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SOCIAL SECURITY REFORM: IS MORE MONEY
THE ANSWER?

MONDAY, MARCH 1, 1999

U.S. SENATE,
SPECIAL COMMITTEE ON AGING,
Washington, DC.

The committee met, pursuant to notice, at 1:05 p.m., in room
SD-628, Dirksen Senate Office Building, Hon. Charles Grassley,
"(Chairman of the Committee) presiding.

Present: Senators Grassley, Hagel, Collins, Hutchinson, Bunning,
Breaux, Bryan, Bayh, and Lincoln.

OPENING STATEMENT OF SENATOR CHARLES GRASSLEY,
CHAIRMAN

The CHAIRMAN. I would like to call the meeting to order. I am
Senator Chuck Grassley, Chairman of the Aging Committee. I am
happy to welcome for the first time Senator Hutchinson from Ar-
kansas, who is a new Member of the Committee, and appreciate his
involvement.

We generally do not start without a member of the minority
party being with us, but I have been told that it is OK with Sen-
ator Breaux, our ranking Democrat, if I proceed and he might be
about 10 minutes late getting here. If we start with our prelimi-
nary statements and things of that nature, it will save time and
still accommodate Senator Breaux.

I thank all of you for joining us this afternoon. We all want to
remember that this is Senator Breaux’s birthday. I want to ac-
knowledge another year for an outstanding political leader from
Louisiana and a national leader in the Democrat Party.

I also want to thank Deputy Secretary Summers and say how
pleased we are for his participation in this hearing because he is
a person, if you follow tﬁe newspapers, who probably does as much
traveling and is on top of all the important issues for the adminis-
tration as any cabinet or sub-cabinet member can be. We know you
are very busy and we thank you for taking time for this very im-
portant issue that I know you are one of the lead Administration
people on this issue.

Today our committee will address two important issues, Presi-
dent Clinton’s Social Security proposal and other revenue options
to save the program. I hope this hearing will put reform back on
track. Last year’s public discussions seemed to get us going in the
right direction.

When President Clinton spoke to a group of college students at
the University of Illinois in January 1998, he said Social Security
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reform should not be about imposing intolerable burdens on our
children. He asked questions along the lines of, what is the fairest
way to change this? What is best for baby boomers? What is best
for high school kids who have not even started in the system?

Those are questions that needed to be raised in January 1998
and they are still very legitimate questions today. As you have
heard me say so many times, I thank the President for making So-
cial Security less of a politically sensitive issue by raising these
questions and having 1998 as being a period of time to discuss and
to reflect on what the options are. :

With all due respect and thankfulness to the President for rais-
ing these issues and reducing the political sensitivity, I somehow
today do not believe that the President’s budget proposals remotely
begin to answer the questions that were put to the University of
Illinois students.

I have acknowledged that paying down the debt is a valid goal.
The President has that in his program. I think we do in our major-
ity program as well. So this is not a point of disagreement.

What we need to be debating is whether general revenue financ-
ing should have a role in the Social Security prﬁram. Financing
an entitlement program for the elderly with general revenues is not
new. As an example of what can come when you rely too much
upon general revenues would you please take a look at two charts
we have over here?

The first shows Medicare income for 1998. As you can see, Medi-
care receives about $60 billion in general revenue right now. The
next chart shows that only about 54 percent of Medicare’s income
came from the payroll tax. The rest is financed by general revenue,
out-of-pocket costs for seniors, and premiums. :

We need to decide if it is wise to bet the farm on a huge budget
surplus as a way of avoiding making some tough choices. The
President has avoided tough choices. I do not mean that his solu-
tion is painless. First, this new budget assumes that the discre-
tionary part of the budget will be 25 percent cheaper in years to
come. Is that realistic?

I am sure that future Congresses, will want to provide services
for constituents from medical research to child care improvements.
Budget projections, I think, should reflect that.

Second, we have all had experiences with budget projections that
somehow do not come true. Suppose we go along with the Presi-
dent’s plan and the surpluses do not materialize? Interest costs will
not decline to historically low levels. But we will still have to trans-
~ fer billions of dollars to the trust fund.

There is no heavy lifting involved in that sort of plan. The real
contest is in how to make changes in Social Security that will actu-
ally extend its life.

o we still have not solved the financial problems and we have
not solved the demographic problems. Under the President’s pro-
posal, we still need to find ways to close the actuarial imbalance
for another 20 years. That brings us to the second issue of today’s
hearing, other revenue options.

So far, most policymakers have said we need to stay away from
increasing payroll tax rates. Other options are still on the table.
We want to assess the advantages anf disadvantages of the propos-
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als that seek to add more revenue into the mix to keep pace with
benefit growth.

We have to keep in mind that there are other elderly programs
facing funding shortages. Some of the same sources of revenue are
on the table on the health side as well. Hopefully we will learn
more about the support or the lack of support for these options.

I want to once again thank Lawrence Summers for being here
with us. I want to also thank Dr. Rudolph Penner of The Urban
Institute. He has done a lot of work thinking about Social Security
recently, which I am sure will be very helpful to the committee.

We are going to also hear from Edith Rasell of the Economic Pol-
icy Institute, and Wendell Primus of the Center for Budget and
Policy Priorities. They represent organizations which have con-
ducted. some ‘thought-provoking research and analysis on various
Social Security reform issues. And finally, we will hear from Mar-
tha Phillips of The Concord Coalition.

Ms. Phillips and her organization have played a pivotal role in
the Social Security debate, moving it forward as well as, I think,
doing a very good job of keeping political leaders honest as they
talk about these issues.

While we await Senator Breaux to speak for the minority, I will
call according to arrival. Senator Hutchinson and then Senator
Hagel and then Senator Lincoln. Welcome, Senator Lincoln, be-
cause you are attending your first meeting of the committee as a
new member. Thank you very much.

Senator Lincoln. Thank you, Mr. Chairman.

The CHAIRMAN. I am going to back off of calling on Senator
Hutchinson. I have announced that you have a birthday today.
Hagﬁy Birthday and you can speak right now.

[The prepared statement of Senator Grassley follows:]

PREPARED STATEMENT OF SENATOR CHARLES GRASSLEY

I would like to call this hearing to order. Thank you all for joining us this after-
noon. Before I get into the subject of today’s hearing, I want to say Happy Birthday
to my colleague, Senator Breaux.

I would also like to thank Deputy Secretary Summers for participating in the
hearing. We are pleased to have you here.

Today the Committee will address two important issues: President Clinton’s So-
cial Security proposals and other revenue options to save the program. I hope this
hearing will put reform back on track. Last year’s public discussion seemed to get
us ﬁoing in the right direction. When President Clinton spoke to a group of college
students at the University of Illinois in January 1998, he said Social Security re-
form should not be about imposing intolerable burdens on our children.

He asked some questions: What is the fairest way to change this? What is best
for the baby boomers? What is best for high school kids who haven’t even started
in the system yet? I agree that those are the questions that need to be raised. I
do not believe that the President’s budget proposal remotely begins to answer them.

I have acknowledged that paying down gebt is a valid goal. That is not the point
of disagreement. What we need to be debating is whether general revenue financing
should have a role in the Social Security program? Financingl an entitlement pro-
gram for the elderly with general revenues is not new. We have two charts—the

rst shows Medicare income for 1997. As you can see, Medicare receives about 60
billion dollars in general revenues right now. The next chart shows that only about
54 percent of that income came from the payroll tax. The rest is financed by general
revenues, out of pocket costs for seniors, and premiums.

We need to decide if it is wise to bet the farm on huge budget surpluses as a wa;
to avoid making tough choices. By saying that the sident has avoided tougK
choices I do not mean that his solution is painless. First, this new budget assumes
that the discretionary part of the budget will be 25 percent cheaper in years to
come. Is that realistic? I am sure future Congresses will want government to pro-
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vide a variety of services to their constituents, from medical research to child care
improvements. Budget projections should reflect that. Second, we have all had expe-
rience with budget projections that somehow don't come true. Suppose we go along
with the President’s plan and the surpluses don't materialize. Interest costs will not
decline to historically low levels. We will still have to transfer billions of dollars to
the trust fund.

And we still haven't solved the financial problems and we have solved the demo-
graphic problems: Under the President’s proposal, we still need to find ways to close
the actuarial imbalance for another twenty years. That brings us to the second issue
for today’s hearing: other revenue options that would solve the problem. So far, most
policy makers have said we need to stay away from increasing payroll tax rates.

Other options are still on the table. We want to assess the advantages and dis-
advantages of proposals that seek to add more revenue into the mix to keep pace
with benefit growth. We have to keep in mind that there are other elderly programs
facing funding shortages. Some of the same sources of revenue are on the table on
the health side as well. Hopefully, we will learn more about the support, or lack
of support, for these options from all of our witnesses.

The first witness will be Lawrence Summers, a person who plays a very important
:ﬁle bindf'ormulat.ing the Administration's policies on Social Security, revenues, and
e budget.

We will then hear from a second panel representing a variety of viewpoints. The
panel includes Dr. Rudolph Penner of the Urban Institute. He has done a lot of

inking about Social Security recently which I am sure will be very helpful to the
Committee.

We also will hear from Edith Rasell of the Economic Policy Institute and Wendell
Primus of the Center on Budget and Policy Priorities. They represent organizations
which have conducted some thought-provoking research and analysis on various So-
cial Security reform issues. And finally, we will hear from Martha Phillips of the
Concord Coalition. Ms. Phillips and her organization have played a pivotal role in
moving the Social Security debate forward as well as keeping us all honest.

We welcome all our witnesses.

Senator BREAUX. Well, thank you very much.
The CHAIRMAN. I just finished my opening statement.
Senator BREAUX. This committee is now becoming more and
glore important every day with each and every birthday passing
y.

