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Tuesday 4/6/76 

3:20 Mr. Parson1 s office invited you to a briefing on 
Drug Abuse by Dick Parsons and Jim. Cannon for 
the President in the Cabinet Room tomorrow (Wednesday 4/7) 
at 11 a.m. 

Attached is the draft Presidential statement on drug abuse. 

(A copy has been sent to Ken -- Bobbie is at the reception) 

Digitized from Box 10 of the Philip Buchen Files at the Gerald R. Ford Presidential Library



T H E \ '." I-Il T E H 0 C S E 

ACTIO.';" :\lE\10RA~DL\f 

Dr.J.tc: April 5 

FOR ~.CTION: Phi 1 Buchen/ 
Max Friedersdorf 
Jim Lynn 
Brent Scowcroft 
Robert T. Hartmann 

FROM THE STAFF SECRETARY 

DUE: Date: Tuesday, April 6 

SUBJECT: 

LOG NO.: 

Tim.e: 615pm 

cc (for information): 
Jim Cavanaugh 
Ed Schmults 

Time: 300pm 

Draft Presidential Statement on Drug Abuse 

AC'I'ION REQUESTED: 

-----For Necessary Action --For Your Recommendations 

-·- Prepare Agenda ar.d Brie£ __ Droit Reply 

~--For Your Comments _. __ Draft Remarks 

REI\I!~oRKS: 

Please return to Judy Johnston, Ground Floor West Wing 

PLE . .!'~oSE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

I£ ;·ot! ha.v~ any questions or if you anticipate a 

delc.y in submiHi•~g !ho required n>a!eria.l, please 
lek:pho:u; iloc Sia££ Secretary immediatdy. 

James M. Cannon''\ 
For the President 
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!-lEHORANDUM FOR: 

FROH: 

SUBJECT: 

THE WHITE HOUSE 

WASHINGTON 

April 5, 1976 

/ 
/ 

/ 
/ 

i..,PHIL BUCHEN 
MAX FRIEDERSDORF 
ROBERT T. HARTMANN 
JIM LYNN 
BRENT SCO; 

Dru Abuse 

On Wednesday, April 7, the President will meet 
with a number of Federal officials to receive a 
report on where we are with the drug abuse problem. 
We are proposing that at the conclusion of that 
meeting a statement by the President be issued. 

Attached for your review and comment is a draft 
statement. I would like to receive your comments 
by 3 p.m. Tuesday, April 6. 

Thank you very much. 

Attachment 

.-· . 



DRAFT 

STATEMENT BY THE PRESIDENT 

I have just concluded a meeting with the 

government's senior officials v1ho have responsibility 

for various aspects of the Federal drug abuse control 

program. I called the meeting amid continuing signs 

of increasing availability and use of heroin and other 

dangerous drugs so that plans can be developed for an 

intensified Federal effort to reverse the trend. 

Various proposals ranging from stepped-up diplomatic 

initiatives to secure greater cooperation from foreign 

governments in disrupting worldwide trafficking networks 

to intensified law enforcement aimed at major narcotic 

traffickers were discussed. Also reviewed were ways of 

more effectively mobilizing and coordinating the vast 

resources of State and local governments and of private 

industry in a national effort to combat drug abuse. 

As a result of this meeting, I have directed 

the Attorney General to inform all of the United 

States Attorneys, who are responsible for prosecuting 

violators of Federal drug laws, of my concern about 

drug abuse. Additionally, I have directed the 

Domestic Council Drug Abuse Task Force to give me a 

monthly report on what progress we are making in this 

area. 
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Finally, I will shortly send to the Congress 

a special message on drug abuse. In it I will outline 

my specific proposals for dealing with the growing 

problem of drug abuse and propose legislation to 

provide mandatory minimum sentences for, and 

pre-trial detention of, major drug traffickers . 

. -·' 



THE WHITE HOUSE 

April 13, 1976 

MEMORANDUM FOR: JIM CANNON 4 
PHIL BUCHEN I , THROUGH: 

FROlvl: 

SUBJECT: 

1,') 
KEN LAZARUS~)'-' 

Social Security: Long-Range Financing 

Counsel's Office has reviewed your draft memorandum to the 
President on the subject noted above, and offers two comments. 

First, the memorandum would appear to be 1nore 
technical and detailed than necessary to present 
the basic concepts under consideration. 

Second, we would support a third option, delaying 
announcement of any decision in this area until 
such time as a complete plan is designed. Alter
natively, we would support Option A as preferable 
to Option B. 



THE WHITE HOUSE 

WASHINGTON 

April 6, 1976 

DRAFT 
DECISION 

MEHORANDUM FOR THE PRESIDENT 

FROM: JIM ~ANNON 

SUBJECT: Social Security: Long-Range Financing 

PURPOSE 

The purpose of this memorandum is to provide you with 
alternatives for carrying out your December decision 
to 11 decouple 11 the Social Security system. 

Because of the complexity and importance of this sub
ject, it is recommended that in considering the 
alternatives, you meet with the Cabinet secretaries 
and staff advisers most closely involved and concerned 
with this issue so that views and assumptions may be 
carefully discussed. 

BACKGROUND 

In December you addressed three major problems threat
ening the financial integrity of the Social Security 
system: 

1. The system is experiencing annual deficits. 
Your response to this problem was a proposal 
to increase revenues through a .6% (.3% each 
for employers and employees) Social Security 
tax increase, effective in 1977. This would 
solve the problem through Lhe early 1980's, 
although there now appears to be little 
chance Congress willact this year. 
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2. The system's cost-of-living indexing 
provisions enacted in 1972 are now 
expected to overadjust ("double-index") 
for 1nflat1on. The problem 1s often 
referred to as a "coupling" problem be
cause it unintentionally "couples" two 
adjustments for inflation -- one tied 
directly to cost-of-living increases, 
and the other due to that portion of 
wage increases caused solely by infla
tion. The net effect over the long term 
is to increase benefits of future 
retirees fast~r than the rate of infla
tion and real wage growth. Your 1977 
budget and Special Message on the Elderly 
promised legislation this session to cor
rect this flaw by "decoupling" the system • 

... 
3. The system faces major long-term financial 

pressures. Congress expects the trustees 
to proJect at least 75 years into the 
future to estimate the impact of current 
provisions. Revised projections now indi
cate huge deficits by 2050 of hundreds of 
billions of dollars. About half the defi
cit is attributable to the "coupling" 
problem, and the rest is due to revised 
economic and demographic (i.e., birthrate) 
assumptions. 

In order to determine how best to "decouple" the svstem, 
it is important to consider some related developments. 

