayl or

M5. TAYLOR  Good norni ng, Chairman Parsons and
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menbers of the President’s Conm ssion to Strengthen Soci al
Security. Welcone to our lovely State of California, and |
must say | am pl eased that the experts proceeded us. That
makes our life a little easier, and | can just talk to you a
little bit about small business and being a small business
owner .

My nanme is Suzanne Taylor, and | am CEO of Safety
Alert, Incorporated, with offices in San D ego, Ventura,
Santa Barbara and St. Louis. Safety Alert provides nobile
crisis intervention services, training and consul ting.

In addition to being a small business owner, | ama
foundi ng menber of WPP, which is Wnen | npacting Public
Policy. | amalso the past national president of the
Nat i onal Associ ation of Wnen Busi ness Owmers, and | think at
this time we are in about 83 cities across the United States.

WPP is a national bipartisan public policy
organi zation that advocates for and on behal f of wonen
busi ness owners, strengthening their spirit of influence and
the | egislative process of our nation, creating economc
opportunities and building bridges and alliances to other
smal | busi ness organi zati ons.

W PP and NAWBO represent this country’s 9.1 mllion
wonen busi ness owners. Wnen busi ness owners today enpl oy
27.5 mllion workers, voters, and generate $3.6 trillion in

revenue. WPP has surveyed its nenbership of 200,000 and
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Social Security reformwas one of the top five issues that we
f ound.

The Center for Wnen' s Business Research, which was
formerly the National Foundation for Wnen Busi ness Omers,
our research arm found the follow ng statistics for you
about the State of California. California has nore than 1.2
mllion wonen busi ness owners, and that represents 39 percent
of all firms in the state. California wonen business owners
enploy 3.8 mllion workers and generate $549 billion in
sal es.

There are 102, 700 wonen busi ness owners in San
Di ego County. This represents 40 percent of all of the firns
in the county, and here we generate $46.2 billion in sales
and we have close to 600, 000 workers.

The problem for small business: The three-|egged
stool of Social Security, personal savings and public and
private pension plans is being increasingly threatened. The
pay-as-you-go systemw || becone a serious drag on the
econony and will limt economc growmh if it does not reform
soon.

The projected growh and the cost of Soci al
Security will crowd out other progranms. W are faced with a
Social Security systemthat is unfound, a rapidly aging
popul ati on and unaccepted | ow rates of personal savings. W

need significant public policy and social responses to these
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I Ssues.

Apart from questions of the systenis sol vency,
there are various factors that lead to differential treatnent
of wonen under the Social Security system Wnen, on the
average, live longer than nen. Wnen, on the average, have
lower lifetinme earnings than nen. H gher poverty rates for
el derly wonen persist under the current system w th warnings
signs for tonorrow.

Most wonen owned businesses are small or sole
proprietors, thus the FICA tax is the | argest and nost
burdensone tax for these businesses.

American wonen are nore likely to live in poverty
during their retirenent years than nmen and are al so
conparatively nore likely to rely on Social Security to
provide the majority of their retirenment inconme. The
proj ected cash and bal ances pose a disproportionate threat to
wonen’ s retirement security.

The rates of return on Social Security are abysnal,
especially for single persons and doubl e wage earners;
couples. Small business is severely and nore quickly
i npacted by sl ow downs in the econonmy. The current systemis
a serious threat to the health of small business because of
its damagi ng i npact to the econony, the uncertainty of the
gromh in Social Security base, which nust be natched by we

enpl oyers and the ever increasing cost of other benefits for
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enpl oyees.

Proposed actions to address the Social Security
probl em Congress nust stabilize the Social Security system
This may involve refornms of benefit formulas and/ or payrol
and benefit taxation, because any reformwll, in fact, the

current popul ous and future generations, small and | arge
busi nesses and the federal budget. |In summary, our country’s
entire econom c base.

Each consi deration nmust be carefully analyzed as
part of a whole. WPP and NAWBO s nmenbers believe the
followng principles may apply to the reform process: Nunber
one, permt workers to invest the retirenent payroll taxes,
FICA, in individually directed personal retirenent accounts;
i nsure ownership to wonen and stay-at-hone spouses through a
shared earnings rule.

Nunber two, oppose an increase in payroll taxes.
Did | say that |oud enough? Nunber two, oppose an increase
in payroll taxes.

Nunmber three, guarantee a safety net m ni mum
governnment benefit for all retirees that is nore progressive
and |ifts wonen out of poverty. Nunber four, preserve the
benefits of retirees and near retirees. Nunber five, oppose
governnment investnent in the stock market. And nunber six,
oppose general revenue transfers, primarily incone taxes, to

Social Security in the absence of structural reforns.

Audio Associates
(301) 577-5882




feb 90

O her organi zations have joined with us in the
alliance for worker retirenent security to support these
principles to affect real reformin the system A viable
Social Security reform proposal will reduce a projected
grow h of tax burdens upon future generations.

Each proposal nust be subject to a rate of return
analysis that relates total benefits to total tax
contributions. W know the problemand nust rebuild the
structure in a fair and equitable manner. W nust
concentrate on financial literacy training for society as a
whol e; any way we can hel p wonen invest their noney in order
tolive on it.

The private sector could step forward to reach out
to those requiring assi stance now when our corporate partners
in the financial industry provide a successful exanple of an
ongoi ng training program provided to novel nenbers through
corporate sponsored sem nars and conferences in the area of
financial literacy training.

Thank you for allow ng me the opportunity to
present these ideas to the conm ssion. WPP and NAWBO st and
ready to support structural reformin the systemtogether
wi th you. Thank you.

CHAI RVAN PARSONS: Thank you, Suzanne.

El oi se.

Audio Associates
(301) 577-5882




feb 91

SOCI AL SECURI TY REFORM AND WOVEN
By El oi se Anderson

M5. ANDERSON: Good norning. | think it is stil
nor ni ng, and thank you for inviting ne. | was asked not to
read ny paper, which | won't. So | amgoing to try to cone
at this probably froma different perspective than you have
had anyone el se cone at this.

For the past 30 years | have spent nost of ny life
trying to undo one of the Social Security titles, which was
called AFDC. So ny look at this programis probably sonewhat
di fferent than nost peoples’ |ooks that you have had before,
because | have | ooked inside of it very differently than nost
ot her peopl e.

So | amgoing to probably go over sone data that
you have already heard, but I want to kind of lay out how I
am t hi nki ng about this so when | get to it, | have got to say
you won’t fall off your chairs and you will understand where
| am at.

Spending on the elderly in this country anmounts to
about a third of the federal budget. | see this as a nove
towards socialism and when | hear people talk about other
i ndustrial countries, nost of which are high socialistic
countries, | see a push towards that. | amvery concerned
about that.

And then there is half of the domestic spending in

Audio Associates
(301) 577-5882




feb 92

this country is spent on the elderly. | have spent nost of
life | ooking at what happens to children and famlies. This
concerns me greatly.

The assunptions of the programthat were built in
the 1930s had a very different assunptions than we now live
in and the denographics were totally different than they are
now. Wen | was born -- | amnot a baby booner. | am ol der
than a baby boonmer. So when | say | was born, 53 percent of
the mal es and about 60.6 percent of females were expected to
reach 65.

Today 76 percent of the males and about 86 percent
of the females are expected to reach 65. So thisis alittle
bit different. Also, in the >40s, when | was a young kid,
when a mal e reached age 65, he was expected to live 12.7
years and a female 14.7. Today it is 16 years for a nmale and
20 years for a female, and it is going up

More of us will make 65 and live |onger than ever
bef ore, except poor people don’'t have the sanme kind of life
expectancy as wealthy people. W tend to think of poor mal es
as not living as |long, but poor fenmales do not |live as |ong.

| tease in ny famly and | say, if you didn't |ike
the noney Driving Ms. Daisy, you would hate Social Security.

In the 1950s every 100 workers took care of six Soci al
Security recipients. Nowit is 27, and it is going up. So

there are a lot of inplications into this worker stuff that I
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think we need to think about.

The system design is that of a welfare program
except that it is not the poor that are beneficiaries. Low
i ncome wonen have a shorter life expectancy than m ddl e and
upper income wonen. They have a | onger work history. They
tend to go to work early and work | onger years, and they
often divorce earlier in their marriages, which is an
i nportant issue here considering the structure of Soci al
Security.

Renmenber, this programis an old age and survivor’s
program basi cally, based on the assunption that wonen stayed
home and raised children and then they took care of their
husbands, of which many of us don’t do anynore, and snall
i ncone wonen have nore children than m ddl e and upper cl ass
wonen.

Rai sing children is what nost wonen do in their
younger ages and nost |ow i ncone wonen raise children usually
w t hout the support of a male high incone. And if they are
| ow i nconme, their husbands are usually | ow inconme as well.