STATEMENT OF SENATOR JOHN BREAUX

Senator BREAUX. Thank you very much, Mr. Chairman, and
thank our distinguished witnesses we are going to be having today.
The subject matter is a very powerful subject matter that we are
dealing with because when you are talking about what do we do
with Social Security, we are talking about a program that affects
not just the 44 million Americans who are on it, but everybody be-
cause everybody either is on the program or knows someone in
their family who is on the program or eventually will be on the pro-
gram themselves.

So the real question, when we have something that affects every
single American is, how do we make sure that the qualities of the
program are going to be there for future generations. -

There are no easy answers. All of these entitlement programs
that we are facing, it is very, very difficult choices and it is not any
mystery as to why we have the problems we have. No. 1, people
live longer, thank goodness, and thank medical science for it.

No. 2, is that there are a lot more of them who live a lot longer.
From 16 working people for every one person on the program, we
are down to about three and it is getting lower than that. So the
problem is very obvious. The reason for the problem is very obvi-
ous. The solutions are not.
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There are no easy political solutions to a program of this nature.
Over the years, Mr. Chairman, we have fought political battles
over something that really should not be a political battle as much
as just an equity battle.

We have blamed Republicans for trying to decimate the program
and you have blamed Democrats who are trying to make it a politi-
cal football and as a result, nothing gets done because no one party
can solve this problem by ourselves. It is going to take Republicans
and Democrats working together or it is not going to happen. We
have tried it the other way and it never happened.

So the final point I would make is the question about saving So-
cial Security, which the President has made as a very important
priority, which I agree with. I will always add when he says that,
add Medicare as well because the programs are very similar in who
they cover and what we are trying to accomplish for society.

He has suggested that we should use the surplus for the Social
Security program. We should not be misguided into thinking that
the surplus will save Social Security. I mean, we can save the sur-
plus for Social Security, but the surplus will not save Social Secu-
rity. We have to do more than that.

Putting more money into the existing program without reforming
the current program is only part of the solution and does not solve
the problem. So what we are going to hear today hopefully are
(siome good ideas about what should be done and how we go about

oing it.

Thank you for having this and once again, I think this sort of
non-legislative committee is taking the legislative lead and I thank
you for that.

The CHAIRMAN. Senator Hutchinson.

STATEMENT OF SENATOR TIM HUTCHINSON

Senator HUTCHINSON. Thank you, Mr. Chairman, and I also
want to express my appreciation for you calling the hearing today
on the financing options for Social Security. It is a critically impor-
tant subject and a very timely hearing and I want to thank Sec-
retary Summers for joining us as well.

. The Social Security program, as Senator Breaux said, is at a
crossroads. The decisions we make as Members of Congress, we
make now in order to preserve the long-term financial stability of
Social Security, are going to affect not only our generation of baby
boomers, but generations to come.

I agree with Senator Breaux that if it is going to happen, if there
is going to be reform, it is going to happen on a bipartisan basis.
It is going to have to be Republicans and Democrats working to-
gether and it is going to have to be with a determination not to
play politics with this issue.

The dates 2014 and 2030 are becoming ingrained in everybody’s
mind as to when it goes in the red and as to when, without change,
it would face bankruptcy. I just would hope that we do not end up,
as we did with Medicare, coming to the last 2 or 3 years before the
crisis is so critical that it is then thoroughly in the mix of politics;
that now is the time to act and now is the time to act beyond politi-
cal consideration.
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None of the decisions are going to be easy. In Arkansas alone,
Mr. Secretary, there are 320,000 Arkansans who are Social Secu-
rity beneficiaries, who are over the age of 65. Approximately two-
thirds of those beneficiaries are women. '

As illustrated in the hearing held by this committee just a week
ago, for most women beneficiaries, Social Security benefits are
what keeps them above the poverty line. So any change in cost of
living adjustments or cuts in benefits are going to have a very seri-
ous imgact on seniors in Arkansas.

Mr. Chairman, it is significant, I think, we have two Arkansans
on this committee, but Arkansas has the second—of those above
the age of 65, we are second in the Nation in the percentage of
those who are above the age of 65 with 20 percent of our citizens
being 65 and older, behind only the State of Florida with 21 per-
cent.

But if you look at it in terms of poverty, senior citizens living in
poverty, Arkansas is at the top. So these issues have particular
pertinence to my constituents. _

Social Securify is known as a universal program, one which has
provided security for generations of retirees. If we take the path of
means testing and increasing the taxable wage amount, or if we
further tax benefits of high-income beneficiaries, we will take one
more step away from a universal program toward a needs-based
program.

If we decide to fund the program with general revenues, we must
ask ourselves, are we breagdng the direct correlation between con-
tributions and benefits and will this be a one-time fix or will we
begin a trend of simply adding more money to the program without
making any fundamental reforms? _

I think that is the key, is for us to make those fundamental sys-
temic reforms that will preserve this system for generations to
come. There are serious issues that warrant our consideration
today and I look forward to the testimony. Once again, Mr. Chair-
man, I appreciate you calling the hearing. .

The CHAIRMAN. Thank you. Senator Hagel.

STATEMENT OF SENATOR CHUCK HAGEL

Senator HAGEL. Mr. Chairman, thank you. I, too, add my wel-
come to our witnesses and I have a statement that I will submit
for the record. Thank you, Mr. Chairman.

[The prepared statement of Senator Hagel follows:]

PREPARED STATEMENT OF SENATOR CHUCK HAGEL

b Good afternoon, Mr. Chairman. Thank you for calling this timely and important
earing.

The debate over what to do with Social Security is one of the most vital that our
Nation faces. There is no one in America, or in this room, that will not be touched
by this debate. The decisions Americans make today on this issue will profoundly
affect our future. )

This is a spectacular opportunity. Not since Social Security was created have we
had a chance to look at it and ask some very basic questions. What do we want
this program to do for us and at what cost? at should the role of government
be in providing retirement security?

This discussion is not about short-term fixes. It’s about finding long-term solu-
tions. We all want the same thing—to keep our Seocial Security strong and secure.

The Cogﬁressional Budget Office (CBO) has estimated that over the next 10 years,
the Federal budget will generate a unified surplus of over $2.5 trillion. However,



$1.8 trillion of the surplus is tied to the Social Security trust fund, leaving a $787
billion surplus from other on-budget transactions. We must be honest about these
figures. These surpluses are not real. They are on pa%er only and may change over
the years. We need to be careful with the estimated udget surplus as we proceed
since a good portion of it is tied to the Social Security trusf fund.

Will the extra money accumulating in the Social Security trust fund save Social
Security? No. If we do not strengthen and restructure the Social Security system,
by 2032 it will be unable to an e same retirement benefits being paid out to our
seniors today. That sounds like a long way off, but it’s only 33 years.

So what do we do? If we sit around and wait for this to become a crigis, we'll have
two options—raise taxes or cut benefits. We could take more out of the paychecks
of hard-working Americans or pay less in benefits to those who rely on Social Secu-
rit'ly:. Both are unacceptable.

he benefits of a new system must be clearly defined for the public. If the Amer-
ican people don’t believe a restructured Social Security system will be better for
them and for their children, th:i' won't support making changes.

I would like to see a personal retirement account component in any Social Secu-

_rity reform package. Personal accounts would harness thfg &ower of private markets

and compound interest, giving individuals ownership of their retirement savings.
Americans want more power, more choice, more responsibility in deciding their own
future and economic well-being. It’s their money!

However, those people currently in the system must have their benefits guaran-
teed. I'm not talking about making changes for those currently on or soon to come
on Social Security, I'm talking about changes for the future. We can create a system
that still provides a safety net for those most vulnerable in our society, but offers
younger workers the opportunity to save for the future and create wealth for their
retirement years.

I look forward to hearing from Secretary Summers and the other panelists on
their thoughts about the future of Social Security.

The CHAIRMAN. Thank you, Senator Hagel. Senator Lincoln.

STATEMENT OF SENATOR BLANCHE L. LINCOLN

Senator LINCOLN. Thank you, Mr. Chairman. I certainly appre-
ciate your leadership in this committee and on this issue and 1, too,
haveda statement, full statement I would like to submit for the
record.

The CHAIRMAN. Without objection, so ordered.

Senator LINCOLN. Thank you, sir. I would like to thank the
Chairman and Senator Breaux, and wish my colleague a happy
girthday. One consolation is, you hit Social Security before 2032, I

o not.

I wanted to apologize to the Chairman, also, for missing last
week’s hearing on women and Social Security. It is a very, very
critical and important issue to me personally as well as in the
State of Arkansas, as mentioned by my colleague.

My colleague and I had some business at home in Arkansas and
it was unfortunate that we missed that hearing. However, I do be-
lieve that Senator Breaux conveyed my interest in the subject last
week and I plan to be very active in addressing this issue.

The issue of Social Security is one of great importance to Arkan-
sans. As my colleague mentioned, over half a million of the persons
in Arkansas rely on Social Security. We are second only to Florida
in the percentage of our population that are elderly.

Medicare is also a very important issue to our elderly because of
those who are on Medicare, approximately 40 percent have their
premiums paid by Medicaid. So it is important that we look at the
care and the quality of life of the elderly in our State of Arkansas.

We know that those currently receiving Social Security benefits
will continue to enjoy the benefits our Government has promised
in the agreement that was made. However, it is the younger gen-
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erations, the baby boomers and the Generation Xer’s who need to
get involved in this great debate.

It is very important to those of us who have been contributing
to Social Security that we look for a reasonable answer to the very
grave question that we face that will benefit not only the elderly
of today, but certainly those of us that will be using this program
in the future.

We must look at this program, which began in 1935, and adapt
it to meet our changing demographics for the new millennium. It
is a historic moment in our nation’s history because we are finally
running a surplus and can devote much of this surplus to shoring
up the Social Security system.

I spoke much about that during the recent campaign and I am
dedicated to making sure that we see that that happens. While
both political parties may agree on the concept of using the major-
ity of the surplus to save Social Security, they both know that even
the surplus is not enough, just as my colleague, Mr. Breaux, stated
to keep Social Security on a sound footing.