CONGRESSIONAL SITUATION 

Both the House Wavs and Means Committee and the Senate 
Finance Committee have indicated that thev will not 
accept your proposal to increase Social Security taxes by 
.6% in Januarv 1977. 

However, there is considerable concern among the members 
of both committees about the long-range fiscal impact of 
"coupling." 

A House Wavs and Means Subcommittee headed by Represent
ative James Burke retained last year a panel of six 
economists and actuaries to advise on Social Security 
issues, and on F~bruarv 19 ~ 19 76, received ~E~:_..,}?J"e:l,.~.~~-
nary recommendat1ons of th1s panel. ''''·.·'/~:--~ 

f~-· ''"'ffl)" 
,{~:/ ~ <~\ 

.• ··.~ 0 
~ ·~ 

·: (:";", ,b 

... ··'' ·'~ V" -.,/ 
' ...... "'·--.. ~~---- //' 
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The group, chaired by Harvard economist William Hsiao, 
recommended to Representative Burke's subcommittee a 
decoupling approach that would go beyond the elimination 
of the overadjustment for inflation. In brief, the 
Hsiao proposal would begin a gradual reduction of the 
projected role and scope of the Social Security system, 
and -- over time -- thereby eliminate all of the long 
term deficit. 

ALTERNATIVES FOR ACTION ~ 

The basic question confronting you is what sort of 
decoupling plan you wish to propose: 

Option~ A: 

Option B: 

A plan designed only to eliminate the 
overadjustment for inflation, which 
otherwise has minimal effect on the 
projected role and scope of social 
security and on the benefit formula. 
This option would eliminate only 50% 
of the long-term deficit and leaves 
open the question of how the remain
ing deficit will eventually be 
financed. 

A plan which decouples in a manner 
that slowly alters the benefit struc
ture over time and gradually reduces 
the projected role and scope of 
social security. This option could 
eliminate 100% of the long-term 
financing problem. 

With either option, it is our recommendation that you 
order additional analysis of major issues which need in
depth study before further changes in the system are 
proposed. (Option A requires this complementary analysis 
because it leaves unresolved 50% of the long-range 
financing problem.) Some of the issues requiring study 
are: 

• The long-range role of social securitv vis
a-vis private pension and savings plans. 

-~-~---~:~;':>~ .. 
'I ,; .. • , , •r.;:;.~\ 

"-.,.,.4 ""'·, . ~~ 

~~ 
:t;._· 

~-



-4-

• The impact of social security on capital 
formation in the economy. 

• The preferred means of funding social 
security (i.e. should general revenues 
finance a portion of the svstem?). 

• The extent to which social security should 
redistribute income, and its relationship 
to public assistance programs. 

~ 

• The fairness of spouse benefits. 

• The increasing trend by state and local 
governments (e.g. New York City, State of 
Alaska, Fairfax County, etc.-) to announce 
their intention to leave the system. 

• The impact of social securitv taxes on un
employment and of benefits on work 
incentives. 

• Other related issues (e.g. sex discrimina
tion, the retirement test and earnings' 
rules governing the receipt of benefits, 
etc.) 

Further analvtic work would enhance our understanding 
of these issues. Ultimately, however, any reform of the 
system will require fundamental value judgments. Several 
of vour advisers believe that some of those judgments can 
be made on the basis of existing knmvledge. 

DISCUSSION 

To understand the mechanics of both Options A and B, it 
is useful to review how the current system operates. 
Social security benefits after retirement are often de
scribed by the extent to which they replace a certain 
percentage of a retiree's previous earnings. This per
centage, knownas the replacement rate, currently averages 
43% for all wage earners. For various earnings' levels, 
the replacement rate is the following: 

• Approximately 62% of the wages of a worker 
earning $3400 ( a relatively "low" wage 
worker). 
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• Approximately 42% of the wages of a vmrker 
earning $8600 (a "medium" wage worker) • 

• Approximately 30% of the wages of a worker 
earning the covered maximum of $15,300 (a 
relatively "high"- wage earner). 

These figures reflect the progressivity of the benefit 
structure under Social Security, i.e. , the lovrer a 
person's earnings, the h~gher the percentage of wages 
replaced bv social security benefits. 

The difference between Options A and B is how they would 
have replacement rates behave in the future. Option A 
would maintain the current degree of progressivity 1n the 
benefit structure by treating a person on the basis of 
his relative status among all wage earners:--

Option B, on the other hand, would gradually modify the 
current progressive structure (as the society grows 
wealthier) by treating a person ~ the basis of his real 
level of earnings. - -

Under Option A, replacement rates for all wage earners 
would approx1mate 43% over time. As wages increase due 
to inflation and real v-1age grov-1th, replacement rates 
would keep pace, continuing to replace the same portion 
of pre-retirement wages for persons similarly placed in 
the earnings spectrum. 

Under Option B, replacement rates would remain constant 
over time for given levels of real income (or constant 
1976 standards of living) • Since all persons are expect
ed to enjoy increasing real wages (and improved standards 
of living), average replacement rates are expected under 
Option B to decline gradually to 21% by 2050. Option B 
assumes that as living standards rise average workers will 
be able to afford to rely more heavily on private pensions 
and personal savings to supplement their social security 
income. 
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Examples: Assume a 6% annual increase in wages consist
ing of a 4% increase in prices and a 2% increase in real 
wage growth. (Over a period of 75 years, this 2% 
inc~ease compounded annually represents more than a 
four-fold increase in real wages.) 

For today's "medium" wage worker earning $8,600, this 
translates to a predicted level of earnings in 2050 of 
$37,000 (in 1976 dollars). Since all other workers are 
assumed to enjoy similar increases, this worker would 
still be a "medium" wage worker in 2050o Therefore, 
under Option A this "me~ium" worker would receive a 
replacement rate similar to today's 42% (actually 44%, 
or $16,000). With Option B, however, this worker would 
receive a benefit calculated similarly to the current 
formula-- i.e. $7,800 (or 21%). 

(All rates are for single retirees. Under current law, 
spouse benefits add an additional 50% -- See Tab 1.) 

Applying similar assumptions, today's "low" wage worker 
would be earning nearly $15,000 in 2050. Option A would 
continue to view him as a "low" wage worker and replace 
a high proportion of his wages (63%, or about $9,000). 
Option B would apply a formula providing a benefit similar 
to the current rate for this income (i.e. 30%, or $4,500). 