They will pay Social Security taxes when they may
not be paying inconme tax. So how | amoften | ooking at this
is that low inconme wonen, in their prine of their life when
they are raising their children, usually take noney out of
their famlies to pay for the elderly who are better off than

t hey are.

Audio Associates
(301) 577-5882




feb 94

So, in many cases, the Social Security tax is taken
away fromchildren of |ow incone famlies.

The Social Security systemis not a wealth
establishment system W like to think of it as a
redi stribution system | agree. Usually it redistributes
noney fromthe poor to the wealthy.

When she dies, let’s say she dies at 60 and her
children are adults, she has not accunul ated any property
into this system This noney that goes into the systemis
not hers, and if she is lowincone, it is usually that she
hasn’t nuch else to give her children. This does not go to
t hem nor her grandchil dren.

Politics has a lot to do with the purposes of this
program and as | have watched it through the years,
dependi ng on who is in Congress, depends on who we get out of
it. Now a lot of people think this is an insurance program
but in 1937 | believe the Suprene Court said, no, it is a
pay-as-you-go system which is what we like to call it.

But what does that really nmean? |Isn’'t that kind of
really hiding the fact, when we say it is a pay-as-you-go
system that it is really a welfare system |ike we would
like to call it sonmething el se?

So one of the things that | think we need to do in
this country is be honest with the American peopl e about what

this programreally is and what it is not, so that we won't
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get so pani cky about tal king about change.

| believe that gradually, because nothing that we
do fast usually works out well -- | amnot even sure
gradual |y works out well when governnent is involved in it.
But we should gradually nove to a personal account system and
where we need to have |lots of education behind it,
particularly in our high schools. W need to have serious
econom ¢ cl asses in high school so students actually
understand the systemthat they live and actually begin to
understand how to invest and think about that.

The nost conservative prograns right now actually
pay a better return on the noney than Social Security. So
even an all bond programwould do better than this present
system t han we have now.

The very people that have been badly educated or
not educated in our present systemwll, in the future, have
to bear the burden of paying for the people who are now
[iving nuch better than them | believe, without a serious
change, we are going to be setting ourselves up for
generation warfare. Now, why do | believe that?

One is that we have a system which people who are
getting the benefits will tax the other people who have to
pay for it. And as we have nore and nore ol der people in the
system conpared to younger people, what will they do? They

will tax people who have to pay for it, which | believe wll
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set up a revolt in this country.

The next one, which bothers ne even nore, is that
there are |l ess and | ess households with children in them
whi ch neans fam lies who have children have | ess and | ess
voice in terns of how to protect thenselves and their
children fromwhat | would consider the taxpayers finding out
how to go to the pool and take care of thensel ves.

So ny concern is that if we stay in this system
|l ong-term the very people that cannot afford to pay for this
wi Il have to carry on their backs a |arger part of this
popul ation. Thank you.

CHAI RMAN PARSONS: Thank you, El oi se.

Li sa.

SOCI AL SECURI TY REFORM AND WOVEN
By Lisa Matz

M5. MAATZ: Sure. Chairman Parsons and
di sti ngui shed nenbers of the conm ssion, | appreciate your
invitation to testify on wonen’s profound stake in the Soci al
Security program and conmend you for recognizing that a
di scussion of Social Security and its future cannot be had
W t hout addressing the unique state of wonen in the system
as well as the realities of wonen's |ives.

As the majority of beneficiaries, wonen are not
only the face of Social Security, we are an inportant

constituency of this comm ssion.
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OAL is the only national grassroots nenbership
organi zation to focus exclusively on issues unique to wonen
as we age. Wile OAL and its nenbers work to inprove the
status and quality of life for md-life in older wonen, we
are al so concerned about the young wonen of today, wonmen who
remai n the nost vul nerable to poverty and retirenent
t onorr ow.

My testinmony will reflect the followng realities
of wonen’s lives, some of which have been articul ated by ny
fell ow panelists here: Wnen earn |ess, we take nore tine
out of the workforce for unpaid care giving, we don't
typically receive pensions and we |live |onger than nen.

This result, of course, is that wonen then are poor
inretirement. On this there is little dispute. But OAL
further asserts that wonen can’t trust the stock market to
make up for |ower earnings years out of the work force and a
| onger time in retirenent.

The inflation adjusted lifetinme benefits of Soci al
Security are nore than a safety net. They are a solid
financi al base on which wonen can depend.

Sone say the current system does not work for
wonen, using that as a rationale for privatization. |If
wonen’s retirenment security were truly the goal, there are
ways to inprove equity w thout radical changes that underm ne

the social insurance nature of Social Security.
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Let me begin with these realities of wonen |ives:
As | said, they earn less. Unfortunately for a |ot of wonen
poverty begins, especially for wonen of color, the first day
they enter the work force. On average, wonen earn about 72
cents on the dollar that a man earns, while that decreases to
65 cents for African Anmerican wonen and 52 cents for Latinos.

VWile | agree wwth the conmm ssion’s enphasis on
i ncreasing savings, | would submt that you can’t save and
i nvest noney that you do not earn, which wonen cannot save
their way to parity wwth men. Wnen also take tinme out of
the work force for unpaid care giving; in their younger years
for child rearing and in md-life for spouses and parents.

For the average wonan care giving will nean about
14 years out of the paid work force. W nen also live |onger
as we know. If today’'s trends continue, wonen will still out
live nmen by an average of about six years. Living |onger may
be a blessing, but it is also a financial nightmare.

Wthout the lifetine benefits of Social Security,
wonen woul d face the very real threat of out living their
assets. So the result, of course, is that wonen are poor in
retirement. Today the average woman in America struggles to
make ends nmeet on a limted annual incone of roughly $15, 615.

This is conpared to alnost twi ce that for nen.
So, depending on this nythical three-|egged stool

of retirenment, Social Security pensions and personal savings
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has never worked especially well for wonen. Qur work
patterns and | ower wagers nmeke the last two | egs unsteady at
best, and while not perfect, Social Security is still the
nost reliable foundation for wonen’s retirenent. Wthout it,
OAL estimates that half of our ol der wonmen would fall into
poverty.

A system of private accounts woul d di sadvant age
wonen fromthe outset. Whnen would start out with less to
invest, would | ose the often desperately needed cost of
living increases, and because of our |ongevity, could outlive
out assets.

How woul d a privatized system provide a safety net
for divorced wonen, w dows, survivors with young children
wonen with disabilities and others? Social Security is just
that; a social insurance policy to provide security when life
takes tragic or unexpected turns.

A 35-year-old wi dow woul d probably not have enough
saved in her or her husband's private accounts to hel p keep
her famly fromfinancial ruin, but Social Security would
protect them

Privati zation advocates are pitching such reforns
with a lure of a better rate of return, an argunent that |
t hi nk sounds appealing. But | think this is also m sl eading
because it sinply conpares apples to oranges.

The size of wonen’s Social Security benefits are a
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reflection of the |ack of pay equity and tinme out of the work
force for unpaid care giving. It is not froma poor return
on the dollar, yet you can’t conpare Social Security’s
guaranteed inflation protected lifetinme benefits, not to
mention the disability and survivor’s insurance with an

i ndi vi dual account that carries no such protections and many
nore ri sks.

The comm ssion’s interimreport also | ooks at
quirks in the benefit structure that could pose problens for
certain groups of wonen. It is true that nore than anything
el se race and marital status will determ ne a woman’s
financial security in retirenent, but private accounts coul d
only exacerbate these disparities.

The progressive nature of the programis critical
for all wonen. Especially wonen of color. Further, wonen of
color and their children are nore likely to need Soci al
Security survivor and disability benefits, a critical
protection of the programthat privatization plans have yet
to duplicate. Divorced wonen also stand to | ose.

If we use the exanple of private pensions, under
private accounts a wonman woul d no | onger be automatically
covered by her ex-husbands’s work record in the event of a
disability, his early death or retirenent. Even if she was
to win a share of his private account in a divorce

settlenment, a |lunp sumcould not match Social Security’s
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inflation adjusted lifetine benefits.

Hi s private account sinply cannot offer what Soci al
Security does.

In light of these criticisns, the first question
that is thrown at opponent’s of privatization is usually,
wel |, what would you do to fix it, and that is a fair enough
guestion. But | think, in sonme ways, that is also m sleading
because this inplies that privatization is sonehow a sol ution
to any potential solvency problemwhen, in fact, it actually
hastens a shortfall by as much as 15 years.

OAL wants to address | ong-term sol vency questions
to insure the longevity and the health of this critical
program but we reject alarm st proposals that threaten
Social Security’s fundanental guarantees. It is a bal ancing
act, and there is no silver bullet. But there are
adj ustnents that can nake the systemnore secure far into the
future.