There are tough choices that will have to be made. There are no
easy answers to the questions that we have before us and we must
all work together across all age boundaries and across any political
boundaries as well.

I am sure that there will be lively debate over the changes that
must be made to keep the system solvent and I dedicate myself to
being an active part of that. Of course, I will be paying particular
attention, as my colleague, Senator Hutchinson mentioned on how
all of these proposals will affect women.

As the only female Democratic member of the committee, I am
especially concerned that any changes to the Social Security system

rotect women because they do live longer and they tend to earn
ess over their lifetime than men do.

I am eager to hear from our distinguished panel of witnesses
here today about the many proposals that are being discussed,
what some of their solutions and thoughts are on how we can make
this incredibly important program in our nation solvent for many
years to come.

I thank the Chairman for his leadership and I look forward to
tod%{s hearing and certainly the work we have before us.

[The prepared statement of Senator Lincoln along with Senator
Craig follows:]

PREPARED STATEMENT OF SENATOR BLANCHE LINCOLN

Thank you Chairman Grassley and Senator Breaux. The issue of Social Security
is one of the most important issues facing Arkansans. Over half a million persons
in Arkansas rely on Social Security. And as I promised constituents during my re-
cent campaign for the Senate, I plan to play an active role in the debate on how
to effectively reform this critical program.

Today, we can be comforted in knowing that those currently receiving Social Secu-
rity benefits will continue to enjoy the benefits our government promised. However,
it is the younger generations, the Baby Boomers and Generation Xers who need to
get involved in this great debate. We must look at this program which began in
1935 and adapt it to meet our changing demographics in the new millennium so
that the system will continue to provide financial security to all older Americans
for generations to come.

is is an historic moment in our nation’s history. We are finally running a sur-
plus and can devote much of this surplus to shoring up Social Security. While politi-
cians in both parties may agree on the concept of using the majority of the surplus



to save Social Security, you can be assured that there will be “lively debate” over
what chazlges must be made to keep the system solvent.

Tough choices will have to be made. Of course, I will be pa 'ng particular atten-
tion to how all of these proposals affect women. As the onf; emale Democratic
member of the Committee, I am especially concerned that any changes to the Social
Security system protect women because they live longer and tend to earn less over
their lifetime than men do.

I'm eager to hear from our witnesses about the many proglosals that have been
floating around. I want to thank them in advance for coming here today and stimu-
lating the great debate on Social Security.

PREPARED STATEMENT OF SENATOR LARRY CRAIG

I would like to thank the Chairman for holding this hearing today regarding the
President’s Social Security proposals. I would also like to thank each of the wit.
nesses for taking the time to appear before the committee to testify.

We have a unique, once in a generation opportunity te safeguard and improve the
retirement security of our seniors and the economic security of today’s workers and
our children. The Social Security surpluses %ojected for the next few years should
be used to save and modernize the system. The benefits of today’s seniors can and
will be completely protected. Today’s younger workers can and should be given some
degree of ownership of their retirement accounts. Workers should have the option
of real investments with significantly better rates of return than the current system
of Federal IOU’s. We can modernize Social Security and make sure we have a
strong safety net for the less fortunate. There are a lot of innovative ideas out there.
My priority is to look at the best, constructive, creative, new ideas and build a
strong, financially sound for the future.

Again, T would like to thank the Chairman and our panel of witnesses here today. -
As the Social Securi&y reform debate continues to intensify, it is crucial that we
thoroughly discuss eflective options for strengthening the system. Though we may
’?‘%t agree on the solutions, your testimony here today is a step in the right direction.

ank you.

The CHAIRMAN. Now to our witnesses. Every witness can have
their full statement printed in the record and summarize according
to the procedure of this committee. Then also, would each witness
also realize that even for members who are here, some questions
might be submitted for answer in writing? We would like to have
a response to those by 2 weeks from now, if that is possible.

We now go to Lawrence Summers. He is the Deputy Secretary
of the U.S. Treasury and he is a former professor of economics at
Harvard University. I thank you for joining us and please proceed.
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STATEMENT OF LAWRENCE SUMMERS, DEPUTY SECRETARY,
U.S. DEPARTMENT OF TREASURY, WASHINGTON, DC

Mr. SUMMERS. Mr. Chairman, I hope you will not hold that last
credential against me.

Thank you very much, Mr. Chairman, for providing me with this
opportunity to testify on these very important subjects and I very
much appreciated the opening statement to the members of the
committee, and in my initial comments will try to take up some of
the issues that were raised.

Mr. Chairman, we live in a moment of great national opportunity
with $4.5 trillion in surpluses projected over the next 15 years. But
we also live in a moment of great national challenge with our popu-
lation rapidly aging and the fiscal burden of our Social Security
and Medicare programs projected to increase substantially over the
next decades.

It is the essence of the President’s approach to try to take advan-
tage of the opportunity to meet the challenge. The President’s
framework, as you know, devotes 62 percent of these surpluses to
the Social Security system. Of the roughly $2.8 trillion in surpluses
that will go to Social Security, four-fifths will be used to purchase
Treasury securities and one-fifth will vest in private sector equi-
- ties.

These two actions would push the trust fund’s exhaustion date
back to 2055 and solve approximately two-thirds of the projected
problem.

The President has also suggested that in the context of Social Se-
curity reforms, we follow the lead of a number of members of the
committee and emphasize the importance of strengthening the ben-
efits that are provided to women in general and widows in particu-
lar, and also that we eliminate the earnings test which is
distortionary and discourages retirement at a time when we want
to see people working longer.

The President also proposes an allocation of the surplus to Medi-
care and to make pension coverage universal through universal
?_avings accounts. The President’s approach has three crucial bene-
1ts.

First, it would greatly strengthen the financial position of the
Federal Government. If we follow the President’s approach, we will
eliminate the national debt sometime between 2010 and 2020.

That means that the 13 percent of the Federal budget that now
goes for interest will no longer go for interest and that will free up
in the budget an amount that exceeds the extra share of GNP that
we are going to have to be allocating to Social Security as a con-
sequence of our aging society.

Second, by allocating these surpluses or a substantial portion of
the surpluses to Social Security and Medicare, it could lengthen
these trust funds to 2055 in the case of Social Security and 2020
in the case of Medicare.

And third, by substantially increasing national savings, it would
meet our crucial national priority ahead of our aging population.
Much of our prosperity in recent years is due to the fact that a tril-
lion dollars that otherwise would have had to be invested in the
sterile asset of government debt has instead been available for new
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investment for American workers and new homes for American
families.

His budget continues that process by assuring that the national
debt will essentially be eliminated, causing some $3.5 trillion that
otherwise would have gone into government paper to be available
to reduce foreign borrowing and our current account deficit, and to
provide for increased plant and equipment and increased housing
investment.

The President’s proposal proposes to further provide for the chal-
lenge of an aging society through universal savings accounts to
sglur private savings and make pension coverage essentially univer-
sal.

Mr. Chairman, in your letter of invitation, you raised the ques-
tion of additional revenues for Social Security. To be clear, the ad-
ministration’s view is in light of the tremendous opportunity pro-
vided by the budget surplus, the best way. in the near term to get
revenues into the Social Security trust fund to meet future obliga-
tions is to rely on those surpluses.

I might add, Mr. Chairman, that as a number of members of the
committee stressed in their opening statements, we share the view
that while use of the surpluses can make an enormous contribution
to Social Security, it is not in and of itself sufficient to put the pro-
gram on the sound footing that it should be.

That is why the President has called for a bipartisan process to
identify the additional measures, the additional structural changes
in Social Security that on top of using the surpluses and investing

.in equities can provide for 75-year actuarial balance rather than
the actuarial balance over the next 55 years that can be achieved
just with the surpluses and reliance on equities.

This approach inevitably has raised a number of questions and
a number of them were reflected in your own opening statement,
Mr. Chairman, and that of other members of the committee. Let
me just, if I could, comment on three of those questions.

First, the question is raised whether the President’s proposal, by

- placing bonds in the trust funds, makes real provision for the fu-
ture of Social Security and Medicare.. This is obviously a critical
issue given the challenges that face those programs.

Certainly it does. It creates the fiscal capacity necessary to meet
increased obligations to Social Security and Medicare by eliminat-
ing interest payments that would otherwise be an obligation of the
Federal budget in the out years when we have an aging society.

Second, it creates the legal capacity to assure that those savings,
in fact, go to Social Security and Medicare beneficiaries by assign-
ing the proceeds of the debt reduction to the Social Security and
Medicare programs.

A second crucial question raised by this proposal is what hap-
pens if all these projections turn out to be wrong and the budget
surpluses materialize in a less favorable way than is now projected.
I cannot resist pointing out, on behalf of my colleagues in the ad-
ministration who do these economic forecasts, that they have prov-
en to be too pessimistic for 7 years in a row.

Nor can I resist pointing out that for the first time in many,
many years, the administration’s budget forecasts over the next 10
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years are actually less optimistic than those of the Congressional
Budget Office.

But certainly, none of us would be responsible if we did not rec-
ognize that there are large uncertainties in these forecasts. That is
why an approach like the one pursued by the President that
assures that the surpluses will not be dissipated on new spending
programs or new tax cuts is the appropriate one.

Even if a much more pessimistic projection were to obtain, we
would continue, under the President’s proposal, to be reducing the
national debt and the interest burden that it imposes.

Third, Mr. Chairman, the question arises, what about invest-
ments in equities, and this, of course, has been a controversial sub-
ject. I would only say to you that almost every other defined benefit
pension plan in America gives its beneficiaries the extra return
that is afforded by providing for investment in equities.

In order to offset the benefit that the President’s proposal gains
with its modest investments in equities, it would be necessary to
impose a 5 percent across-the-board benefit cut beginning in 2030,
orhz}lt%ematively, to raise the retirement age by an extra year-and-
a-half.