Finally'· today' s "medium" wage workRr earning $8,600 
receives a benefit of about $3,600 (42%). Under the 
assumptions applied, a worker with this income (in 1976 
dollars) in 2050 would be near the bottom of the eco
nomic scale (similar to a person todav earning $2,000/ 
year). Therefore, Option A would treat him as a "very 
low" wage worker and replace 100% of his wages. Option 
B considers the person able to enjoy the same standard of 
living as todav's $8,600 worker and would replace approx
imately the same portion of his income upon retirement -
$4,000 (or 46%). (Tab 2) 

In terms of cost, Option A would require 16.2% of taxable 
payroll in 2050 (current rate is 9.9%), while Option B 
would require only 8.8%. (Tab 3) 

Pros and Cons 

OPTION A: Decouple -- Index Future Benefits To Growth 
In Pr1ces and Real Wages (AverageJbenefits 
grow Wlth average earn1ngs.) 



Pros: 

Cons: 
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• Option A represents very little change in 
the existing structure of the system, thus 
it is not vulnerable to a charge that the 
Administration is using decoupling as a 
means of deliberalizing the program. This 
should assure its acceptability to the 
social security constituency, thus avoiding 
a major political controvery. Even if the 
Congress fails to act on this proposal, 
Option A's relative political neutrality 
implies the least political risk among the 
three options. 

• It allows the Administration an opportunity 
to go on the offensive for its efforts to 
preserve the integrity of the social security 
pystem. The Congress seems disinclined to 
initiate anything on its own, so the Adminis
tration can portray this move as a major step 
towards bringing the system back under 
control. 

• It still provides pressure to address broader 
issues about social security on a deliberate 
basis due to the long-run financing problem. 
This permits consideration of various changes 
falling between the somewhat extreme posi
tions represented by Options A and B. 

• It permits you to fulfill your commitment to 
"decoupling" while indicating it is not the 
final word on the subject. You could simul
taneously announce the establishment of a 
study team to develop more far-reaching, 
long-term recommendations. 

• 

• 

Option A solves only 50% of the long-term 
financing problem. 

It could be portrayed as an inadequate re
sponse to a major future financial crisis, 
requiring steep social security tax increases 
(or general revenue funding) inthe long run. 
Such revenue demands could have adverse impact 
on employment, work incentives, and the rate d'iF .. 
of capital formation. ~~\~· ' 0 ~.·· .. 

.., {.'} 

·~, ~·:~~ 
I'~ • ~.'l. .,:, 
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• It fails to take advantage of the unique 
opportunity presented bv the "coupling" 
problem to re-structure the entire system. 
As time passes, the~stem is likely to 
grow and become increasingly less suscep-· 
tible to change. 

• It may add to growing concern about long
term payroll tax increases, and encourage 
the emerging groups of people seeking to 
withdraw from the system (particularly 
state and loca? government employers with 
legal withdrawal rights.) 

OPTION B: Decouple -- Index Future Benefits to 
P.+="1Ce Growth Only. (Average benefits grow 
less rapidly than average ·earnings~) 

Pros: 

Cons: 

• Option B would eliminate the entire long
range deficit, thus putting the Administra
tion on the side of prudent fiscal 
management. It presents the strongest 
possible argument that the Administration 
is acting to preserve the financial integ
rity of the system. 

• It takes advantage of an opportunity to 
re-structure the system (because of 
"coupling")which may not occur again, and 
it is in keeping with the independent 
findings of the non-partisan Hsiao study 
panel. 

• It would reduce the potential long-range 
burden of the social security tax on wage 
earners and the economy. It would stabilize 
payroll tax rates at a fairly constant per
centage and may trigger increased individual 
savings and capital formation. 

• It may enjoy some political appeal because 
it returns to Congress more flexibility to 
make discretionary increases in the future. 

•• Option B raises 
It would almost 

;;~ • I 0 It~")\_ 
serious political questio~s. <~\ 
certainly be viewed as a y~l 

.) '"" 
-·~-, .. 
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significant deliberalization of the svstem 
by its constituency. Whether or not "this 
is a fair characterization of Option B, 
the issues are sufficiently complex that 
this is the inevitable political interpre
tation. 

• It replaces a steadily declining amount of 
a worker's pre-retirement income with no 
reduction in payroll taxes. This may pro
mote public dissatisfaction with the system, 
particularly a~ong higher paid workers who 
already have the highest taxes and the low
est replacement rates. 

• It makes significant changes in the system 
without detailed analysis and public debate 
of the underlying role, economic implica
tions, and philosophy of social security. It 
also hampers the potential interest in and 
impact of a major, in-depth social security 
study. 

• It invites the Congress periodically to 
raise benefits, thus reducing the predicta
bility of costs and benefits infue system. 

RECOMMENDATIONS: 

' 
' ~ 

\~~ y 
·~ 
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Co:r.:;paris~n of real bonefits unc1er Options A and B for. the average ~-:or!ccr 
'"'hose ~<lrnings rls~ over time and o~ rcqui.rt:!d tax, 1976-2050. 

Averaoa benefit qro~vs as fast as averaqe earnings {replucement rate::; risn 
at each leval of earnings) 

An~ual Annual Benefit Replacememt 
1/ 

pre- Rate- Payro~l 
21 retir~=:tent (1976 $, s) tax r~uJ.red-. 

aarninqs Single Narried Single Narrie~/ (percant of 
(1976 $' s) ~arson couple person COUPle-: ta~able pavroll 

~ 

~;8:600- $3,612 $5,418 42% 63% 10.9% 
11,348 4,993 7,4~ 44 66 11.2 
13,833 6,087 9,131 44 66 11.5 
25,05S 11,069 17,535 44 66 17.0 
37,232 16,382 24,573 44 66 16.2 

': 

~.veraqe benefit grm-m more slovrly than average earnings (replacement rates 
constar..t at each level of earn1ngs) 

-' P:dr.1ary insurance a:nount at aqe 62 as a percent of earninqs in the precedinq year. 

Social secnrity cx~enditures as a ?ercent o~ taxable payroll. 

:·!ar :: _t,·~d cot:nlc:> re f.cr to couples ,.,hen~ the .,.,i Fe has no social s·P.C\.trity benefit in 
:,.-,r. >·.·:n ri.qht. 

t•.'!: rr~)jcct ions 1ssume th.:tt curnincrs ri.sc 2 ~lercont faster each year than the C;:>I 
,;.;:~~ th<'lt t-~·1 r,_~rtllity rate rises f:t:om 1. 3 to /.. L 
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Table 2. Co:t~?arison of real benefits unddr Opt tons A and g for a· -~·orkcr 
\·rith a constant level of real earnings and of; required ta:<, 1C)76-2050. 