First, Social Security can be strengthened by using
general revenues, in addition to the current direct payrol
taxes, to guarantee the programwl| be able to neet all of
its obligations in 2038 and beyond.

Second, we shoul d consi der nmaki ng nore earnings
subject to the payroll tax and credit them benefit
cal cul ations, thereby closing as nuch as 75 percent of the

sol vency gap. W mght also invest a portion of the trust
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fun in stocks. This maintains the shared risk/shared benefit
nature of Social Security, while potentially grow ng the
trust fund surplus at a faster rate. Private pension plans
often use this tactic to share the risks, while maxi m zi ng
the return.

Lastly, we should discuss increasing the payrol
tax for enployers and enpl oyees around the year 2020. Now
know this is not a favorite option, but this proposal still
has a place in the solvency discussion, as you can hear.
Every panelist has tal ked about it in sone way or another.

If it helps to preserve the universal soci al
i nsurance nature of Social Security where no one individual
is left to sink or swmon their own, then it may very well
be worth the cost.

| thank the comm ssion for the opportunity to
testify, and I wel cone your questions.

CHAI RVAN PARSONS: Ckay. Do you want to start us
of f, Tin®

MR. PENNY: | guess | could do that. | would |ike
to pose this question to the final wtness, M. WMatz.

You tal k about increasing the |evel of incone
subject to the payroll tax as one possible of way filling the
gap that will certainly exist as this program noves forward.

Yet, just a few short years ago, our previous President,

M. dinton, rejected that notion, indicating, for a variety
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of reason, that it would undercut broad base support for the
program making the systemnore of a transfer program A
signal to certain taxpayers that their return on investnent
woul d be significantly worse sinply to sure up the overal
nature of the system

How do you respond to that dilemma of public
support for a systemwhich alnost certainly will be difficult
to maintain if our only answer to the systenmis future is to
i ncrease payroll taxes on all workers or to expand the anount
of incone subject to payroll tax, which will have nothing to
do with any increased return for those higher inconme workers?

M5. MAATZ: Right. | think that is an excellent
poi nt, because | think one of the things -- regardl ess of
where we are coming at in ternms of Social Security reform
one of the things we can all agree on is the fact that part
of the issue is that we don’t have the |level of public
awareness that we need in terns of accurate information so
t hat peopl e understand what their benefits are or what they
could be entitled to; what their stake would be in a system
that was changed. That is a really good point to follow up
on.

| think part of what is going on nowis that in
terms of the progressive nature of the programit is not just
replacing incone and retirenent. So we can’t look at it just

as a return on an investnent, so to speak. It is not an
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i nvestment vehicle.

Social Security is of a social insurance nature,
whi ch neans that unfortunately, while sone of these fol ks may
think that they are not getting a good return in terns of a
rate on the dollar and conpare it to the stock market, |
think unfortunately -- or one of the things that we need to
do is educate themthat there are other benefits that they
are receiving.

They are receiving disability insurance. They are
receive survivor’s insurance for spouses and for their
children in the event of an untinely death; so that there are
ot her benefits to the Social Security program And if we
educate people to see it nore than sinply as an investnent
vehicle for retirenent, that they can be, | think, taught to
appreciate the other benefits that conme to play.

MR PENNY: Well, if we admt that it is
essentially an incone transfer program it is clearly better
to admt that by just followi ng your first suggestion to make
this a general fund transfer, because that is progressive
t ax.

What do you see as the benefits or disadvantages of
sinply dealing with Social Security’s future through a
general incone tax transfer into the Social Security systen?

MR, MAATZ: What do | see as the di sadvant ages
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MR. PENNY: Pros and cons.

M5. MAATZ: |’'msorry. \at?

MR. PENNY: What do you view asa the pros and cons
of primarily relying on a general fund or an incone tax
transfer in the Social Security systenf? You know, based on
your answer to the previous question, it seens to ne that you
don’t have a problem w th burdening higher inconme individuals
with support for the Social Security system because it
supports these safety net aspects, and |I think we all want to
preserve the safety net aspects.

But a general funds transfer basically makes sure
that the contributions are made in progressive fashion and
that the benefits paid out are divorced fromany anticipation
that you are going to get a return in your investnent, that
you are basically just transferring -- that we are
deliberately transferring inconme in this fashion.

Coul d you speak to the pros and cons of this
approach as opposed to continued reliance on higher payrol
taxes for the same purpose?

M5. MAATZ: Well, actually | think -- | don’t think
any one of these things that | tal ked about, in terns of
itenms for discussion, would obviously on its own take care of
any problem And so | think part of this is that there would
be different elenents of this brought into the m x, and ot her

i deas as wel | .
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| don't admt here to be an econom st, but | am
| ooking at things fromthe perspective of ny nenbers and the
kitchen table economcs that they use. So fromtheir
perspective, the notion of using general surpluses to fulfil
the prom ses of Social Security is not a bad deal,
particul arly when, back in the 1980s, sone changes were nmade
into the system

We intentionally increased the payroll tax so that
we would build a surplus and so that we could be prepared for
t he baby booners. Anmerican workers, in good faith, paid that
tax, and | don’t think they are unreasonable in assum ng that
that tax noney, regardless of all of the discussions that we
have had here about whether they are 10OUs and exactly what
the trust fund is and whether it is an asset or not.

| don’t think that -- | think it would be unfair to
the Anerican worker to then go back and say, well, that noney
that you paid as an intent for that surplus is not going to
be used for that or that their benefits are sonmehow going to
be cut because we won't use all of it.

MR. PENNY: Al of your options essentially rely on
hi gher taxes to deal with the long-termcash flow problens in
the system But in sone respects it cones down to this: You
pay nore, but it doesn’t get you nore.

So that seens to nme to cone right to the sane point

that you have just rejected, that you want all of these extra
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taxes to give people sone sense of return on those taxes.
But if we keep going in that direction, this doesn’t buy them
anything nore. |If we keep -- you know, whether it is a
general fund transfer, which is incone taxes, or a payrol
tax increase and an expansion of the incone subject to
payrol | tax.

Al'l of this means putting nore noney into the
system but it doesn’t give any of these individuals any
addi tional benefits back fromthe system So doesn’t that
ran out of steam at sone point?

M5. MAATZ: Well, | agree with earlier panelist,
M. Weaver’s, supposition about doing sone investing in the
stock market wth some of the surplus funds. So I don’'t
think everything that I amtal king about here is going to
rai se taxes.

| think there are other ways that we shoul d explore
to try and naxi m ze the surplus while we have got one, and |
al so recogni ze that sone of the things that | have proposed
as i deas for discussion are sonmewhat outside of the
conmm ssion’s purviewin terns of what you were charged with
doi ng.

But the notion of using additional tax revenue, of
using -- of raising taxes on the m ninum |l evel of incone that
is available to be taxed for Social Security |I think are al

good things that could be used to guarantee this m ni mum
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floor, this mnimal |evel of benefits that people need.

| think one of the things that is inportant about
Social Security is that it is one of the nost successful anti
poverty prograns of all tinme, and while we recogni ze that
there are things here that we need to fix so that we insure
that it is for our children and our grandchildren, | don’t
think that you throw out the baby with the bath water.

And so what you try to do is keep a programthat
has these protections and these insurances and this m ni mum
floor for eligible people based on work, and you do what you
can then to inprove the solvency based on a variety of
options that a |lot of great m nds are working on.

CHAI RMVAN PARSONS: Estelle.

DR. JAMES: First of all, in your comments you
referred a fewtinmes to the inportance of survivor’s and
di sability insurance for wonen, and |I just want to reassure
that no matter what else we do, there certainly will be
survivors and disability insurance provided under whatever
reformto strengthen the Social Security programthere is.

| nmean, no one is thinking of a elimnating that
conponent. In fact, in every country that has introduced a
two-tier partially tax, financed partially individual account
system all of these systens include survivor’s and
disability insurance.

Sonetinmes the role of providing that is shared

Audio Associates
(301) 577-5882




feb 109

bet ween the public and private sectors, but that insurance is
al ways there and it is always mandatorily there. So | just
want to reassure you on that score.

M5. MAATZ: Thank you. | appreciate that. You
won't mnd if | hold you to it, wll you?

DR. JAMES: You see, everyone agrees with ne.

Secondly, | have actually been doing sonme research
on the inpact of Social Security reforns on nmen versus wonen,
| ooki ng at the experience of other countries. And | amin
the mddle of that research now So we don’t have all of the
results.

But two results -- two kind of generalizable
results are clear, and that is, first of all, it sonetines
doesn’t help matters to just tal k about wonmen versus nen, but
rather, wonen and nen are differentiated in many ways and
there are many different categories of wonen. There are
wonen who work and wonmen who don’t work and wonen who work
part of the tinme and rich and poor wonen and so forth.