We are convinced that through a combination of private sector
management, an independent board, reliance on index funds, it is
possible to manage equity investments in a publicly responsible
way and that we owe it to America’s Social Security beneficiaries
to give them the benefits that diversified investing can achieve.

Mr. Chairman, in conclusion—

The CHAIRMAN. Well—

Mr. SUMMERS [continuing). We have a tremendous opportunity
and let’s use it to meet this challenge.

[The prepared statement of Lawrence Summers follows:]
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Mr. Chairman, Members of the Committee, I appreciate the opportunity to appear today to
discuss President Clinton’s proposal to ensure the financial security of our aged population. The -
demographic challenge that we as a nation face today is a critical issue to all Americans and to
the future of our economy. As you know, it is in direct response to this challenge that President
Clinton has offered his framework for preserving the financial well-being of the Social Security
and Medicare programs and improving the retirement security of all Americans. Let me applaud
this Committee for its contribution in addressing and focusing attention on these issues.

The advent of an era of surpluses rather than deficits has radically transformed our national
debate about entitlements. The terms of all of the earlier tradeoffs in the entitlements debate
have been eased -- provided we seize the opportunities now available to us. The President’s
framework for Social Security both recognizes the brighter present reality, and moves us well
along the road toward seizing the opportunities currently available, if we can work together on a
bipartisan basis.

This afternoon, I will first briefly describe the President’s program. Then, I will deveote the bulk
of my remarks to addressing some of the issues that have arisen about our approach to retirement
security policy.

The President’s Proposal
According to the Office of Management and Budget, the unified budget of the federal

government is now projected to accumulate more than $4.5 trillion in surpluses over the next
15 years. The operational question now before us is how we should use these surpluses.

RR-2984
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The President’s framework devotes 62 percent of these surpluses to the Social Security system.
Of the roughly $2.8 trillion in surpluses that will go to Social Security, about four-fifths will be
used to purchase Treasury securities, the same securities that the Social Security system has
invested in since its inception. The remaining one-fifth will be invested in an index of private-
sector equities, which should on average yield a higher rate of return for the program’s
investments. These two actions will reduce the 75-year actuarial gap from its current level of
2.19 percent of payroll by about two-thirds, to 0.76 percent of payroll. And they push the date at
which the Social Security trust fund is projected to be exhausted from 2032 back to 2055.

Substantial as that accomplishment would be, it is critical that we do more. Historically, the
traditional standard for long-term solvency of the Social Security system has been the 75-year
actuarial balance. A 75-year horizon makes sense because it is long enough to ensure that
virtually everyone currently participating in the system can expect to receive full payment of
current-law benefits. Attaining this objective will require additional tough choices. But the
objective is both important and obtainable. To reach it, the President has called for a bipartisan
process. We believe that the best way to achieve this type of common objective is to work
together, eliminating the need for either side to “go first.”

In the context of that process, we should also find room to eliminate the earnings test, which is
widely misunderstood, difficult to administer, and perceived by many older citizens as providing
a significant disincentive to work. In addition, it is critical that we not lose sight of the important
role that Social Security plays as an insurance program for widows and children, and for the
disabled. As President Clinton said last month: “We also have to plan for a future in which we
recognize our shared responsibility to care for one another and to give each other the chance to
do well, or as well as possible when accidents occur, when diseases develop, and when the
unforeseen occurs.” That is why the President has proposed that the eventual bipartisan
agreement for saving Social Security should also take steps to reduce poverty among elderly
women, particularly widows, who are more than one and one-half times as likely as all other
retirement age beneficiaries to fall below the poverty line. :

In addition to shoring up Social Security, the President’s plan would transfer an additional

15 percent of the surpluses to Medicare, extending the life of that Trust Fund to 2020. A
bipartisan process will also be required to consider structural reforms in this program. This
process will be informed by the important work of Chairman Breaux and the other members of
the Medicare Commission, and we look forward to their report.

Finally, the President would use 12 percent of the surpluses to create retirement savings accounts
— Universal Savings Accounts or USA accounts — and the remaining 11 percent for defense,
education, and other critical investments. The President will be announcing further details
regarding the USAs soon.
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Benefits of the President’s Approach

In essence, the President is proposing that we use the Social Security and Medicare trust funds to
lock away about three-quarters of the surpluses for debt reduction and equity purchase, and
ensure that they are not used for other purposes. This would have three key effects:

. First, it would greatly strengthen the financial position of the government. If we follow
this plan, by 2014, we will have the lowest debt-to-GDP ratio since 1917 and will free up
a tremendous amount of fiscal capacity. The reduction in publicly held debt will reduce
net interest outlays from about 13 cents per dollar of outlays in FY99 to about 2 cents per
dollar of outlays in 2014. Under the President’s program, the reduction in interest due to
debt reduction will exceed the increase in the Social Security burden through the middle
of the next century.

. Second, it would strengthen significantly the financial condition of the Social Security
and Medicare Trust Funds. Indeed, it would extend the life of the Social Security Trust
fund by more than 20 years, to 2055, and extend the life of the Medicare Hospital
Insurance Trust Fund to 2020. Meeting our obligation to the next generation of seniors
should be the number one priority in allocating the surpluses.

. And third, it would substantially increase national saving, which must be a priority in
advance of the coming demographic shift. By paying down debt held by the public and
investing in equities, the President’s program will create $3.5 trillion more room in
private portfolios for productive capital in place of the sterile asset of government paper.
In effect, this will be the reverse of the “crowding out” that occurred during the era of big
deficits. With government taking a smaller share of total credit in the economy, interest
rates will be lower than otherwise would be the case. The implications of lower interest
rates will be profound. Not only will individuals be able to borrow for mortgages, school
loans, and other purposes at lower rates, but importantly, businesses will be able to
finance investments in productive plant and equipment at the lower rates. And the
resulting larger private capital stock is the key to increasing productivity, incomes, and
standards of living. Ultimately, one reason why this program is sound economically is
that it will result in a more robust private economy, which will expand our capac1ty to
make good on our Social Security and Medicare promises.

The President’s proposal also specifically aims to deal more broadly with the challenges of an
aging society by expanding individual access to retirement saving. As I noted earlier, the
President proposes to devote 12 percent of the surpluses to establishing a new system of
Universal Savings Accounts. These accounts would provide a tax credit to millions of American
workers to help them save for their retirement. A majority of workers would receive an
automatic contribution structured as z flat dollar amount regardless of income. In addition, many
of those who make voluntary contributions would receive a matching contribution from the
government to their USA account. Overall, the program would be considerably more

3
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progressive than the current tax subsidies for retirement savings -- where higher bracket
taxpayers get higher subsidies.

At the same time, the President proposes to strengthen employer-sponsored retirement plans in a
variety of ways. The President’s budget addresses the low rate of pension coverage among the
40 million Americans who work for employers with fewer than 100 employees by proposing a
tax credit for start-up administrative and educational costs of establishing a retirement plan and
proposing a new simplified defined benefit-type plan for small businesses. Workers who change
jobs would benefit from the budget proposals to improve vesting and to facilitate portability of *
pensions. In addition, the retirement security of surviving spouses would be enhanced by the
President’s proposal to give pension participants the right to elect a form of annuity that provides
a larger continuing benefit to a surviving spouse and to improve the disclosure of spousal rights
under the pension law.

Additional revenues

Mr. Chairman, in your letter of invitation, you asked that I address the merits of various possible
ways of bringing additional revenues into the system. A wide variety of such options have been
included in the plans that have been put forward in the last few months. As you know, the
President has expressed his belief and determination that we should be able to put Social Security
on a sound long-term financial foundation without increasing the payroll tax rate. The payroll
tax hits all workers and it hits the low and middle of the earning scale proportionately harder than
more affluent individuals. Partly because of this, the President believes that other ways of
closing the gap are preferable.

With regard to most other ways of increasing the revenues of the system, the Administration has
striven to maintain-an open mind. We have emphasized that individual proposals should not be
judged in isolation, but rather in the context of complete plans. And the President strongly
believes, as I noted before, that the way to achieve final agreement is for both parties to work
together, avoiding in the meantime actions that would polarize the debate. For that very reason,
it would be counterproductive for me to discuss specific alternatives -- regardless of their merits
or demerits. The time for us to exchange such views will come, but, in my judgement, is not
here today.

Investing in Equities

As I noted above, an important element of the President’s framework is the proposal to invest
part of the transferred surpluses in equities. Historically, the Trust Fund has been invested
exclusively in government bonds. While these bonds are essentially risk-free, they have the
corresponding downside that they have historically earned a lower rate of return, on average,
than other potential investments. Between 1959 and 1996, the average annual rate of return
earned on stocks was 3.84 percent higher than the rate eamed on bonds held by the Trust Fund.
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Raising the rate of retum on the Trust Fund would substantially alleviate the need to bring
additional revenues into the system. Even in the President’s program, in which the proposed
equity investment is modest, the impact on the actuarial balance is significant: It would reduce
the actuarial gap by an estimated 0.45 percent of taxable payroll -- roughly one-fifth of the
overall problem we face today. Put another way, the proposed investment in equities achieves as
much, in terms of improving the 75-year actuarial balance as a 5 percent across-the-board cut in
benefits beginning in 2030. Or, to put it still another way, the equity investment in the
President’s package achieves as much for the financial soundness of the system as would moving
the normal retirement age up by an extra year-and-a-half. Given the magnitude of what the
equity investment will accomplish, I believe that the President’s proposal should receive serious
consideration as a means of, in effect, bringing new resources into the system.

Addressing Issues

Since the President unveiled his plan in the State of the Union Address, a2 number of important
issues have been raised. Let me briefly address a few of them here.

Is the President s framework based on sound accounting?