'Ootio~ A. Replacement rates rise at eac~ level of earnings (average bcne~it ~~ows 
as fast as earnings) 

.... -

~teY .: 
Annual pre- Annual Benefit Replacement l?ayroll 21 retirement (1976 $'s) tax required-
earnings Single f.!arried Single 1·tarried (percent of 

Year (1976 $'s) person cou:ele person coup leY taxable payrol 

1:1 
1976 $8,600 $3,612 $5,418 42% 63!> 10.9% 
1990 8,600 4,902 7,353 57 R6 11.2 
2000 8,600 5,590 8,385 65 · 9R 11.5 
2030 8,600 7,138 10,707 83 125 17.0 
2050 8,600 8,600 12,900 100 150 16.2 

~;:tion B. Replace::nen·t rates constant at each level of earnings (averaqe benefit 
qrmo~s more slmdy than earninqs) 

Annual pre- Annual Benefit Replacement Rate?~ Payroll 
2 retirement (1976 $'s) tax rcquir~ 

e.:trninqs Single Nard.ed Sinqle l·!arrie~/ (P.ercent o .f 
'{ear (1976 $'s) oerson couele person couole-- taxable payrol: 

1976 $8., 600 $3,6.!.2 $5,418 42% 61% 10.9~ 
!.990 8,600 3,784 5,676 44 66 10.1 
:':000 8,600 3,956 5,934 46 69 9.3 
2030 8,600 3,956 5,934 46 69 10.7 
2050 8,600 ,.-·. 3,9?6 5,934 46 69 R.8 

~I Prim~ry insurance amount at age 62 as a percent of earnings in the preceding year. 

'/ So=i<1l securitv cxocnditures as a percent of taxable payroll. 

· i ~·: ·1:::~-L:!d coup:tcs r.:!fer to couples \·;here thu 1r1.i.fe lt-:ts no !;ocial secu~ity b"me:Ht in 
her o·.·:n riqht. 

.:,to:· ::•roicctioM• a~:sume that CC\rni:-ws rise 2 percent faster eC\ch year than the CPI 
~ncl that t!v~ fertility rate rises fro'i\ 1. 8 to 2 .. 1. 
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MEMORANDUM FOR: 

THROUGH: 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

WASHINGTON 

April 22, 1976 

JIM CONNOR . 67 
PHIL BUCHEN J · 

BOBBIE GREENE KILBERG~ 
Secretary Coleman's Letter 
about Women's Salaries 

The Counsel's Office approves Jim Cannon's attached memorandum 
to the President but requests that the following additional facts be 
added to Cannon's statistical statement: 

The fact that women, as a class of workers, have had 
different job patterns than men only partially accounts for 
salary differentials between men and women with equal years 
of education in the same job categories. 

There is also statistical evidence that women who have 
the same educational level, the same number of .Y~-~r-~_qf_job_ 
experienc~_, and ~ubstanti_al~-~_§_ame j_qg .d.!i:~cripti~ as their 
male counterparts make less money than those men. 

Attachment 

cc: David Lis sey 
cc: Jeanne Holm 



THE WHITE HOCSE 

.,\.(:TION ~IE'\'lORA:\DCi--1 \\' .\ S !i. l ." (; T ;_) ~ LOG NO.: 

Dde: April 22, 1976 Time: 

FOR ACTION: 

Phil Buchen 
Jeanne Holm 
Bill Seidman 

cc (fo!' information): 

F'HOM THE STAFF SECRETARY 

DUE: Date: Monday, April 26 Time: 

SUBJECT: 

.t'\CTION REQUESTED: 

Jim Cannon memorandum 4/20/76 
re: Secretary Coleman's Letter about 

Women's Salaries 

2 P.M. 

__ For Necessary Action X__ For Your Recommendations 

_ _ Prepare Agenda and Brief __ Draft Reply 

_x_ For Your Comments -----· Draft Remarks 

!<EMARKS: 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

If you have any questions or if you anticipate c 

clclo.y in submittir.g !he requi:sd rna.terial, please 
r.::::~.0phor1e the Sta.f: s~c:·eta.:·y irn:rrtedic.teiy. 

Jim Connor 
For the President 



THE SECRET/\RY OF TRfJ.NSPORTATION 

WASHINGTON, D.C. 20590 

April 12, 1976 

The President 
The vThi te House 
\\lashing ton, D.C. 

Dear Mr. President: 

A friend of mine called my attention to the 
statistics which appe~r on the attached paper. 
You will note that even though the average years 
of education for a U.S. woman are slightly higher 
than for a U.S. man, the incomes are strikingly 
less for vJomen than for Jnen. For example, the 
average income of a male college graduate is 
$16,576 and for a woman college graduate it is 
only $9,771. 

I do feel that you should ask someone in the 
Administration to study this matter in detail and 
if what appears on the attached sheet of paper is 
correct, we should think about policies and 
prograr:~s vlhich v7ould change the situation. Another 
reason I am sending this paper to you is I am sure 
you 'i'!oulcl "~.'lant to share it vli th r1rs. Ford. 

Respectfully, 

'
7 '11' ~c 1 J ,., 1 1am ... . o eman, r. 

Enclosure 

_,.....-



Som·~ interesting statistics 

!iVes~age years of education U.S. l·len - 12. 2 U.S. Women - 12.5 

Average incomes of year-round full-time workers: 

Men - $11,000 Women - $6,480 

Average income by job category: 

Hen Women 

Sales $12,296 $4,650 

Professional 14,306 9,000 

Administrative 14,519 7,667 

Clerical 10,627 6,469 

by education level: 

College graduate $16,576 $9,771 

High School graduate 12,017 6,623 

Source: Women's Bureau, U.S. Department of ·Labor 

Year: 1974 



THE WHITE HOUSE 

WASHINGTON :J% 
May 5, 1976 II ··~ 

This is a copy of the decision 
memorandum on Social Security 
long-range financing (decoupling) 
which was sent to the President 
on April 30. His copy also 
included the recommendations and 
comments of all principals. 



THE WHITE HOUSE DECISION 
WASHINGTON 

April 30, 1976 

~lliMORfu~DUM FOR THE PRESIDENT 

FROH: JIM CANNON 

SUBJECT: Socia~ Security: Long-Range Financing 

PURPOSE 

The purpose of this memorandum is to respond to ne1.v 
developments and significant new opinions regarding the 
issue of "decoupling" the Social Security system. The memo 
includes an expanded presentation of the issue, some new 
information relevant to the subject, and revised policy 
alternatives. 

Because of the complexity and importance of this matter, 
the Trustees, OMB, ·and I reconu-nend that in considering the 
alternatives, you meet with the Cabinet secretaries and 
staff advisers most closely involved and concerned with 
this issue so that views and assumptions may be discussed. 