And one of the things we found is that both the old
tradition -- and I think these findings incidentally woul d
apply to the U S. as well as other countries, which is why |
am nentioning them

Both the old systens and the new systens treated
these different groups of wonen somewhat differently. So,

for exanple, it is not unusual in the U S and el sewhere that
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wonen who are spouses -- wonen who haven’'t worked and are
married to men who may be high earners have received rather
generous benefits just by virtue of their husbands working.

And in conparison you mght |ook at a dual career
famly that has only nodest earnings, and the woman has been
contributing all of her life and may end up getting no
addi tional benefit by virtue of those contributions than she
woul d have if she hadn’t made any of those contributions at
al | .

And so, you could say that those two wonen receive
very different treatnent or different returns under the old
system and indeed they will also be treated differently in a
new system where one m ght be contributing to an individual
account and the other isn't. So that is one inportant
di fference.

You have to think of the needs of different groups
of wonen and prioritize and think which are the nost
i nportant; which are the nost pressing that we should bear in
mnd. So that is one general concl usion.

The second conclusion is that the inpact of both
ol d pay-as-you-go system and a new systemthat includes a new
i ndi vi dual account conponent depends a | ot on the details of
how the old systemis reformed and how t he i ndi vi dual
accounts are constructed.

So the two questions | would Iike to ask you com ng
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out of that are if you were to prioritize the needs of
di fferent groups of wonen, which do you see as nost pressing
and nost inportant for us to bear in m nd.

And secondly, how would you -- what are sone of the
det ai l ed changes that you woul d suggest? There w |
certainly be a role for a continuation of a pay-as-you-go
part of the system \hatever ultimtely energes from our
recommendations, there will certainly be sone continuing
pay- as-you-go part.

So how do you suggest that that be changed in a
detail ed way, besides reliance on general revenues? But how
woul d you suggest that the fornulas and the distribution of
t he benefits be changed? And how woul d you suggest that the
i ndi vi dual account conponent should be constructed so as to
bear the needs -- the nost pressing needs of wonen?

M5. MAATZ: |s that for ne conpletely or ---

DR JAMES: It is for all. | welconme suggestions
especially on the second. WlIl, yes. On both of those.
can say that is a question for all three panelists. Yes.

M5. MAATZ: The devil is always in the details, and
quite frankly, | do not envy the conmm ssion; your task in
shifting through all this information and trying to cone up
with -- and doing your good faith best effort in trying to
cone up with sonething that you think can be plausible. |

think that is a difficult task.
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In terns of different groups of women, | think
there are a variety of different needs in terns of the
current Social Security systemand certainly any reform
systemthat woul d be under consideration.

For wonen of color, who traditionally tend to be
| oner wage workers and who also traditionally tend to use the
disability and survivor aspects of the program nore
currently, those are obviously issues we need to take into
account. \Wat would be the m ninumfloor of benefits and is
t hat going to be adequate.

What is going to happen precisely in ternms of
disability issues and survivorship issues, especially for
children who are survivors of parents who die early?

| think we also need to pay a ot of attention to
what is going to happen to single and never married wonen,
which is an increasing cohort now, wonen who will never,
regardl ess of the -- kind of sone of the inconsistencies and
quirks of the current systemand be able to rely on a
partner, spouse or retirenent incone.

So again, we need to ook at m ninmumfl oors of
incone. W also need to | ook at sonme of the disability
benefits. Particularly for them Because in all I|ikelihood,
if they are single and never married, they may not have ot her
support systens that will be hel pful for them

Certainly, if we talk about married wonen, things
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that they need that they are going to be concerned about,
obvi ously survivorship issues. They are going to be very
concerned about their children if sonething happens to the
breadwi nner in their famly. It certainly will be concerned
about sonet hi ng happening to their spouse and how they are
going to maintain the standard of living for thensel ves and
their children.

And al so, obviously the widow s benefits there. W
know, for nost wonen, that we tend to outlive our spouses.
And so part of what every famly struggles with when they sit
down at the kitchen table is trying to figure out, in the
event that this happens, how are we going to handle this?

What are you going to be left with and how are you
going to pay the bills and do what you need to do? So for
wi dows, | think that is sonmething that we would have to pay a
ot of attention to. | wll let my other panelists junp in
here on different groups of wonen.

M5. ANDERSON: | am a believer in owning property,
and | think that the old systemwas structured for mal e head
of househol d, single worker, wonmen at hone raising children.
And so, as you |l ook at the benefit structure around anything
that coul d possibly happen, that is the basic design.

| think we probably need to nove closer to
everybody having their own individual account that is theirs

and the ability to, if sonething happens to them pass it on
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to whoever they want. A spouse, ex-spouse, whatever.

One of the things that is very interesting to nme is
t hat peopl e get divorced very quickly, and so a | ot of people
who reach -- have married early in their life and never get
married again think they get a part of their dead ex-spouse’s
Social Security and find out that they didn't live up to the
10-year marriage rule and they don’t get anyt hing.

So you have all these. And then you have got if |
marry four or five tinmes, depending on how!| do this, |
actually nore. So, | nean, you have got a | ot of ganmes in
this systemthat | think are just wonderful ganmes. But they
are not really understandable for nost people, and they are
still based on the structure of the guy goes out and kills
the bear and brings it home to eat and nomis going to fix
t he di nner.

| think we ought to nove to a structure where if
you work, you establish an account and that account is yours.
And if you are married and sonet hi ng happens to the other,
you get that account, because that is the way we kind of do
t hi ngs.

Now t here are kinds of other things that happen to
people in life. Sone of us get disabled, some of us die
early; all kinds of things go on and there are other ways to
deal wth those other issues.

Ri ght now, if you don’'t nmake enough noney in the
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present system we have an SSI program which we don't I|ike
to talk about it. But it sits there to underpin the poor.

So maybe what we want to think about is if we have a floor,
it is up to the SSI system Not necessarily to put that

i ssue inside this program So you have a retirenent program
which we like to call an insurance program which | beg to
differ with you

But it is a programthat tries to do too many
things, and ny concern is it is |like a car. |If you have got
a car that has all of these little things, when one goes
wrong, everything goes wong in it.

So ny view is back out of all of these things we
are trying to do in this programand try to do one thing and
maybe do that well, which is to provide a retirenment program
which is property for people that we can pass on to them

Now, can we get there fast? | don't think so, and
| don’t think we can get there fast because you have got
peopl e around ny age and ol der who don’t believe anything you
tell them because this is what we have been telling them
since the 1930s; that this programis sonething that it
isn't.

Then you have got younger people who have no faith
in this programat all who are nmuch nore willing to invest
and take nore risks. So you are going to have to try to

figure out how to take care of those of us who are ol der and
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want to hang on to this programwhile you create a new system
for those who are young.

And whatever you do, don’t make it gender specific.

Make it worker. And if you can in any way, nmake it cover
everybody who is a citizen or resident of this country.
Don’t have it if you work, you get it, and if you don't, you
don’'t and | et everybody be able to put init.

Now, how you create this new nonster | do not know.

But whatever you do, don’t make it do nore than one thing.
Don't make it try to solve poverty. Don't make try to do
disability. Don't make it try to do all of these other
things. Just have it be there for retirenent, and then let’s
do all those other things in sone way.

And then | think we will get out of this confusion,
and we won’t be trying to hold on to this because we want to
take care of the disability, hold on to this because we want
to take care of survivors, because we want to take care of
the poor. W can do that in other ways, and that may be a
nmore honest way to go about this.

And we m ght get far nore support if we say, yes,
we are going to take care of the poor who are elderly in the
general fund. | nmean, | know we don’t like it, and the
reason we don’t like it is because of the stigna attached to
it. | nmean, we mght as well put that out there.

| don’t’ want to be in a welfare program | worked
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all ny life. | don't deserve to be in a welfare program
Call it whatever you want to. But in reality, that is what
it is, and so ny viewis to develop individual accounts,
figure out how to take care of the poor, figure out how to
take care of the disabled, figure out howto take care of the
survivors and | et everybody who lives in America and works in
Anmerica be able to go into the system

M5. MAATZ: If | could just respond, if | mght.
My concern with a good portion of that is that if we --
obviously, if you dismantle the systens, that it doesn’t have
all of these other protections. You are taking away the kind
of fundanental we are all in this together flavor of Soci al
Security, which | think is actually one of its great
benefits.

But beyond that if we, for instance, just nmade
Social Security a retirenment vehicle and thought about the
i ssues of poverty and disability issues and survivorship
issues later, I would be really concerned about that, because
we all know and we have seen it in the last 10 years easily
and certainly years before that, that prograns for the poor
are the first ones to be cut. They are the easiest targets.

You can |look at welfare reformfive years ago. You
can | ook at a nyriad of progranms, both statew de and
national. But prograns for the poor are usually the nost

vul nerable. So sonething that doesn’'t have those protections
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| think woul d be cause for concern.