One issue is whether the President’s framework is based on sound accounting methods. In this
regard, the framework is grounded in two essential ideas:

. First, the framewerk should speak to the disposition of the whole of the unified surplus,
which encompasses both the Social Security and non-Social Security portions of the
budget. As I outlined earlier, the President proposes to reserve the bulk of the unified
surplus for the purpose of paying down the debt held by the public and for acquisition of
assets. Some have criticized the framework for proposing a disposition of the whole of
the unified surplus, but in doing so the framework follows squarely in the tradition of
Republican and Democratic administrations alike for each of the past 30 years.
Moreover, any time a competing proposal is cast in terms of how it would use the unified
surplus, the validity of our fundamental approach is reinforced.

. Second, the framework should ensure, to the greatest extent possible, that the surpluses
that have been transferred to the Social Security and Medicare Trust Funds may not be
used for any purpose other than to pay down the debt held by the public or to acquire
assets. In short, these transfers must constitute a full use of those resources. It is clear to
us that current budgetary methods are inadequate in this regard because they would not
sufficiently wall off the transferred amounts and protect them from being used either to
finance additional spending or tax reductions. We are looking forward to working with
the members of this Committee and the rest of the Congress to devise new methods for
achieving this fundamentally important objective.
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Debate about accounting arcana threatens to obscure one crucial point: that -- as Secretary Rubin
stated in his budget testimony -- at the core of this budget is fiscal discipline. We must not lose
sight of the fact that this budget is possibly most notable for the fact that it lays the groundwork
for paying off the debt held by the public. That is the most prudent budget accounting of all.

Can equity investment in the Trust Fund be undertaken in a sound, prudent manner?

Another issue concerns the potential for political interference in the investment of a portion of
the transferred surpluses in equities. We take this issue seriously. Accordingly, we have devoted
a good deal of effort to developing an institutional framework aimed at isolating these
investment decisions from political pressures. With this framework -- or one like it -- we are
confident that the concerns that have been expressed can be overcome.

Under the President’s plan, an apolitical, independent board would select private-sector
investment managers through a competitive bidding process similar to the one used by the
Federal Retirement Thrift Investment Board. Investments would be limited to broad-based,
widely-used index funds, eliminating the possibility of individual stock picking. Purchases and
sales will be dictated by the cash needs of the Social Security system and by the requirement to
maintain equities as 15 percent of the Trust Fund, eliminating the possibility of investment
decisions based on market timing. In addition, our proposal limits the share of Trust Fund assets
that could be invested in equities, so as to ensure that these funds never account for more than a
small fraction of the stock market.

Why does the President’s plan cause gross federal debt to rise faster than it otherwise would?

A third issue concerns the fact that, under the President’s framework, gross Federal debt would
rise by more than otherwise would occur, even as debt held by the public is being paid down.
Doesn’t this signal an expansion of the obligations of the Federal government?

Debt held by the public and debt held by the Trust Funds do have equal legal standing. Both are
obligations of the United States Treasury. But there are important distinctions that must be
recognized. It is debt held by the public that best captures the Federal government’s pressure on
credit markets, and hence this measure of the debt that is most relevant for determining whether
interest rates are high or low, whether private investment in productive capital is strong or weak,
and whether we have to borrow much or little from abroad.

While the debt held by the Trust Funds is a liability of one part of the government, it is at the
same time an asset of another part of the government. On a consolidated basis, then, it is a wash.
By contrast, the debt held by the public is a liability of the entire government; it is, therefore, the
better measure of the fiscal burden we are passing on to future generations. The Congressional
Budget Office has long held this view, and reiterated it in their testimony before the Senate
Budget Committee on February 23rd of this year.
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Looking at the situation from the perspective of the non-Social Security portion of the
government only, the President’s program in effect converts an implicit commitment (in the form
. of promised future Social Security and Medicare benefits) into an explicit one (in the form of the
Special-issue securities, or “Specials”, held by the Trust Funds). Putting Specials into the Trust
Funds does not increase the amount that we will owe in the future for Social Security benefits
and debt. Again, this point was made clear in CBO’s February 23rd testimony.

What if the projected surpluses do not materialize?

A fourth issue concerns the prudence of committing today to transfers for as long as 15 years into

_ the future, given the huge uncertainty surrounding budgetary projections. To be clear, the
President is proposing that we make the specified transfers into the Trust Funds regardless of
whether our current forecast of the budgetary outcome proves accurate. We did not make this
policy choice ignoring forecast uncertainty. On the contrary, we fully recognize and appreciate

" the extent of uncertainty surrounding any economic projection, much less one purporting to peer
out 15 years into the future. Indeed, that uncertainty is a primary reason why we believe that a
more prudent way to run our fiscal affairs is to substantially pay off the debt held by the public
‘over the next 15 years and, rather than commit today to the consumption of those surpluses over
the next 15 years rather than commit today to reduce taxes or raise spending. Under our
approach, the real uncertainty concerns whether the debt reduction we actually achieve will be
less or more than we currently project. Under an alternative approach, in which government
saving is reduced by spending increases or tax cuts, the remaining uncertainty would not concern
how much debt reduction occurs in the future, but rather whether there is debt reduction in the
future.

Do the bonds we propose placing in the Trust Funds make real provision for the future of Social
Security and Medicare?

A fifth issue concerns the question of whether we have made real provision for the future of
Social Security and Medicare by placing additional assets in their respective Trust Funds. We
believe that we have, in two respects.

o First, we have ensured that a corresponding amount of debt held by the public is taken out
of circulation. This is a crucial step toward creating the fiscal capacity to meet our
benefit obligations to Social Security and Medicare beneficiaries. Given that we take this
step, long-term projections by the Office of Management and Budget illustrate this fiscal
capacity by showing unified budget surpluses into the middle of the next century. The
overwhelming consensus of economists recommends paying down the debt held by the
public as one of the most important contributions the government can make in advance of
the retirement of the babyboom generation.

. Second, having created new fiscal capacity to meet our obligatioxis, the President’s
framework provides new legal capacity, by assigning the proceeds of the debt reduction

7



20

to the Social Security and Medicare programs. Absent this action, Social Security would
be unable to pay current-law benefits beyond 2032, notwithstanding that we would have
the fiscal capacity to do so. Medicare also would become insolvent early in the next
century. To be clear, the assignment of the debt-reduction dividend to Social Security
and Medicare does not expand our obligations under those two programs -- it merely
expands our capacity to meet existing obligations in a timely manner.

Is it desirable to commit general revenues to Social Security?

Finally, a sixth issue concerns the desirability of committing general revenues to Social Security
and Medicare. From the beginning, Social Security has been mainly financed out of a dedicated
payroll tax, and a substantial body of opinion has held that the long-term integrity and durability
of the programs would best be upheld by severely limiting, if not prohibiting, the use of general
revenues.

The President’s framework proposes something quite different from general revenue financing as
it has historically been contemplated. The framework proposes to tap, for a limited time only,
the unprecedented surpluses now in prospect. Importantly, the President’s framework is a
mechanism for ensuring that the surplus general revenue is used to pay down the national debt,
and thus is a vehicle for ensuring fiscal discipline, not fiscal laxity. Such a temporary use of the
surplus can be justified by the need for help in the transition of the retirement of the baby boom
generation. This is far different from any approach that would either use general revenues in
perpetuity, or that would expand benefit obligations.

Concluding Remarks

Mr. Chairman, it is difficult to overemphasize the significance of the changes achieved through
the fiscal responsibility of the past six years. It is indeed remarkable that we can sit here today
and debate how best to use budget surpluses. I believe it is worthwhile to take a minute to
consider how recent economic changes have lifted the weight of an era of deficits off the nation’s
shoulders to make a new era of surpluses possible.

During the 1980s, the nation’s fiscal status quo pointed only to a future of growing budget
deficits. As deficits expanded throughout that decade, the volume of our nation’s debt grew,
meaning that the government’s interest payment obligations were put on a path of continued
growth. At the same time, health care costs of the federal government were rising relative to the
size of the economy.

Today, by contrast, the situation has been reversed, and the basic momentum is toward improved
budgetary performance. Important legislative steps toward deficit reduction were taken in the
1993 Omnibus Budget Reconciliation Act and the 1997 Balanced Budget Act. And over the past
several years, health care costs have been rising more slowly. As a result, today’s basic fiscal
setting involves large and rising unified surpluses, which -- provided they are preserved -- will
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!

allow us to pay down the debt held by the public.

When President Clinton took office, the fiscal trajectory our nation was on suggested that by
2014, the government would be devoting 27 cents of every dollar it spent to interest payments on
the federal debt. Instead, as a result of the course we have charted, only 2 cents of every dollar of
outlays will be needed to cover interest expenses 15 years from now — a savings of about $1
trillion in that year alone. The challenge we face in allocating the surpluses to the best possible
use is to ensure that the underlying momentum toward fiscal control is maintained. By devoting
the lion’s share of the surpluses to debt reduction and preserving Social Security and Medicare,
the President is ensuring that we devote the surpluses to the best possible use to help cushion the
impact on future budgets as the population ages. Thank you. I would now welcome any
questions.

-30-
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The CHAIRMAN. I did not mean to interrupt you. I thought you
were done, but you were saying you were done but you said, “In
conclusion.” We appreciate your testimony very much. You have
been a point person for so many policies for the administration.

I know how busy you are and taking time to come on this very
important issue for this committee shows the commitment of you
personally to this issue as it does show the importance of the issue
to the administration and hopefully reflects the importance of this
committee in this legislative debate.

So once again, thank you for being here. Each member may take
5 minutes for each round. The President’s plan has been com-
glimented by some and by others it has received some criticism,

oth for proposing this sort of collective investment you are talking
about and for financing Social Security benefits from the larger
general revenue transfers.