BACKGROUND 

In December you addressed three major problems threatening 
the financial integrity of the Social Security system: 

1. The system is experiencing annual deficits. 

Your response to this problem \V"as a proposal 
to increase revenues through a .6 percent 
(.3 percent each for employers and employees) 
Social Security tax increase, effective in 
1977. This would solve the problem through 
the early 1980's, but both the House Ways and 
!1eans and Senate Finance Corrunittees have 
indicated that they will not attempt to enact 
such an increase this year. 
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The system's cost-of-living indexing 
provisions enacted in 1972 are now 
overadjusting for inflation. 

This problem is often referred to as 
"coupling" or "double-indexing" because t\vO 
automatic adjustments for inflation are made 
in the determination of benefits -- one tied 
directly to CPI increases, and the other due 
to wage increases caused by inflation. 

(Technically, th~ current formula 
incorporates both an automatic adjustment 
for increases in the CPI and corrects for 
inflation a second time because growth in 
wages causes benefits to rise -- and wage 
growth also tends to incorporate CPI 
increases.) 

The projected net effect over the long term 
is to increase benefits faster than the rate 
of inflation and real wage growth. 

Your December decision on this issue was to 
"decouple" the system in a manner equivalent 
to Option A below. This decision was 
described specifically in your 1977 budget, 
the Economic Report of the President, and 
0!1B's Seventy Issues book (see specific 
language at Tab A). 

3. The system faces major long-term financial 
pressures. 

Cost estimates are customarily made on a 
long-term basis at least 75 years into the 
future, to estimate the impact of current 
provisions. Projections based on revised 
long-range assumptions (the revisions are 
currently under consideration by the 
Trustees) indicate huge deficits of about 
8 percent of annual taxable payroll between 
now and 2050. 

This translates to an estimated actuarial 
deficit approaching $3 trillion. About 
half the projected deficit is attributable 
to the "coupling" problem, and the rest is 
largely due to revised economic and 
demographic (i.e., fertility rat~) assumptions. 
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Tilli DECEMBER DECOUPLING DECISION 

We are asking you to revie\•7 your December decision on 
decoupling for two reasons: 

1. The belief held by some of your advisers that 
the complexities of this issue and its poten
tial long-term implications require more 
detailed presentation and discussion than was 
provided in December; and 

2. Recent Congressiqnal developments. 

Both the House Ways and Heans Committee and 
the Senate Finance Committee have indicated 
that they will not accept your proposal to 
increase Social Security taxes by .6 percent 
in January, 1977. However, there is concern 
among the members of both committees about 
the long-range fiscal impact of "coupling." 

To advise them on 11 COupling" and other major 
Social Security issues, these tHo committees 
last year retained a panel of four economists 
and actuaries, chaired by Harvard economist 
William Hsiao. The final report of this panel 
was submitted to the Congress on April 5. 

It recommends a decoupling approach 
(essentially equivalent to Option B below) 

v1hich is more fiscally conservative than 
Option A, and which would eliminate most, if 
not all, of the projected long-term deficit 
with minimal tax increases. To the best of 
our knowledge, neither committee has yet 
responded positively or negatively to the 
Hsiao report. 

For these reasons, we are asking you to review your decision 
of last December. 

RELATED LONG-TEill1 ISSUES 

Since the coupling problem is not the only major long-term 
Social Security issue requiring attention, we want to remind 
you of some of the others. Certain of these m·ay be 
addressed imolicitly in your decoupling decision, but a~i~ 
them requireLadditional in-depth study and analysis .. · ~~~ 
Several major issues are: ~ 

'.:) 
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o The long-range role of Social Security 
vis-a-vis private pension and savings plans. 

o The acceptable economic limits of the Social 
Security progrrull (e.g. its impact on capital 
formation). 

o The preferred means of funding Social Security 
(i.e. should general revenues finance a 
portion of the system?) 

o The impact of Social Security on unemployment 
and work incentiv~s. 

o The extent to which Social Security should 
redistribute income, and its interaction with 
income maintenance programs. 

o The mandatory inclusion of all workers under 
Social Security (including Federal civil 
servants and employees of State and local 
governments who nmv have optional coverage}. 

e Other related issues (e.g. sex discrimination, 
the treatment of one vs. t\vo worker families, 
the retirement test and earnings' rules 
governing the receipt of benefits, etc.} 

Further analytic work would enhance our understanding of 
these issues, and it is our recommendation that an order to 
proceed with this additional analysis accompany your 
decision on decoupling. Ultimately, however, any reform of 
the system will require fundamental value judgments about 
the scope and role of the system. 

ALTE&~ATIVES FOR ACTION 

Although there exists a virtually unlimited number of ways 
of correcting for the coupling problem, only two are pre
sented here. They represent the two basic alternative 
directions for the program to take over time. (A third 
alternative, to defer the decision, is also included for 
your consideration.) 

Both decoupling options would eliminate the overadjustment 
for inflation in the current formula. They differ in the 
manner in which they would calculate initial benefits in 
the future (and, therefore, the extent to which they \'!.~~~ 
eliminate projected deficits). This difference is n<f!;> .-. 0 -P;,\ 

! .~": ('"\ 
''-1-.~ --. 
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particularly significant for the financing of the system in 
the next ten to twenty years, but becomes increasingly 
dramatic after that. 

Option A: This plan (your December decision) 
would index future initial benefits to growth 
in prices and real wages. It guarantees that 
average initial benefits grow with average 
earnings in the economy. It would eliminate 
approximately half of the long-term deficit 
and therefore should be viewed as a major 
step tmvard solvii\g the total problem, but 
not the complete solution. 

Option B: This plan (essentially equivalent to 
the Hsiao panel reco~~endation) would correct 
future initial benefits for inflation, and 
reflect real wage growth to a much lesser 
degree than Option A. Average initial bene
fits grow some\vhat faster than prices, but 
not as fast as average earnings in the 
economy. It would eliminate essentially all 
of the long-range deficit. 

Option C: Postpone action on decoupling until a 
more sophisticated analysis of the alternatives 
(Options A, B, and others) can be completed -
possibly in conjunction with analysis of other, 
related Social Security issues. 

A better indication of the projected long-range cost 
requirements of the current system and Options A and B is 
provided in the chart on the follmving page. It illustrates 
the percent of annual taxable payroll that the various 
options are expected to require. 



Cost (in terms of percent of payroll) of Decoupling Options 
Compared with Current Law and Contribution Rates 

Social Security as a 
Percent of Taxable 
Payroll 

21 

18 

in Current Law · 

PRESENT LAW 

OPTION A 

( 

PRESENT LA~v CONTRIBUTION RATE 

9 

6 

,. 
I 
I 

NOTE: Assumes long-range annual increases of 6 percent 
per year in wages and 4 percent per year in prices. 
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DISCUSSION 

To understand the mechanics of both Options A and B, it is 
useful to review how the current system operates with an 
oversinplified example. Social Security benefits after 
retirement are often described in terms of the percentage 
of a retiree's previous earnings they replace. This 
percentage, known as the replacement rate, averages 43 
percent in 1976 for single wage earners and about 65 
percent for those retiring with a dependent spouse.* For· 
various earnings' levels, the replacement rate is the 
following: 

eD Approximately 63 ~ercent of the wages of a 
single worker eaining $3600 (a relatively 
"low" Hage "l.vorker) . 