CHAI RMVAN PARSONS:  Suzanne

M5. TAYLOR | amgoing to junp in with alittle
di fferent bat maybe. | have been thinking a | ot about this,
knowi ng that we were going to testify today, and | think one
of the ways that small businesses, which, as you know, is one
of the fastest grow ng arenas, both wonen and mnority owned
busi nesses could help inthisis -- | talked a little bit a
literacy training program

| think we need to sit down with our enployees and
take a |l ook at helping themw th their own resources, but
al so wanting the governnent to understand that as a snal
busi ness and a woman owned business ny first goal is to pay
as nmuch noney as | can to ny enpl oyees.

Ei ghty percent of ny staff are wonen, and | would
say 50 percent are mnorities. Wat that does for ne is
allow nme to bring people into a training programw thin ny
own conpany and to give them hi gher and hi gher wages; that if
| have to face higher and hi gher taxes, not know ng t hat
there is going to be alimt, then | have -- as governnment
funded prograns | have to reduce ny expectations for what |
can do in hel pi ng peopl e.

And | think we, again as snmall enployers, have an
obligation to our enployees, and | think that is where -- if

we | ook at how fast wonen business owners are growmng in this
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country, mnority owned business, work with us so that if we
are on a ceiling rate or if we want to pay people nore noney
and -- there is this whole battle around m ni num wage ri ght
now.

| haven’t paid anybody m ni numwage. | don’'t even
know when | last did that, but a nunber of enployers do. It
is an issue for them How do you work with us so that we
m ght participate with you as enployers and be able to take
care of our enpl oyees?

And then, for people who don’t have that safety net
of being in a conpany that is working towards higher wages
for them that is where | think the literacy program needs to
cone in, and | think that can be done also with corporate
Aneri ca.

We have an excellent relationship wth banks and
financial institutions as NAWBO, but it allows us to train
our wonmen who are just comng into being a wonen busi ness
owner who don’t have all of the tools.

But here is this corporation, like Wlls Fargo or
Principal Finance, that is saying let nme help you | earn about
retirement accounts. Let nme help you | earn about how to set
it up and structure it so that your enpl oyees know what ki nds
of taxes they should be paying and how t hey shoul d set aside
nmoney, which brings ne two other issues.

One is the 401K program M current conpany has
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been in business five years. | would very nmuch like to set
up a programwith matching firnms, but I amlimted by a
ceiling in nmy government contracts which says that that is
not really something they want ne to get fromtheir funds
that they give ne. It is pretty nmuch a line item budget.

So how do |I set up individual retirenment accounts
W t hout just saying to nmy enpl oyee, here, you do it. | wll
set it up for you, but it is going to cost nme over $1,000 to
admnistrate it, and I can’t match it; if we had sonme freedom
around that perhaps and being able to set up retirenent
accounts and the profit margin and not worry about taxation.

The other thing that has happening, | think, out
there, and | amsure there is not a lot of synpathy for it,
is the dot.comers who went in and a | ot of young peopl e put
their trust in stock options, and now t hey are payi ng taxes
on stock options that they have | ost.

And that is sonething we need to take a | ook at
t oo, because as much as we all supported it and the venture
money rolled into all of the dot.comers, a lot of us out
here are running solid businesses everyday. And for wonen,
four percent of the venture capital dollars cone to wonen.

Now, there is sonmething wong also with that
statistics. So, those are just sone of ny thoughts.

CHAI RVAN PARSONS: Ckay. Gwen and then Fidel.

M5. KING They are excellent thoughts. | thank
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you for them

W have made a point of saying over and over that
our intent here is not to alter in any way the survivors and
disability programs. | think it is inportant also to
reiterate that our work will not at all overturn or undo
benefits that people are currently receiving on Soci al
Security.

Current retirees who are receiving Social Security
benefits will continue to receive Social Security benefits,
and people who are nearing retirenent are also not going to
be under the unbrella of the changes we are proposing. For
t hose who are sayi ng what does that nmean, does that nean one
year away or two years away?

We really haven’t settled on nearing retirenent.
But those who are currently receiving benefits wll continue
to receive benefits. So | don’'t want people to be confused
by the discussion here around possi ble changes. | want you
to understand what it is we are trying to do.

But specifically, to the points that were raised by
Ms. Anderson and Ms. Taylor, | think it is going to be very
inmportant for us to think about getting that kind of
information and training to people at a fairly young age.

Ms. Anderson, | think you and | are about the sane
age, fromwhat | could tell fromyour testinony, and | won’'t

put any nunbers if you don’t.
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M5. ANDERSON: Ckay.

M5. KING But | know that growing up in New Jersey
and goi ng through high school and even going through coll ege
| sonehow m ssed having to do anything by way of financial
preparation, even though | worked fromthe tinme I was 16
years old, and | paid into Social Security.

And when | get ny personal earnings and benefit
estimate form | see that | actually paid in fromthe tine
that | worked. But | didn’t really understand how i nportant
that was going to be until now that | amstaring retirenent
in the face.

| think if people at a very early age, particularly
young wonen, understand how inportant it is for themto begin
a savings program it wll hold themin good stead as we nove
forward towards the tinme when Social Security will not be

able to do it all.

And so, | amvery focused and very interested in
the idea that financial literacy training is sonething that
NAVWBO has an interest in. | think it is good for young nen

and young wonen to understand that if they put aside even a
smal | amount on a regular basis and that if they -- if they
don’t touch it, that has the potential for real growh, and
that is really what | am focusing on when we | ook at a
personal retirenent account.

For ny part, a personal savings account, if | had
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done that 30 years ago, | would be in fat city right now

But | didn"t. You know, again, Eloise, to your comment. You
rai se your children, you do all the things that you have to
do -- sonebody said she is already in fat city.

But let me tell you that you had to scranble the
| ast 10 years in your working career to get there. GCkay?

And it is not easy. It is not sonething that cones easily.
So you don’t want to fritter it away. You don’'t want to
fritter anay the tine.

And so, | aminterested in your view on what it is
we need to do with young people, particularly before they get
to 50, 60 years old, by way of having them understand how
inportant retirenent prograns are, how inportant the Soci al
Security programis for survivors, for disability for old age
and why there should not be an understanding that if you are
| ow i ncome when you are elderly, it is okay to appreciate
what conmes to you no matter what it is called. And | am
speaking now to the stigma i ssue of SSI.

M5. ANDERSON: Well, when I was in high school
whi ch was many noons ago, we actually did have it called Hone
Economi cs. And in that Home Econom cs course was a thing
cal | ed AKnow Your Money, @and one of the things that they
tal ked about then was how to pay for retirenment. Mst of us
were from blue coll ar backgrounds.

Many of us canme fromblack famlies who didn’'t have
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all of the insurance things that white famlies had. So we
didn’t have -- many of us didn't have the benefit of being in
Soci al Security because our jobs were not covered by Soci al
Security. | think our view nowis very different than ny
view of growing up in the system

So there were a ot of occupations in the earlier
years that were not covered. Many of those occupations --
bl ack fermal es particularly found thensel ves and donestics
weren’'t covered.

So when | got to high school, there was a | ot of
i nput on savings, and | renmenber ny nother belonging to a
group. We didn’'t come froma very rich famly. So this
notion that poor people can’t save is mal arkey. They had
what they called a savings club, and | believe this was
bef ore mutual funds cane out.

They woul d all get together once a nonth and they
woul d | ook at the stock market and figure out what they were
going to do, and there were five or 10 of them 1|ike a book
club. And then, when nmy nother cane to live with nme and she
brought her little portfolio, I was |ike where did that cone
fronf

But one of the things with Social Security, in
terms of how it handles the poor, is it pushes out the
ability for poor people to save, because it is busy taking

their noney. So where a poor person could save -- and it
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doesn’t sounds a lot for those of us -- maybe $10.00 a nonth,
wel |, that goes off to the taxpayer now.

So as we talk about taxing nore and nore and nore,
we forget that poor people have to pay the taxes as well,
even though they don’t pay the other taxes. So ny belief, in
wat chi ng poor famlies over the years, is that the Soci al
Security tax has actually pushed out their ability to save
and it pushed out their thinking that they needed to save.

So those two things together to ne | think are very
inportant. If | tell youl amgoing to take care of you, you
are going to spend everything you can right now. | nean,
let’s have the good |ife, because | don’'t have any incentive
to take care of nyself. And governnent has said | am going
to take care o . So, in taking care of you, | don't |ook at
my future; | don’t take care of it.

| think we have to, as a country, get out of that
notion that we are going to be taken care of fromcradle to
grave and start putting sone of that responsibility back on
t he individual person. As we do that, |I think you will see
nmore and nore people step up to this.