For me, though, I am most concerned that the President’s initia-
tives seem to leave us in this limbo that I referred to in my opening
remarks, whether it is sooner or later and whether the years be
2040 something or 2060 something, if we follow the President’s pro-
posal to a tee, we are still going to have a situation down the road
where there is a bankruptcy in the system like we now see for the
year 2032. : .

At that point, we do one of two things. We either increase taxes
from 12.4 percent where they are today to 18 percent or you reduce
benefits by a third. So like I say, it seems to me that we are left
a little bit in limbo. I have talked to -people in the administration
wém have said, well, we have got an opportunity for a bipartisan
effort.

As I also indicated, it seemed to me that everything that the
President has put on the table up to now has been the easy lifting
type stuff. The really difficult stuff comes down the road, so a very
simple question.

Will the President be putting forward some changes in Social Se-
curity that will get us to that point where we have the 75 percent
solvency that we have always had as a target?

Mr. SUMMERS. Mr. Chairman, I would take issue with two things
in your question. First, I do not think it is pain-free to commit 62
percent of the surplus and remove it from the power of the political
process to cut taxes or to propose new programs. I think that does
represent a painful step and I think it represents a step that by
eliminating debt and saving future interest payments does provide
directly for financing of future Social Security benefits.

Second, the President expects to work in a bipartisan process to
develop the additional measures that would be necessary to carry
us from 2055 until 2075 and I think that is a very important part
of this process. My understanding is that our preference would be
to do that in a bipartisan way for reasons. that I am sure you can
appreciate, that I think any such-proposal involving structural
changes has a much better chance if it is a proposal that is devel-
oped with a lot of consensus building beforehand.

If I might make one final comment? I would not minimize, Mr.
Chairman, the significance of solving two-thirds of the 75-year defi-
cit and providing for adequate guaranteed Social Security benefits
at current levels out to 2055.
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Nor would I minimize the risk that if we do not take this step
and we use the surplus for other purposes, no matter how valid,
we will find ourselves in a situation where we will no longer be
able to realize those interest savings and where the challenge of
saving Social Security will become that much more difficult with
those 18 percent taxes and 32 percent benefit cuts that you re-
ferred to in prospect.

We could avoid two-thirds of that by preserving those surpluses
right now for Social Security and I think that is an important step
for us to take even as we address what is also crucial, the struc-
tural challenge you mentioned.

The CHAIRMAN. The President’s proposal, and I think you prob-
ably emphasized this, is based upon projections, and I think my
way of saying you emphasize that, you said that for 7 years in a
row, the President’s economists have under-estimated the amount
of growth that we would have.

Over the long-term history of government, estimates have not
been so good in most of my years in the Congress. I tend to be very
cautious when it comes to this.

So my next question would be based on a premise you might not
agree with, but if the projected surpluses do not materialize, are
we locked into then to a policy that transfers revenue to the trust
fund whether those surpluses are there or not, and isn’t that a
huge burden then on our children or grandchildren in the sense of
increased taxes at that point or some reduction in expenditures at
that point?

Mr. SUMMERS. Mr. Chairman, with respect, I would suggest ex-
actly the opposite. Let us assume that the projections were to prove
substantially too optimistic and the budget situation were not to
materialize as predicted.

Under the President’s plan, we would find ourselves in a situa-
tion where we would nonetheless be providing & substantial trans-
fer to the Social Security system and that would be something that
would be reflected in our budget accounts and we would be continu-
ing to reduce the burden of debt held by the public, which does
damage to economic performance by crowding out investment.

On the other hand, if we were to pass up the opportunity to take
this step and we were instead to enact other permanent programs
or tax cuts with these surpluses, then we would find ourselves in
a situation where in 2008, or some such year, the national debt
would actually start rising again, the crowding out effects would be
increased, and we would be back in the kind of very unfortunate
dynamics we were in in the 1980’s and very early 1990’s.

The President’s program is assuring that these resources will be
used to reduce the national debt. Therefore, it is very much pref-
erable on fiscal grounds to simply leaving the surpluses to be dis-
sipated by spending programs of tax cuts.

So I think the argument for the President’s program is actually
magnified once you recognize that there are enormous uncertain-
ties associated with these projections because that is what makes
it so important to find a political device that will enable the policy
to preserve the surpluses that are projected.

The CHAIRMAN. Senator Breaux.
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Senator BREAUX. Well, thank you very much, Mr. Summers, for
being with us on this very challenging program and the problems
that we have with it.

I was looking at the transfer of what, $2.8 billion in surpluses?

Mr. SUMMERS. Trillion.

Senator BREAUX. Trillion dollars in surpluses in to the Social Se-
curity trust fund. Then you point out that we have to do more than
that, and some of the things that you are talking about doing more
is eliminating the earnings test; doing more for widows, children,
and disabled; using 12 percent of the surplus to create the retire-
ment accounts, universal savings accounts.

It seems like all of the things that we are talking about doing
more of in order to reform, all of it involves spending more money.
When we are talking about tough choices, maybe we need another
commission, which I would hope that I would not be on, and it is
called the “Pain” Commission because every time there is a lot of
pain in solving some of these problems, we do not get around to
doing it.

I mean, we are talking about adding a lot more benefits, which
I think is wonderful, but you have got a program that is going
broke and there are some things that are difficult to do without
looking at some things.

I mean, the CSIS Commission, which I did serve on in the pri-
vate sector, talked about a CPI adjustment. There is nothing here
mentioned about that. We talked about looking at the age require-
ments; nothing in here about that. Where are the hard choices?

Mr. SUMMERS. I think it is a very important question that you
ask, Senator Breaux. The key structural changes that the Presi-
dent proposes in Social Security, the widows benefit and the earn-
ings test. The widows benefit, which is a very important issue, does
have an additional cost.

My understanding is that one can do a great deal for the people
that Senator Hutchinson and Senator Lincoln spoke about in their
statements, at a relatively modest cost, one or two-tenths of a per-
cent in terms of the payroll, in terms of the 2.19 percent payroll.

The elimination of the earnings test has essentially no cost aver-
aged out over the 75-year period because of the fact that there are
actuarial reductions for people who retire early. So the incremental
costs of the President’s steps with respect to Social Security is
small. The USA accounts are outside of Social Security and the
budgetary allocation.

There is, to be sure, the question of getting the last 20 years,
from 2055 to 2075, and there I can only reiterate my earlier an-
swer, Senator Breaux, which is the President’s conviction that it is
best for those to come out of a bipartisan process and one that he
is eager to enter into if there is that bipartisan desire in the Con-
gress.

There is, as your question suggested, a list of potential structural
reforms that I think at this date people are aware of and the pri-
mary choice that needs to be made is a political one between alter-
natives, which certainly do have the consequence of impacting on
either benefit levels or tax levels, but as important as that is—

Senator BREAUX. It sounds like we are headed to another com-
mission.
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Mr. SUMMERS. Well, another commission or a bipartisan process.
Just what is the best way is not something that I suspect we will
be able to work out here, but I would emphasize—I think this is
a crucial point—that as important as that is, it should not blind
us to the importance of taking steps to ensure that the surpluses
we2now have are preserved so that we get that extra fiscal space
in 2030.

There is 3 percent of GNP in extra fiscal space, room to meet
these obli%ations that is potentially available by preserving the sur-
pluses right now. It seems to us in the administration that it is of
overwhelming importance that we take decisive action to make
that fiscal sFace. Then once we have made that fiscal sFace, to
make it available to the programs whose costs are inevitably going
to rise and that is the basis of our approach alongside the biparti-
san process to do the difficult work.

Senator BREAUX. We have, for the first time, a proposal and, I
take it, for the first time, to use general revenues to finance Social
Security which has always been financed through the basic 12.4
percent payroll tax.

Now, there were some in Congress who said, we solved a portion
of Medicare in the last Congress because we took some of the pro-
grams that were being paid for by the Medicare trust fund and put
it into general revenues under Part B and say, we solved the prob-
lem. We are just having it come out of general revenues.

It is a very legitimate concern among Members of Congress that
if we are going to have two programs, it is going to eat up all the
discretionary money in this country in the direction that we are
heading and it is a very serious bipartisan concern.

So maybe just explain philosophically—I mean, this is a major
change. We are using Feneral revenues to pay for something that
was subject to a payroll tax over the years and it was a guaranteed
amount. Now we are saying, well, the surpluses, we hope they are
there, so we are going to start using general revenues for the first
time to pay for a program that was based on a payroll tax. This
is a huge change. I am not arguing pro or con on it. I am just say-
ing it is a huge change.

Mr. SUMMERS. It is a change, Senator, but I would argue that it
is a different change than that that has been contemplated in tra-
ditional discussions on general revenues. There you were talking
about basically taking a permanent tax stream from general reve-
nues and allocating it to meet an entitlement program’s costs.

Here we are talking about a budget surplus that we have accu-
mulated and that we can foresee over 15 years that if we do not
do something with it will, in all likelihood, be dissipated in the
form of other new %rograms or other changes in the tax system.

We are taking that temporary increment to the surplus and on
a temporary basis making a provision for strengthening the trust
fund. That is a very different thing than providing it on an ongo-
ing basis for—which has traditionally attracted a great deal of con-
cern, rightly in my view. That is very different from an ongoing
general revenue stream to meet an ongoing entitlement expendi-
ture, which I think is highlfy problematic.

A temporary set-aside of a surplus to meet a coming obligation
is exactly what a corporation would do in a very profitable period
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when it had a large pension liability coming due, and I think, real-
‘ly reflects what is the best financial practice, which is to take ad-
vantage of a transitorily good time to meet a subsequent time when
there is going to be much greater financial strain.

So in that way, it differs from the traditional general revenue
discussions, but certainly it does represent a departure.

Senator BREAUX. Thank you. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Hutchinson.

Senator HUTCHINSON. I am not sure, Secretary Summers, wheth-
er I understood. It sounds like a difference without a distinction.
How long is this temporary set-aside?

Mr. SUMMERS. Fifteen years.