• Approximately 42 percent of the wages of a 
single worker earning $8600 (a "middle" wage 
worker). 

o Approximately 30 percent of the wages of a 
single worker earning the covered maximum 
(in 1975) of $14,100 (a relatively "high" 

\vage \vorker) . 

These figures reflect the progressivity of the benefit 
structure under Social Security, i.e., the lower a person's 
earnings, the higher the percentage of wages replaced by 
Social Security benefits. 

The major difference between Options A and B is hmv they 
would have replacement rates behave in the future. 
(Benefit formulas for Options A and B are at Tab D.) 

Option A would treat a person on the basis of his relative 
status among all \vage earners, by --:Indexing future initial 
benefits to wage increases. Under Option A, replacement 
rates for all wage earners on average would approximate 
43 percent over time. As wages increase due to inflation 
and real wage growth, replacement rates would continue to 
replace the same portion of pre-retirement wages for 
persons similarly placed in the earnings spectrum. 

Option B, on the other hand, "l.vould treat a person on the 
basis of his real level of earnings, by indexing future 
initiar-benefits to price-increases. Under Option B, 

* Since Social Security benefits are tax free, these rates 
understate the relationship to after tax (net) income. 

~- / 

-.. ... ,.,_,,..,.-,-,.r"'' 
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replacement rates \vould remain the same over time for 
constant levels of real earnings. Since all persons are 
expected to enjoy increasing real wages, average replace
ment rates are expected under Option B to decline gradually 
to 21 percent by 2050 due to the progressivity in the 
formula. Option B assumes that as living standards 
rise average workers will rely more heavily on private 
pensions and personal savings to supplement their Social 
Security income, just as wealthier workers are expected 
to do when they retire today. 

(At Tab C is a chart which plots the behavior of average 
replacement rates under current law and Options A and B.) ., 
~omparative Benefits and Replacement Rates 

The illustrative figures in the table below are based on 
the 1975 assumptions -- 6 percent annual increase in wages 
consisting of a·4 percent increase in prices and a 2 
percent increase in real wages (over 75 years, this 2 
percent increase compounded annually results in more 
than a fourfold increase in real wages) . 

Four categories of wages are used in the table -- "low," 
"middle," "high," and "constant." Wages are expressed in 
constant 1976 dollars and all figures are for single 
retirees. Under current law, spouse benefits add an 
additional 50 percent. 

Today's "low" wage worker earns about $3600. Because of 
real wage growth, a·comparable earner in 2050 is expected 
to earn $15,000. Option A continues to treat him as a lm·T 
wage earner and replaces 63 percent of his salary. Option B 
treats him like today's high wage earner and replaces 30 
percent of his salary. The "middle" and "high" wage worker 
{and, of course, all other wage earners experiencing real 
wage growth) would experience a similar decline in replace
ment rates. 

The "constant" wage worker experiences no real wage gro~th 
and finds himself at the bottom of the theoretical 2050 
earnings scale (similar to the relative position of a 
person today earning $2,000/year whose current replacement 
rate approximates 100%). Option A treats him as a "very 
lmv" worker and replaces 100% of his \vages, whereas 
Option B treats him in essentially the same fashion as he 
is treated today. Additional detail is provided at Tab B. 
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CONPARISON OF OPTIONS A AND B FOR "LOW, " "r:IIDDLE, " 
"HIGH," AND "CONSTANT" ~'7AGE EARNERS, 1976/2050 

\"lAGE ANNUAL PRE- ANNUAL BENEFIT REPLACEt1ENT 
LEVEL RETIRENENT ANOUNT (1976 $)* RATES (%)* 

EARNINGS 
(1976 $) Option Option Option O,etion 

A B A B 
"LO'I.·l II 
1976 $ 3,600 2,300 2,300 63 63 
2050 15,000 9,000 4,500 63 30 

"Middle" 
1976 8,600 3,600 3,600 42 42 
2050 37,000 16,000 7,800 42 21 

·!') 

"High" 
1976 14,100 4,800 4,800 .34 34 
2050 63,800 22,500 11,000 34 17 

"Constant" 
1976 8,600 3,000 3,600 42 42 
2050 8,600 8,600 4,000 100 46 

*All figures are for single retirees. Spouse benefits 
would add 50 percent to annual benefit amounts and 
replacement rates (see Tab B). It should also be noted 
that the benefits are tax free. Therefore, the replace
ment rates understate the relationship to after tax (net) 
income. 

Long Term Costs 

Long-term cost is also an extremely important consideration. 
Under the 1975 actuarial assumptions, Option A \vas expected 
to require 16.2 percent of taxable payroll in 2050. The 
current law's tax rate is 9.9 percent with a scheduled 
increase to 11.7 percent in 2011. (These costs and rates 
do not include Medicare.) Option B was estimated to 
require 8.8 percent. As stated earlier, the proposed 1976 
assumptions would result in significantly larger deficits. 
Tab B has additional comparative cost data. 

A strong cautionary note with regard to actuarial assumptions 
should be made at this point because they have such a 
tremendous impact on the figures. 

Actuarial Assumptions 

The key assw~ptions used for predictive purposes are 
inflation, real wage growth, and the fertility rate. The 
problems ~ .. lith using a given set of assumptions over a 75 
year period is that they have a compounding effect which 

. ~ .... ,: ·. 
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can build in large distortions. When the 1972 amendments 
were passed, the coupled system was projected to have 
long-range costs \·lhich would not require unscheduled 
payroll tax increases. Under significantly modified 1975 
actuarial assumptions (2 percent real wage growth, 4 per
cent inflation, and a fertility rate of 2.1), the system 
was projected to have an actuarial deficit of 5.3 percent 
of taxable payroll -- this resulted in an actuarial 
deficit of approximately $2 trillion and generated wide
spread public reaction. 

In this year's draft Trustee's Report now under review, 
further revisions in the actuarial assumptions are 
under consideration (specifically 1.75 percent real 
wage grov-1th, 4 percent 7'nflation, and a fertility rate 
of 1.9). In conjunction with other changes, the revised 
assumptions result in deficits averaging 8 percent of 
taxable payroll and an actuarial deficit closer to $3 
trillion. This is not to say that conditions are signifi
cantly different this year from last, but reflects the 
multiplier effect of even small changes in assumptions 
when projected over time. 