You may not renenber this, but there was a tine
when we didn’t believe that Americans could take a 20-year
nortgage and pay for it. OCh, you have got to pay for your
house up front because we didn’'t trust the American people

could do that. Quess what? Most of us do 20 and 30-year
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nort gages and we pay for them

We have to start trusting ourselves; that we are
not stupid. W know how to do these things, and just because
we are poor, it doesn’t nean that we won’'t save. It doesn’'t
mean that we won’t take care of our future, if we have sone
trust in us. W don't need governnent to do everything for
us.

CHAI RVAN PARSONS:  Fi del .

M5. KING Eloise, thank you very much. You are
younger than I am W only nmade gathered skirts wth zippers
in themin Home Econom cs.

CHAI RVAN PARSONS: At | east there were zippers.

(Laughter.)

CHAI RVAN PARSONS:  Fi del .

MR. VARGAS: Thank you again for taking the tine to

be with us today. | think I amthe | ast question. No.
There is one mnute. Okay. | was going to do a wap up, but
| will let her do that.

What | heard fromall of you that you had in common
were three things, and | think they are three things that |
am focused on as well. One is the issue of equity, in terns
of how wonen are treated in general

You all nentioned that currently with the system
now and any proposed changes in the future. You all talked

about the system of a m ninum guarantee. For you it is a
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little different than for Lisa, but there is a sense that the

governnent, at sone point, has a responsibility, whether you

call it Social Security or whether you call it sonething else
and you take the other side out of it. | think that is
critical.

And finally, although you didn't touch on this,
Lisa, but | would say that you wouldn’t disagree with it, is
the issue of building personal wealth and financi al
i ndependence, that that is an issue that you are interested
in at sonme level. And you didn’t touch on it, but you
woul dn’t be opposed to that.

So again, | see a comonality; sonmewhere where we
can all agree and that, to ne, is a good start.

And now for Lisa, one of the things that you
mentioned -- and | want to say sonething. You are a
Denocrat. Right? Because | ama Denocrat. | just want to
make sure that --

M5. MAATZ: OWN is a nonpartisan organization.

MR. VARGAS: Ckay. | apol ogi ze.

(Laughter.)

MR. VARGAS: M point is that the positions that
you are advocating can tend to be associated wth people who
are nore liberal or denocrats or what have you, and |
consider nyself a pretty progressive Denocrat.

And you said sone things that actually concerned
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me. You said we are all in this together. And the issues
that you brought up, in ternms of howto deal with the
shortfalls of the Iong-term problens, are the kinds of issues
that | think FDR back then and even soneone |ike Robert Ball,
who | served on the Social Security Comm ssion with in >94
and >96 woul d argue -- would underm ne the support that
currently exists for Social Security by going to the point
where it goes from being progressive to being absolutely a
blind wealth transfer.

You know, general fund revenues, increasing the
payroll tax. What is your sense about how the American
t axpayer woul d respond to sonething Iike that and how woul d
it pay out?

| am curious because these are sone pretty -- and
another thing is | want to comend you because you put the
specifics into this. Mst people haven't taken the tine, as
far as | have seen, to put these specifics in, and they are
fairly progressive | would argue.

But what do you see as the response to this and how
practical do you think these solutions are going to be in
terms of how they would play out.

MS. MAATZ: Thank you. And | do need to preface,
of course, that I amnot an economst. | amcomng at this,
as | said, fromkind of the kitchen table econom c

perspective that ny nmenbers represent.
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Al of these -- as | said earlier, you know, there
isn't a silver bullet. It is a balancing act, and the
problem-- or the issues that we are facing with Soci al
Security are difficult issues.

In terns of how the average taxpayer would react, |
don’t know. | nean, | am an average taxpayer, and | know,
from personal experience that, for instance, the disability
benefits are critical.

So, you know, in ternms of how the average taxpayer
woul d react | think that nost taxpayers don't like to
necessarily see tax increases. But at the sane tine, if they
feel like they are getting an appropriate benefit for that
nmoney, regardless of what it is, they are nore prone to
accept it.

The other thing is that there are a | ot of
t axpayers who don’t like certain prograns and pay their taxes
anyway. There are a lot of folks who don’t |like certain
el enents of defense. There are a |ot of fol ks who don’'t
under st and how nmuch of their taxes go to the highway trust
fund and go to, you know, research on geese in Mchigan, for
instance, that is inportant for ecol ogi cal standpoints.

But | amjust saying there are a | ot of taxes out
there, but not every person, every |lay tax person,
under st ands precisely where their noney is going. You know,

| don’t want to get philosophical, but it is a denocracy, and
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we el ect people to make these choices for us and woul d hope
that then, in that situation, they nake the best choices.

MR. VARGAS. And | know that you said you are not
an econom st, but the reason | ambringing that up is it
woul d be interesting for you to get really clear as to
the -- just the staggering nature of the increase, in terns
of taxes, that it would take to not fix the long-term
problem but just to sure it up, as you are suggesting.

And ny sense is it wouldn’t be an issue of | don’t
-- | would rather spend noney on education versus spendi ng
noney on defense. It would be an issue of huge chunks of
incone being literally appropriated from peopl e’ s paychecks
in order to support a system and | think what it would do,
as | have heard others argue, is absolutely underm ne the
support that there currently is for Social Security, even
with the progressive nature that it has now

And | think that is sonmething that we are
interested in maintaining and strengthening, but when you
tal k about sonme of these suggestions, the nunbers, when you
go through them are staggering.

M5. MAATZ: | think part of it though too are --
you know, | have seen polls that have been done w th younger
wor kers, and young workers inevitably always say that they
believe the elderly and other folks, in terns of survivors

and disability insurance, should get a fair benefit that wll
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hel p keep them out of poverty.

The ot her thing though that | think we overl ook
here is that for younger people there is a certain anmount of
enlightened self-interest, in the sense that if we have a
safe and secure Social Security program that is perhaps then
funds that we may not have to draw from our incone that we
use to hel p support our parents, that we use to hel p support
soneone in our famly who has a disability; so that that is
t hat noney then that we could perhaps use for our own
retirement or perhaps -- you know, at |east for our
children’ s education or whatever; so that there is that
generational conpact | think we need not to get away from

MR, PENNY: But that needs to run both ways.

MR. VARGAS. And, Lisa, | would be really
interested in continuing this conversation with your
organi zation and others like yours that are advocating this,
and the reason is it is inportant to get to the specifics,
because once you start getting to the specifics, as opposed
to just nmaking the proposals, what you begin to see is the
uni nt ended consequences of sone of these proposals.

And it doesn’'t make themwong. It is just another
point of view And to continue that dialogue I think is
going to be inportant for trying to create a bipartisan
approach to really strengthening and sol ving our problens and

dealing with the issues that all of you have nentioned as
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they relate to wonen, as they relate to mnorities; as they
relate to all |ow incone wage earners.

M5. MAATZ: Right. Thank you very nmuch. | would
be happy to have that chat.

CHAI RVAN PARSONS: And now our anchor person. Lee.

M5. ABDNOR  Thank you. And thank you all for
comng. Al of your testinonies are nost interesting, and |
think we could keep going all afternoon. | want to nake one
or two points, and | would like to address ny question to
Lisa, if I could.

| know that you care deeply about the welfare of
wonen, particularly older wonen, and | think that there is no
difference at all in how we feel about that. | think we all
want the sane thing. W all want for, anong other things,
elderly wonen to live lives that are free of poverty; ful
lives where their basic needs are being taken care of.

| have a master’s in social work, and | have lately
been working with el ders and have gotten to know sone wonen
in -- particularly wonmen in nursing hones and have becone
friends with them a few of which are on Medicaid and have
not hi ng el se.

And so having been with themand listening to you,
| nmean, | know we care about the sane thing. Maybe we just
have a little bit different way of getting to the sanme end.

One thing I would Iike to reassure you, Lisa, about is we are
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not in any way, in any shape or form wanting to underm ne
t he insurance function of the program
We are not tal king about an either/or. It is not
ei ther we want personal accounts or we are going to underm ne

and with that then that will mean we will underm ne the

i nsurance function of the program | don’t think anybody
woul d stand for that. And so, | get to ny question of you
Let’s say that -- just assune that we had an

absol ute guaranteed m ni nrum benefit for everybody. And, in
fact, to play with it alittle bit, let’s assune that we
raise that m ni mum benefit. Let’s say that -- because the
m ni mum benefit right nowis low. Probably too |ow

M5. MAATZ: It is alittle bit bel ow poverty
actual ly.

M5. ABDNOR It is below the poverty |line, which,
inm mnd, is terrible. So let’s say we lift that up. So
we, thus, bring even nore of our elders, nost of who, at that
poi nt are wonen, out of poverty, and so we strengthen the
i nsurance function of the program

My question is that the President is talking about
a voluntary program for personal accounts, not a mandatory.
So let’s say we strengthen the insurance function. Wuld you
t hen support a voluntary personal retirenment account where
wonen woul d have the choice then to say, yes, | think that is

a good idea or, no, | think that is a terrible idea? If it
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were vol untary.