Senator HUTCHINSON. Fifteen years. Let me move for just a mo-
ment to another part of the President’s proposal. A number of Gov-
ernment officials, including Mr. Greenspan, have expressed concern
in testimony before Congress about the President’s proposal to in-
vest some of the Social Security trust fund in equities.

In testimony that we will hear later this afternoon, it is sug-
gested that the President’s proposal overstates what the stock mar-
ket returns would be. The President’s budget assumes a 6.75 per-
cent return. However, the trustees have projected that economic
growth over the next 75 years will average only half the rate of the
last 75 years.

If that is the case, the return on stock would only average about
4 percent. Taking into account transaction and brokerage fees, re-
turn could be less than that, 2 to 3 percent. In comparison, the
trustees project that Treasury bonds will pay 2.8 percent on aver-
age.

So could you deal with that issue of the 6.75 percent as the basis
for that projection?

Mr. SUMMERS. Yes, Mr. President—Mr. Chan'man

Senator HUTCHINSON. It is a big leap.

Senator BREAUX. They are all from Arkansas anyway.

Mr. SUMMERS. Senator, let me deal with it by making three
points if I could. First, the 6.75 percent estimate that is in the ad-
ministration’s proposal is the estimate of the Social Security actu-
aries who work for the Social Security trustees.

Second, while it is a somewhat technical subject, the judgment
that economic growth will be slower over the next 75 years is, to
a large extent, a judgment that our population will grow less rap-
idly than it has in the past. The fact that our population will grow
less rapidly than in the past is really no reason why the expected
return each year on the stock market should be lower than it other-
wise would be.

Indeed, if you look at the way private sector corporate pension
plans are funded, or you look at the way State and local pension
plans are funded, or you look at the assumptions that go into other
Federal pension plans, you will find that that 6.75 percent number
is, if anything, conservative relative to the assumptions that are
made by analysts who are looking at projected stock market re-
turns in the future.

Certainly there is no guarantee about how the stock market will
perform. It has averaged 18 percent return over the last 16 years.
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Senator HUTCHINSON. So you just reject their projection? I mean,
- the fact that the population would grow slower, that there would
be lower productivity or whatever, that is what you are saying?

Mr. SUMMERS. No. I accept the projection that the population will
grow less rapidly, but the fact that the population will grow less
rapidly is something that they are ve much aware of when they
also project that the stock market will have an average return of
6.75 percent.

So I reject the premise of your question, that the fact that the
population is going to grow less rapidly is a reason why one should
revise downwards of one’s estimate of the expected stock return. I
would rather use the assumption that is used commonly and perva“
sively in the private sector, which is, if anything, somewhat greater
than the 6.75 percent ﬁgure.

Senator HUTCHINSON. That was not my assumption. I was simply
going by the trustees. My understanding of the trustees’ projection
that the growth could be expected to be about half.

Mr. SUMMERS. Senator, you are correct that the trustees predict
that growth will be slower. However, even projecting that growth
will be slower, they are the source of the 6.75 percent figure.

Senator HUTCHINSON. All right.

Mr. SUMMERS. So we are using an assumption that is the actuar-
ies’ assumption and I am providing the additional information that
that assumption is, if anything, a little bit conservative compared
to that that is standard practice in the private sector.

Senator HUTCHINSON. OK. The President, as has been men-
tioned, we have not heard recommendations on fundamental re-
forms, that is what we all would like to come up with and you say
we need to do that on a bipartisan basis. We would look for Presi-
dential leadership.

He, in his Social Security forum in Kansas City last April, ruled
out both a FICA tax increase as well as eliminating the cap on tax-
able wages. Has the President taken any other proposals off the
table, ruled out any other suggested changes, and is there the pros-
pect that there will be recommendations from the administration
on these kinds of systemic, fundamental reforms?

Mr. SUMMERS. I think the President has come forward with a
framework for a solution and concrete measures that will solve
two-thirds of the problem. He believes it is now appropriate for
that approach to be considered and for a bipartisan process to take
us the rest of the way to a 75-year actuarial balance.

He and his colleagues in the administration are very much pre-
pared to take part in such a bipartisan process on terms that, in
a l;)ipartisan way, members of the two chambers of Congress believe
is best.

Senator HUTCHINSON. He has taken to things off the table. Is he
going to put anything on the table as far as specific proposals?

Mr. SUMMERS. I think we believe that the best way forward from
this point is in the context of a bipartisan process, which we think
can build on what I think represents a very important contribution
of two-thirds to the solution of this problem.

Senator HUTCHINSON. Who is going to make the initial things to
react to? I would think it is the President and the leader of the ex-
ecutive branch, specific proposals on how we reform, make the
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kinds of changes where we do not have the bankruptcy here or
bankruptcy there kind of alternative.

Mr. SUMMERS. Well, I suspect it is going to be difficult for either
of us to surprise the other at this point, but I would just remark
that the President has put forth a framework that relies on use of
the surpluses that solves two-thirds of the problem and points to-
ward the solution of the remainder and believes that the right way
to go forward on the rest of it is through agreeing on what kind
of bipartisan process can build consensus on the whole package.

Senator HUTCHINSON. Thank you, Mr. Chairman.

Senator BREAUX. We are going to hold hands and jump off the
cliff together. .

Senator HUTCHINSON. It might work.

The CHAIRMAN. This is the way Senators amved sol w111 call
on Senator Hagel, then Senator Lincoln, then Senator Bryan, then
Senator Bunning, and then Senator Bayh. Senator Hagel.

Senator HAGEL. Mr. Chairman, thank you. Mr. Secretary, thank
you for coming up today.

You have recently been engaged and still are in the international
economic crisis that is perplexing all the globe. Based on that and
your other experiences in life, let me ask you this. Do you have
confidence in 15-year projections?

Mr. SUMMERS. I think 15-year projections have the potential for
enormous plus or minus errors in either direction. As one example,
the projections made in 1993 for 1999 had an error of a few hun-
dred billion dollars, and that error, fortunately for all of us, turned
out to be an error of excessive pessimism in those projections.

There is certainly the prospect of future errors that would prove
to be in the direction of optimism. That is why we think it is impor-
tant to find a politically effective device for walling off a large por-
tion of the surplus so that it cannot be spent and so that we will
be able to continue reducing the national debt even if it were to
turn out that conditions did not materialize in as favorable way as
we wanted.

Senator HAGEL. I guess that means you do not or you do have
confidence in 15-year projections?

Mr. SUMMERS. Fifteen-year projections have enormous potential
for error in either direction, absolutely. No one can have total con-
fidence in them, but there is no alternative to relying on the projec-
tions we can make at this point. But certainly, they have got enor-
mous potential for error.

Senator HAGEL. So that would lead one to believe that there
would be some caution needed as we project out if we are to use
those projections to base any of our out year projections as to how
we come to a resolution on this most important issue?

Mr. SUMMERS. Certainly and the only thing that requires more
caution than a 15-year projection is a 75-year projection, which is
what we always have to rely on when we target 75-year actuarial
balances.

Given all the uncertainties we have in the future, the President’s
concrete approach, which preserves these surpluses and removes
the temptation to dissipate them, becomes all the more important.



29

Senator HAGEL. Doesn’t that then lead us all back to the same
‘uncertainty and that is, what are we going to do about structural
reform?

Mr. SUMMERS. Certainly structural reform has an important role
to play, but I believe that we can actually get more than half-way,
about two-thirds of the way, through the combination of realizing
the easy budget space we can make. We can make 3 percent of
GNP, 13 percent of the Federal budget, in extra space in 2030 sim-
ply by now concentrating on reducing that national debt.

1 believe that the most politically sustainable way of reducing
that national debt is to earmark the savings from deficit reduction
for these programs. So yes, I share your view very much on the im-
portance of structural reform, but I think it is important to take
the first step, which is to ensure that we do not dig our problem
deeper by dissipating these surpluses that have materialized.

My fear is that if we do not get ourselves into an agreement on
the importance of preserving those surpluses, that we will dissipate
them while we are debating other possible structural reforms. Cer-
tainly structural reform is absolutely critical.

Senator HAGEL. I think at least this Senator certainly could
agree and I think from what my sense of this is up here, that most
elected representatives, either Republican or Democrat, have com-
mitted themselves to whatever surpluses there are coming in from
payroll taxes to be used for Social Security should be used for So-
cial Security.

So I do not think that is as debatable as some might think. But
getting back to structural reform—

Mr. SUMMERS. But I think, respectfully, Senator, we have always
had the practice where all the revenues to come from the payroll
tax have always gone into the Social Security trust fund. That has
been the case since 1938.

I think the question that we face now at a time when we have
a unified budget surplus and a time when we are reducing our na-
tional debt by, in a couple of years, two and three hundred billion
dollars a year, I think the question is, how are we going to use
those unified surpluses which are going to reduce national debt.

Are we, as the administration suggests, going to use them to re-
duce national debt and assure that continues by dedicating those
reductions in the national debt to Social Security or are we, as
many would suggest, going to use those unified surpluses to fi-
nance new tax cuts or new expenditures programs, which would po-
tentially put at risk——

Senator HAGEL. Well, no one is saying that.

The CHAIRMAN. We are beyond that.

Senator HAGEL. Yes, we are beyond that. That is exactly my
point. We are beyond that. So I think we are debating something
that left the station a long time ago.

On the issue of structural reform, I want to get back to a ques-
tion Senator Hutchinson asked about what the President proposed
in his State of the Union message on investing Social Security
funds in equities.

I think there was a slip there between the question and the an-
swer. Isn't the real issue there the Government investing those
funds in equities versus the private sector?

55-881 99-2
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Mr. SumMeERS. Oh, I may have misunderstood Senator
Hutchinson’s question. That certainly is a critical issue. There has
been, as you know, some data introduced suggesting that State and
local public investments perform less well than private invest-
ments. That data has now been very carefully examined and what
I think the record will show is that is because State and local gov-
ernments have invested more conservatively and stayed out of eq-
uities.