At this ~oint, the new assumptions have not yet been 
ratified by the trustees, and some disagreement exists 
among them on whether the new assumptions should be 
adopted. Most economists caution against relying on 
a single set of assumptions and prefer that a range be 
used. (The draft Trustee's Report uses an "optimistic, •• 
"intermediate," and "pessimistic" set but refers often 
to the results caused by the "intermediate" set). 

SU!vLMARY TABLE "INTERMEDIATE" ACTUARIAL ASSUMPTIONS 

Assumptions 

1975 

1976* 

Real Wage 
Inflation Growth Fertility 

4% 2.0% 2.1 

4% 1.75% 1.9 

Average Annual 
Deficit 
{% Payroll) 

5.3% 

8.0% 

*Under consideration for inclusion in 1976 Trustee's Report. 

No one seems to believe that the decoupling question should 
be decided by the results of the revised assumptions 
because they are so inherently speculative. However, 
you do need to be aware of their existence and their 
vulnerability to public misunderstanding. You also need 

.. 
:.;,:: 
\~ 
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to know that under the revised assumptions, Option A is 
expected to reduce the 8 percent annual deficit to 4.3 
percent, whereas last year's figures for Option A indicated 
a reduction from 5.3 percent to 2.7 percent. Under the 
revised assumptions, Option B is still expected to 
eliminate most of the long-term deficit. 

('~ \ 
,,-·
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PROS AND CONS 

OPTION A: Decouple -- Index Future Initial Benefits To 
Growth In Prices and Real ~vages (Average -
benefits-grow in direct proportion to average 
earnings.) 

Pros: 

e Option A eliminates the overadjustment for 
inflation and reflects the recommendation of 
the independent 1975 Social Security Advisory 
Council. By holding these rates constant, 
the Administration is not vulnerable to a 
charge that the Administration is using 
decoupling as a means of deliberalizing the 
program. · This should assure its acceptabil
ity to the Social Security constituency,, thus 
avoiding a major political controversy. 

o Option A was described as your decision in 
the 1977 budget and Economic R~port. The 
labor movement and other Social Security 
watchers received the decision favorably. 
Even though it solves only 50 percent of the 
long-range financing problem, it still allows 
the Administration to go on the offensive for 
initiating action towards the preservation of 
the integrity of the system. A change from 
the announced position at this time would 
catch the Social Security constituency by 
surprise, and would draw their strong 
opposition. 

• It provides ample opportunity to address 
broader issues about Social Security on a 
deliberate basis due to the remaining long
run financing problem. This permits consid
eration df various changes falling between 
the positions represented by Options A and B, 
but gives the Social Security constituency 
advance warning of possible changes, and 
perhaps a voice in the deliberations. 

It permits you to fulfill your commitment to 
"decoupling" while indicating it is not the 
total solution to the problem. You could 
simultaneously announce the establishment of 
a study team to develop more far-reaching, 
long-term recommendations. 
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(Option A}: 

o Option A solves only 50 percent of the long
term financing problem. Under the proposed 
assumptions in the 1976 draft Trustee's 
Report, Option A translates to a long-term 
average annual deficit of 4.7 percent of 
covered payroll -~ w~ll in excess of $1 
trillion. This could be publicly· compared 
unfavorably with last year's estimated 5.3 
percent average deficit for the coupled 
system. 

e By itself, Option A could be portrayed as an 
inadequate response to a major future finan
cial crisis, requiring steep Social Security 
tax increases (or general revenue funding) 
in the long run. Such revenue demands could 
have adverse impact on employment, work 
incentives, and the rate of capital 
formation. · 

• It fails to take advantage of the unique 
opportunity presented by the "coupling" 
problem to deal with other issues not 
directly linked to that problem. As time 
passes, the system may become increasingly 
difficult to change. Cost pressures may 
also make it impossible to give benefit 
increases to the retired population whose 
benefits increase only with the CPI. 

o The remaining long-term projected deficits 
may further erode public confidence in the 
system -- especially in light of the pro
posed revised assumptions in the draft 
Trustee's Report. 

OPTION B: Decouple -- Index Future Initial Benefits 
Proportionately to Price Growth and Less 
Than Proportionately to-Real ~vage Growth 
(Average benefits grm·1 some-v1hat faster 
than prices, but significantly slower 
than average earnings.) 

Pros: 

o Option B would eliminate most of the long
range deficit, thus putting the 
Administration on the side of prudent fiscal <' ..... 

t::~• 
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management in a way that would preserve the 
financial integrity of the system without 
further tax increases. 

It is in keeping with the independent 
findings of the non-partisan Hsiao study 
panel. 

It would reduce the potential long-range 
burden of the Social Security tax on wage 
earners and the economy. It would stabilize 
payroll tax rates at a fairly constant per
centage and may trigger increased individual 
savings and capital formation. 

It may enjoy some appeal because it returns 
to Congress more financial latitude for mak
ing discretionary increases or other popular 
reforms that could add to costs. 

(Option B): 

• Option B will raise serious political 
questions. It would almost certainly be 
viewed by the Social Security constituency 
as a significant deliberalization of the 
system. Whether or not this is a fair char
acterization of Option B, the issues are 
sufficiently complex that this is the 
inevitable political interpretation. 

o It would be viewed as a retreat from the 
decoupling plan described in the 1977 budget 
and Economic Report which is generally per
ceived as your position. This \vould catch 
Social Security watchers by surprise and 
could damage your political credibility. 

o It replaces a steadily declining proportion 
of most workers' pre-retirement income, but 
does not permit a reduction in scheduled 
payroll taxes. This may promote public 
dissatisfaction with the system. 

e It invites criticism for making major 
changes in the system without detailed anal
ysis and public debate of the underlying 
role, economic implications, and philosophy 
of Social Security. (Option A is subject to . ·· f 

the same criticism, but:: to a far Slllaller /~._. 0 -4't~~ 
degree.) ~~ ~ 
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OPTION C: Postpone Action On Decoupling 

Option C would postpone any initiative on decoupling until 
a more thorough analysis of the implications of the various 
options could be undertaken. This would involve the devel
opment of a much more sophisticated model for forecasting 
changes iri the system. At the same time, there would be 
time to study related issues. 

In an effort to depoliticize the issue, you could announce 
your decision not to introduce a decoupling proposal now, 
emphasize the fact that there is still time to study these 
issues in· depth before making changes, and cite the Hsiao 
panel recommendations as support of your m·m non-partisan 
position. 

Pros: 

Cons: 

• Option C would provide an opportunity for 
extensive analytic effort geared toward the 
preparation of a well-founded decoupling 
option (and, possibly, a comprehensive 
Social Security reform package). It would 
permit the development of a more sophisti
cated data base for making projections and 
comparisons among a wider variety of 
deco~pling options. 