M5. MAATZ: | think part of my concern about
private accounts, voluntary or otherwi se -- and sone of the
things | have read about voluntary accounts bring to m nd
sonme questions about who woul d take advantage of the
vol untary account.

There is a lot of work out there saying that the
fol ks who would be nost likely to take advantage of the
vol untary account woul d be the highest wage earners, because
those are the folks who are nore used to using that kind of
account and kind of feel nore confortable with it.

So the reality, if that is indeed the case, would
be that we could take that much nore noney because it is
percent age based, the higher wage earners that are taking
their noney out of the current systemto put into a voluntary
account and have even nore problemw th the social insurance
aspect of the programthat would remain, because the fol ks
who could still be in that programwho may opt to stay in it
and not do the two percent carve out, or whatever it is,
woul d be contributing | ess because they tend to be | ower wage
ear ners.

So fundanentally, | would have sonme concerns about
the dollars and sense of that kind of a program

MS. ABDNOR  You are saying that personal accounts

t hen woul d weaken the social insurance functions essentially?
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M5. MAATZ: | think essentially that they could.

MS. ABDNOR Let’'s say that it didn't. Let’'s just
say that it didn't, that that was a rock solid guarantee and
even stronger than it is today.

M5. MAATZ: And you are saying that for those who
stayed in the current systemtheir disability benefits and
their benefits would not be cut at all?

M5. ABDNOR Well, let’s say that. Yes. And | am
not tal king about, Lisa, staying in the system or noving out
of the system Everybody would stay in the systemwth a
guar ant eed benefit, and we would strengthen the m ni mum
benefit. So everybody is there.

In addition to that, that people would have the
choice to take a portion of their payroll taxes, to invest it
and then proportionately reduce -- their decision, their
choice. Proportionately reduce that guaranteed benefit.
Wul d you support that if it were voluntary?

M5. MAATZ: If it was absolutely positively not
going to effect retirenent benefits or survivors or
disability benefits, --

M5. ABDNOR No. No. | amnot saying that. | am
not saying it wouldn’'t effect them because, in fact, what
sone people are tal king about is a personal account where you
woul d then voluntarily proportionately reduce your benefit.

| am sayi ng strengthen the insurance function of
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the program and then, in addition to that, would you agree
that a voluntary personal account, a carve out, would be --
you woul d support sonething like that?

M5. MAATZ: | don't think at this point | could say
| woul d support that unequivocally. | think that | could be
fair. And | especially appreciated the coments of
M. Vargas; that | would sit down and have a conversation
about it.

| think I would like to see the nunbers, and |
would like to say howit would play out.

Ms. James had an excellent point, that all of this
was going to be different depending on the wonmen in question,
whet her you are a divorced wonen or you are w dowed or you
have never been married or if you have children. And so, you
know, on behalf of ny constituency, | would need to |l ook at a
| ot of different scenarios. But | would be happy to have the
conversation

M5. ABDNOR Well, | really appreciate your
response to that, your open m ndedness about it. | have to
tell you that a few years ago there was a press conference in
Washi ngton, when | was in Washi ngton working, on this issue.

And at that press conference was a series of wonen who
represented wonen’s groups. Patricia Arlin, with NON and
Hei di Hartman, who | |ove, but -- you know, she heads a | arge

coalition that you are part of. | know.
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They had this press conference with a panel, and
they all tal ked about how terrible personal accounts were.
And | stood up and | said, let nme ask you a question. |If
they were voluntary, if wonen had the choice, would you
support it? And they absolutely said, across the board, no.

And | have to tell you | amglad to hear that you
are open m nded, because | have to say that | was really,
really disappointed in hearing their response, their absolute
flat opposition to giving wonen the choice to decide for
t hensel ves.

And what it said to nme was that, frankly, these
other groups are willing to say that wonen are smart enough
and w se enough to make deci sions about their bodies and
t heir babies, but not their bank accounts; that wonen
couldn’t decide for thenselves. Frankly, | was really
di sappoi nted and appal | ed.

| don't believe that that is representative of many
mllions of wonmen in this country who would |i ke to have the
choice as well on what they do about ownership and their
retirement and their future. And | think that they are nore
than smart enough and wi se enough to nmake the decisions for
t hensel ves on what is good for them and what makes good sense
and what is not and m ght take advantage of them

| think that we need to go beyond that one issue

that we have all -- which | support as well.
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M5. MAATZ: | will be honest with you. | think
that would be a tough sell, but the reality is that |
represent --

M5. ABDNOR Well, evidently it was. They were
absol utely against it.

M5. MAATZ: R ght. | can’'t speak to their comments
internms of the appropriateness or not, because | wasn’t
there. But the reality is that | represent the O der Wnen's
League, and if you can convi nce ol der wonen, you can convi nce
anyone.

CHAI RVAN PARSONS: On that note, which is an
eternal truism you can convince an ol der woman --

M5. ABDNOR But don’t you --- wonen who are 40 and
above in OAL?

M5. MAATZ: Yes. Absolutely. It is made up of
ol der wonen, but our nenbers are nothing, if not pragmatic.

It is part of the reason why they are so faithful to the
Soci al Security system because they have seen the benefits
of it throughout their |ives.

M5. ABDNOR: Good. Right.

M5. MAATZ: But | think that our nenbers -- as |
said, if you can convince a nenber of OAL that this is a good
i dea, then you will have done sonething pretty inpressive.

CHAI RVAN PARSONS: Unfortunately, |adies and

gentl emen, we have overshot the runway here. But this have
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been a very stimulating and enlightening panel. Thank you to
our panelists. W appreciate it.

And to the nenbers of the public and the press who
are here, we are going to take a little lunch break here.
But we will be back at 2:00, and we have got three nore
equal ly stinulating panels to hear from W |look forward to
seei ng you at 2:00.

(Whereupon, at 12:51 p.m, a lunch recess was

t aken.)
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AFTERNOON SESSI ON
(2:09 p.m)

CHAI RVAN PARSONS: While we are rustling up the
rest of the comm ssion, | mght make a coupl e of requests.
One is that we, earlier on in the norning hearings, had a
nunber of cell phones go off during the course of
i ndividual’s testinony or response to questions.

And | woul d ask those of you who have cell phones,
if you would put it on vibrate or, you know, sort of silent
ring or however it is you can get in touch with whoever is
calling you without it having, you know, give us the, you
know, the trunpet tynpani. That woul d be nuch appreci at ed.

Secondly, just for the benefit of our panelists,
who I will introduce to the group in a mnute as soon as the
ot her comm ssioners are here, is we have everyone's witten
subm ssions and testinony, and we have got eight nenbers of
this panel. So what we would ask is that you try and confine
your oral presentation to five or six mnutes each, and we
will just go right down the |ine.

And because we have so many fol ks on this panel, |
amgoing to ask all of the conmm ssion to refrain from asking
guestions unless there is sonething so urgent that reference
to the witten materials can’'t solve the problem

And even though one of our comm ssioners mnust be

stuck on the phone, Gerry Parsky, because peopl e have
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schedul es that they have to speak, we are going to kick off.

Now again, to the nenbers of the public who are
visiting, welcone. W appreciate your interest and hope that
you will find these hearings as informative as we are finding
them The norning hearings were really both informative and
ani mated, and | expect that this afternoon we wll have at
| east as nmuch of interest going on.

The next panel, which is panel four, really is a
panel that | am | ooking forward to hearing from because it
consists of -- | said this earlier this norning for those of
you who weren’t here. | hope you don't take offense.

But the man and the woman in the street; the
average Anerican. The non-expert, but the person who
under stands that Social Security affects us all and that it
is inmportant to us all and who has a point of view and a
perspective that they want to share with the comm ssion. So
we really do | ook forward to hearing fromyou

We have got eight participants in this panel
Moving right along, this panelist is, by far, the |argest,
consisting of eight participants who are just here fromthe
community and who are going to kind of share the perspective
fromthe conmmunity and fromthe mddle of Arerica with the
commi ssi on.

So, we ook forward to hearing fromyou. The first

four panelist are Bob Tilaro, Denise Lawson, Chuck Lati ner
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and Janes Wttkower, and we will go in that order. Bob, you
are first, and I would ask you again just to bear in mnd
that five or six mnute oral presentation tinme frane that we
are trying to hit.

MR. TILARG Thank you very much

CHAI RVAN PARSONS: And pl ease speak into the
m cr ophone so the young fell ow over here can hear you.