Senator HAGEL. So you would support having the Government,
the ’I;reasury invest in equities, having them manage that invest-
ment?

Mr. SUMMERS. Well, we would not support the Treasury doing so,
certainly. We have got enough to do. '

Senator HAGEL. Or the Federal Government or the Small Busi-
ness Administration.

Mr. SUMMERS. We would support an independent board who
would hire private managers to invest in equities only along an in-
dexed fund basis. So completely non-discretionary, autopilot invest-
ing is something that we believe would have important potential to
avoid what would otherwise be a 5 percent or more across-the-
board benefit cut.

Senator HAGEL. Thank you.

The CHAIRMAN. Senator Lincoln.

Senator LINCOLN. Thank you, Mr. Chairman. In rural America,
there is a great old pastime where people take a block of wood and
they start to carve it. It is called whittling and if you do not have
a vision of what you want that block of wood to become, you can
easily whittle away that block of wood until you have nothing.

I just want to thank you for making the point that we have a
very great opportunity right now with the budget surplus and that
the possibilities of whittling it away without having the vision of
what we want to accomplish with that surplus is a very dangerous
thing that we are handling right now.

I hope that we will focus on preserving programs like Medicare
and Social Security that mean a great deal to this country and to
the Eeople of this Nation.

I have got a couple guestions, a little bit on the flip side of what
my colleagues were asking about, the equity market, and I think
you answered in your testimony some of that question about the
concerns they had about how that would be administered.

The critics of the equity investment, some say that Congress
could interfere with the monetary policy and cause stock and bond
markets to crash and I would just like to hear your opinion.

The second question would be, I understand that the President’s
proposal does reduce the public debt, which is obviously a very
good thing, but I would also like to focus on what it does for Social
ﬁfcg‘x;ity, does it really add new debt to the Social Security trust

nd?

Aren’t we again leveraging the trust fund at that point in these
new initiatives, these new bonds that are being talked about to fur-
thel; the livelihood of that and what does that mean to Social Secu-
rity? ‘

Mr. SUMMERS. Thank you, Senator Lincoln, for those two ques-
tions. On your second question, the President’s proposal does not
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contemplate the Social Security system taking on any new obliga-
tions. It constitutes providing greater wherewithal to meet the obli-
gations that have already been taken on by eliminating—scaling
back the national debt and reducing interest burden.

And then taking the proceeds from those savings and dedicating
them to the trust fund so as to give a legal substantiation to the
fact that those savings would go to Social Security and Medicare.

So it certainly does not represent any increased risk-taking for
the trust fund or any leverage of the trust fund in the traditional
sense of the term leverage. What it does represent is fortification
of the trust fund—fortification of the assets of the trust fund with-
out any change in the liabilities so it makes it financially healthier.

On the stock market question that you raised, clearly with mil-
lions of Americans investing a significant portion of their savings
in the stock market, the stock market will attract the attention
from time to time of policymakers.

I think it is best, and this is the approach that we in the admin-
istration have pursued, to concentrate on the fundamentals of the
economy and if we make the fundamentals of the economy be right
over time, markets will take care of themselves and that is the ap-
proach we favor.

I would not expect that having the Social Security pension fund
invested in a small part in the stock market would change that
basic political calculus. After all, right now, 10 percent of our stock
market is publicly owned. It is publicly owned by the pension funds
of State and local governments.

The maximum increase that is contemplated in the administra-
tion’s proposal would simply be another 4 percent. So while that is
quite material to the economics of Social Security, in terms of the
overall dynamic of the way in which the stock market functions or
the way in which our macroeconomic policies are carried on, I do
not expect that it would represent any large change. :

What it would do and which seems very important to us is it
would provide—because the alternative to it again is benefit cuts
or tax increases—what it would do is provide the lower half of our
population, which does not really have the opportunity to benefit
from the returns the stock market can provide, the same kinds of
opportunities to provide for their retirement that the upper half of
our population has had.

And by doing it collectively, which is implicit in the administra-
tion’s proposal, you have three important advantages over some
suggestions that this be done on an individual basis. One is that
the risk becomes the Government’s risk to smooth over time rather
the individual’s. Second, you preserve the progressivity of Social
Security. And third, you preserve what is quite remarkable, which
is that nearly 99 cents out of every dollar that Social Security col-
lects goes to pay benefits.

If you look at private annuities or you look at the systems in
Chile or England, it is 20 cents, 25 cents, or even more that is
going to the various middlemen, and that is an important virtue of
this kind of approach as well.

Senator LINCOLN. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you. Senator Bryan.
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Senator BRYAN. Thank you very much, Mr. Chairman. Mr. Sec-
retary, welcome to our hearing.

Let me say at the outset, I would commend the Administration
in terms of the framework that it has outlined to the extent that
it seeks to accomplish two important objectives. One, to prevent the
watching of massive new spending programs, and second, to help
us to reduce the very politically and attractive temptation of pro-
viding a substantial, across-the-board tax cut.

I think neither of those are appropriate policies for us to pursue.
The concern I have, though, is that most of us, when we try to ex-
plain this proposal back home, are not dealing with a graduate
seminar at the Wharton School of Finance. We are not talking to
the American Institute of Certified Public Accountants.

We are talking to average folks, some of whom have as much, if
not more, education than we do, but who are not necessarily people
that make the distinctions between this esoteric debt terminology.

I have elected not to run in the year 2000, so let me cite myself
as an example. I am back home explaining this proposal and I say
the good news is that we are going to reduce public debt by a sub-
stantial amount, and the figures are indeed dramatic, and that is
one of the reasons why we ought to support this, among a number
of others.

And then a fellow on the other side of the room says, but, “Sen-
ator, isn’t it true that you will have to vote to increase the debt
ceiling at the same time?” Now, as I said, I am not running for
anything, but it strikes me that having to increase the debt ceiling
is a very, very powerful argument to be made against this proposal.

For those of us who came to Washington with State backgrounds,
such as my colleague, Senator Bayh what alarmed us in the 1980’s
was this massive piling-on of the debt. We went from less than a
trillion dollars in 1980, to a decade later with more than $3 trillion,
as I believe the number is, and you will correct me if I am wrong,
Mr. Secretary, but in the range of $5.6 trillion. ®

So help me to explain to these good folks, and I do not want to
give you the impression that folks out my way are any less swift
than in any other place in the country.

The CHAIRMAN. They just proved how swift they were by the an-
swer you got.

Senator BRYAN. How do we explain this? Because I do not think
most folks make any distinction between public debt and this eso-
teric debt of the trust funds. So give me an explanation that I
might give this summer when I am out there in Winnemucca, NV,
discussing this proposal to the good folks at the senior center.

Mr. SUMMERS. Let me first say, Senator, I had taken note of your
announcement of your retirement with regret.

Senator BRYAN. I appreciate that.

Mr. SUMMERS. Many people in Washington will miss you.

Senator BRYAN. Thank you.

Mr. SUMMERS. I hesitate, given my background, to try to give you
advice as to how best to speak to the people of your State in a clear
and effective waﬁ.

One analogy that might have some possible appeal would be this.
Imagine yourself, the treasurer of General Motors, and how would
you think about two different kinds of debt. One is General Motors’
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debt that it is going to have to pay off to the public. The other is
debt that Chevrolet is going to have to pay Buick.

It is entirely within your corporation. Those are two very dif-
ferent things. I think from the point of the treasurer of General
Motors, the debt that he is going to have to pay to the public rep-
resents a much more serious problem, a claim on his future earn-
ings, a reduction in his net worth; whereas, the transfer that is
inter-corporate between Chevrolet and Buick is a very different
kind of thing.

In just the same way, that is why every economist—and in al-
most all the stuff here, you could find conservative economists, lib-
eral economists disagree about, but that is why every economist
will tell you that this intra-Federal Government debt has tremen-
dous accounting and political significance, but does not have eco-
nomic significance, just like debt that is payable between Chevrolet
and Buick does not have any economic significance.

If we wanted to do the debt limit, the debt limit has been done
the way it has been done because that is the way it has always
been done. But if wanted to do the debt limit in a way that was
economically meaningful with respect to the burden on future tax-
ﬁaﬁax&s, 1;chen we would not—we would do it in terms of the publicly

e ebt.

Or think about it this way. What is the liability of the American
taxpayer? The GM shareholders—that is the way to put it. GM
shareﬁolders do not have a liability when Chevrolet owes Buick
money because they are shareholders in both.

The American taxpayer does not have a liability on the intra-
Federal Government debt. What they have a liability for is the debt
that the Federal Government owes to the public.

Senator BRYAN. But the general fund would be obligated, would
it not, in future years to be making those general fund payments
to the Social Security? i

Mr. SUMMERS. Sure, but that would just be the counterpart of—
that is correct. But that is just a counterpart of an obligation that
the Nation has anyway. The ultimate obligation the Nation has is
the obligation to pay the promised benefits.

Whether there are bonds there or whether there are not bonds
there, the Nation has the obligation to pay the promised benefits.
So you are not taking on any increased—the Nation is not taking
on any increased obligation. It is simply making tangible the obli-
gation that it already has.

Mr. SUMMERS. I appreciate that. Thank you, Mr. Chairman, and
thank you, Mr. Summers.

The CHAIRMAN. Senator Bryan, the bottom line is that you still
will have to vote to increase the national debt, so that constituent
was right. Senator Bunning.

Senator BUNNING. Thank you, Mr. Chairman. Can I inquire of
the secretary why the President’s current proposal to wall-off 62
percent of the budget surplus is better than 90 percent?

Mr. SUMMERS. The President——

Senator BUNNING. You know, the bill we had last year walled off
90 percent of the surplus. The administration was strongly against
walling off 90 percent of the surplus last year. Now I want to know
why 62 percent is so much nicer.
































































































































































































































































