PUBLI C PERSPECTI VES
By Bob Tilaro

MR, TILARO Ckay. Thank you. Once again, nmy name
is Bob Tilaro. | started as an enployee of the City of San
Diego in 1986, and when | was first introduced to the Cty of
San Diego SPSP plan, | was very hesitant and skeptical. As a
matter of fact, ny first reaction was this is way too good to
be true; | nmust be m sunderstanding this program

And at first | just contributed the mandatory
anount until | had an opportunity to check with sone friends
and sone ot her resources and researched this subject, and
then | realized that it wasn’t too good to be true; that it,
in fact, was true and it was a great opportunity for ne.

About five years ago the city diversified our
i nvestments and gave us greater opportunity for growh than
ever before, and through the city and the adm ni strator of
this program we have been given opportunities for education

and training. And through this education and training it has
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made ne feel very confortable investing in the stock market.

It gives ne a feeling that | have control over ny
nmoney, that | have an opportunity to nake the deci sions;
where it is going to be invested, when it is going to be
invested and how it is going to be noved around. And | also
determ ne when | will access the noney.

And anot her uni que aspect of this programis the
borrowi ng power that we have against our program |If you
borrow a noney froma bank or a lending institute, at the end
of the termof that |oan you have whatever you have purchased
back to you, and that lending institute your noney and your
i nt.

| f you borrow noney from your SPSP pension plan, at
the end of that termyou have the product that you purchased,
plus all of the noney that you have paid back to yourself,
plus interest, and | consider that a trenendous bonus for
this program

Over the past 15 years | have spoke to nunerous --
probably hundreds of city enpl oyees, and at no tine have |
heard a negative comment about this. As a matter of fact, |
have had the opportunity to speak with several of ny personal
friends that work outside of this city and have different
pl ans, and every one of themis envious our program

| also have a friend that owns a pensi on conpany.

He wites pension plans for people all across the country,
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and | have had himreview our pension plan. And it is his
opinion that this is the greatest plan he has ever seen, and
that is comng froman expert; an individual that nakes a
[iving doing this.

And at the end of ny career, at 55 years old, not
only am|l going to have ny retirenment based on ny years of
service, but a substantial anount of noney that had been set
aside for ne inthis plan. And to add to that, Soci al
Security is available to ne at -- | believe it is the age of
62. This plan is available to ne at the age of 55.

That is going to allow ne seven years of retirenent
and financial confort that | would not have with the Soci al
Security program That is seven years that ny wife and | and
ki ds and grandki ds can spend having fun, and that is why |
think this plan is just -- these are just a few of the
aspects of this wonderful plan.

CHAl RMAN PARSONS: Deni se. Thank you, Bob. | take
it you |like the plan.

MR. TILARO  Yes, sir.

PUBLI C PERSPECTI VES
By Deni se Lawson

M5. LAWSON: M nane is Denise Lawson. | was here
earlier when the neeting opened up, and M. Parsons gave an
overvi ew of what the agenda would be for today. And when he

got this portion, he said we would hear fromthe comon
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peopl e, and he hoped that we woul dn’t get offended when he
said that.

And | just want to say to you, M. Parsons, | am
not at all offended because you are tal king about the great
peopl e that have nmade this nation great. You' re talking
about the everyday working people. That is who | represent,
and | consider it an honor to be able to give ny perspective
as a conmon person.

| amgoing to read ny statenent or portions of it
because -- for time constraints, because it is such an
enotional issue for me and it is such a critical issue for ne
that I don't want to | eave out the inportant things that I
wr ot e.

| entered the work force when | was 16 years of
age. So already | have been working 31 years, and | have
another 18 to 20 years to go. So when | hear politicians
tal king about raising the retirenent age, | just want to |et
you know | amnot for it, because already |I'mtired.

|’ ve made mandatory contributions into a system
that | don’t own. | can't transfer it, and if | live |long
enough to collect it, they're telling nme I’mgoing to get 88
cents on the dollar. | want to go on record as saying |'d
rather put ny noney in a mattress because then at |least | can
get out of it what | put into it.

To me the current systemis an enornous risk

Audio Associates
(301) 577-5882




feb 146

because, as all of you know, when we started this thing out
we had 44 workers contributing for every one person retiring
and receiving benefits. Now we are down to four, and by the
time | retire, | can expect we wll be running a deficit.
And | have a problemw th that.
When | hear the word risk, | don’'t think of stocks

or bonds or nmutual funds. No. That is not what | think of.
When | hear the word risk, | think of the Suprenme Court

ruling in 1960, Flem ng vs. Nestor, that upheld a 1937

deci sion that says ny benefits can be cut or elimnated at
any tinme. There is no guarantee for ne. That is a risk.

And a thought conmes to ny mnd. | have a |oving
husband who takes care of me. He provides for ny famly. He
is a good man. But should he decide, in sone md life
crisis, to take a hike, I wll be left to join the 29 percent
of elderly black wonen that retire in poverty in this nation.

|’ ve got a problemw th that.

The current systemis an even greater risk for
African Anerican males. This is what they are telling ne.
They’ re saying that our nmen die, typically die, at 64.8 years
of age. Yet, like ne, they have entered into the work system
at a very young age. | have four adult children who have
entered, nust like nme, into the work force in their teens.

They will work 40 or 50 years and typically they

will die before they can collect one dine. They won't
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collect anything, and it is not transferable to their
children. It is not transferable to their wives. That is a
di sgrace. | have a problemw th that.

Now | haven’t researched Social Security in an
extensive way. | just talked to the common people, and the
common people are telling ne, the comobn wonen of these nen
who have died are telling ne that they can receive the
di fference between his benefit and hers if his is greater.

But, in essence, she is forfeiting all that she has
contributed into the work systemall of her working years.
have got a problemw th that.

And the children. Let’s talk about the children.
VWhat will they receive? Nothing. This man has put thousands
of dollars into a systemand his children won’'t receive
anyt hi ng, unl ess, of course, he has mnor children. How many
64-year-old nmen do you know that still have m nor children?

It is arip off, and they don't even know they're
being ripped off. They re working so hard. They're living
from paycheck to paycheck. | have a problemw th that.

So, in ny hunble opinion, | think personal
retirement accounts are the best way to go, because it brings
dignity to hard working people who have nmade this nation
great. And they are so great a people and they deserve to
have ownership in the Anerican dreamthat they have created

for all of you and be able to transfer sone of that ownership
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to their children and retire in dignity and each generation
not having to start over again in poverty.

We are the greatest nation in the world, and the
poor people have worked hard, and I think they deserve to
have sone ownership in the wealth that they have creat ed.

(Appl ause.)

CHAI RVAN PARSONS: Thank you, Ms. Lawson. | gather
t he audi ence did not have a problemw th your statenent.

M. Latimer.

PUBLI C PERSPECTI VES
By Chuck Lati nmer

MR, LATIMER. That’'s a hard act to follow. M nane
is Chuck Latinmer, and | retired from--- for nore than 37
years and served -- and on behalf of other retirees in San
Di ego County, 1'd like to thank you for the opportunity to
express our views on Social Security reform

Now, I will read. Nearly 385 residents in San
Di ego count on Social Security benefits each nonth. Wile
nost of themare retired workers, a great many get benefits
for other reasons. Roughly, 27,000 of themare children.
Anot her 74,000 are spouses of workers who have retired, who
have becone either disabled or died. Another 34,000 are
severely di sabl ed workers.

We know the risk that famlies face, and nearly

three in 10 workers wll need Social Security disability
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i nsurance protection at some point before retirement, because
they will becone severely disabled. Nearly one in five
workers will die before reaching retirenent. W see this on
the jobs in our famlies and our communities.

Menbers of the comm ssion may see this in
government statistics, show ng that al nost two out of three
ol der Americans count on Social Security for half or nore of
their incone and nearly one in five famlies of disabled
wor kers get alnost all of their income fromdisability
benefits.

We see every day how nuch Social Security neans to
our nmenbers; our famlies, our neighbors and their ability to
put food on the table and live independently.

Wil e he created this conm ssion, President Bush
ordered it to conme up wwth a plan to treat individua
i nvestment accounts within Social Security. W strongly
oppose these proposals that replaces any part of Soci al
Security benefits and famly protection wth individual
retirement accounts.

We read and hear about the prom se of nore
benefits, but this does not add up. The governnent already
predicts that Social Security will have not enough noney to
pay full benefits beyond 2038. But taking noney away from
Social Security to fund individual accounts only nakes the

pr obl em wor se
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And the President has said he will not support next
taxes to pay for these accounts, and his tax cuts and budget
pl an nean that there’s no roomleft in the budget to fund
them Under the conditions laid out by the President,

i ndi vidual accounts will lead to big cuts and benefits, even
after incone fromthose accounts are added in in Washi ngton
and working famlies cannot afford to cut their benefits.

Cl ai ms about i ndividual accounts never really
mention what we give up when we replace Social Security with
i ndi vi dual investnent accounts. But the prospect is real and
will be paid by working famlies.

| nd