• It would diffuse the politicization of the 
issue in an election year, since Option·A 
is vulnerable to charges of fiscal irre
sponsibility and Option B will be labeled a 
significant deliberalization. It also may 
preserve the opportunity to link comprehen
sive structural reform to correction of the 
"coupling" problem. 

o Option C will invite criticism of indeci
siveness and playing politics on such a 
critical issue in an election year. This 
is particularly so in light of the wide
spread belief (and 1977 budget and Economic 
Report statements) that you already decided 
on Option A. 

There is no guarantee that a more 
sophisticated computer model (or a 
hensive study of issues) will lead 
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automatically to a consensus position on 
major questions which are inherently 
difficult to answer, require important 
value judgments, and invite con·troversy. 





ADMINISTRATION'S PUBLIC STATE~lliNTS ON 
THE DECOUPLING DECISION 

The Budaet of the U.S. Government FY 1977 

"The Administration is also proposing legislation 
to delete the inadvertent feature of the 1972 
Social Security amendments which not only assures 
new retirees of future benefit increases as the 
CPI rises, but also -- under present projections 
-- raises the initial benefit levels more rapidly 
than wages increase. Under this proposal, future 
initial benefit levels will continue to reflect 
the general rise in covered \vages in the economy, 
and maintain the same proportion of a retiree's 
prior earnings as at present." (p. 137). 

Economic Report of the President 

"The Administration will propose a specific plan 
to modify the (Social Security) system so that 
benefit levels will rise at the same rate as 
average wages. The goal is to make a person's 
benefits rise solely in accordance with wages 
during his working years and in accordance with 
the CPI in years after his retirement." (p. 117) 

Seventy Issues, FY 1977 Budget, January, 1976 

"The Administration is proposing to eliminate this 
flaw by maintaining for all future beneficiaries 
the same ratio of benefits to pre-retirement 
earnings that exists for people who retire today. 
By making this change, roughly half of the pro
jected long-term actuarial deficit would be 
eliminated." (p. 185) 
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Year 

1976 
1990 
2000 
2030 
2050 

·Year 

1976 
1990 
2000 
2030 

2050 

Comparison of real benefits under Options A and B for the 
average Horker t,.;hose earnings rise over time and of 
required tax, 1976-2050. 

Annual pre
retirement 
earnings 
(1976 $) 

$8,600 
11,300 
13,800 
251000 
37,200 

Annual pre
retirement 
earnings 
(1976 $) 

$8,600 
11,300 
13,800 
25,000 
37,200 

OPTION A 

Annual Benefit 
(1976 $) 

Single Harried 
Person Couple 

$3,600 
5,000 
6,000 

11,000 
16,400 

$5,400 
7,500 
9,000 

17,500 
24,600 

OPTION B. 

Annual Benefit 
(1976 $) 

Single Married 
Person Couple 

$3,600 
4,000 
4,600 
6,000 
7,800 

$5,400 
6,000 
6,900 
9,000 

11,700 

Replacement1/ Payroll 2 Tax required_/ Rate 
Single 
Person 

42% 
44 
44 
44 
44 

Married3 (% of 
· Coupl~ taxable payro1 

63% 
66 
66 
66 
66 

10.9% 
11.2 
11.5 
17.0 
16.2 

. 1/ 
Replacement- Payroll 

21 Tax required
Married3 (% of 

Rate 
Single 
Person 

42% 
35 
33 
24 
21 

. co·uple-/ t·axable payrol 

63% 
53 
50 
36 
32 

10.9% 
10.1 
9.3 

10.7 
8.8 

1/ Primary insurance amount at age 62 as a percent of earnings 
in the preceding year. 

~/ 

~/ 

NOTE: 

Social security expenditures as a percent of taxable 
payroll. 

Married couples refer to couples where the wife has no 
social security benefit in her mvn right. 

Projections assume that earnings rise 2 percent :fa~1te:t'\ 
each year than the CPI and that the fertili·tv r:ate <~, 
rises from 1.8 to 2.1. :i 

·'0 j , .. 



Year -
1976 
1990 

. 2000 

-·· 

2030 
2050 

Year 

1976 
1990 
2000 
2030 
2050 

·comparison of real benefits under Options A and B for a 
worker t;·Ti th a constant level of real earnings and of 
required tax, 1976-2050. 

Annual pre-
retirement 
earnings 
(1976 $) 

$8,600 
8,600 
8,600 
8,600 
8,600 

Annual pre
retirement 
earnings 
{1976 $) 

$8,600 
8,600 
8,600 
8,600 
8,600 

OPTION A 

Annual Benefit 
(1976 $) 

Single t.farried 
Person· Couple 

$3,600 $5,400 
4,900 7,400 
5,600 8,400 
7,100 10,700 
8,600 12,900 

.OPTION B 

Annual Benefit 
(1976 $) 

Single Married 
Person Couple 

$3,600 
3,800 
4,000 
4,000 
4,000 

$5,400 
5,700 
6,000 
6,000 
6,000 

. ll 
Replacement-

Rate 
Single Married31 Person ··Couple-· 

42% 63% 
57 86 
65 98 
83 125 

100 150 

. ll 
Replacement-

Payroll 2 Tax required_/ 
(% of 

taxable payro1~ 

10.9% 
11.2 
11.5 
17.0 
16.2 

Rate 
Single 
Person 

Payroll 21 Tax required
Married31 (% of 
Couple - taxable payrol 

42% 
44 
46 
46 
46 

63% 
66 
69 
69 
69 

10.9% 
10.1 

9.3 
10.7 

8.8 

ll Primary insurance amount at age 62 as a percent of earnings 
in the preceding year. 

!:_I 

}_I 

Social security expenditures as a percent of taxable payroll. 

Married couples refer to couples \vhere the wife has no social 
security benefit in her own right. 

NOTE: Projections assume that earnin~s.rise 2 pe7cen~r~~~er 
than the CPI and that the fert1l1ty rate r1se~ · frotn<,...~ 
1.8 to 2.1. ~ 
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COMPARISON OF PROJECTED REPLACE~lENT RATES: 

CURRENT SYSTEM, OPTION A, AND OPTION B (1975-2050) 
Avero.gc 

Replaceme_t Rate (%) 

GO -

50 

40 -

30 -

20 -

10 

Historical Experience 
(1940-1975) 

Option A 

Option B 

( 

~q.,.,, {9,_4_0 __ 1_9..:..'s_o __ l_9._6_0 __ 1..:9-7-0--l-9..:..8-0--l-9.._9_0 __ 2-:0-0-0--2 -=-o 1-0--2-0.:-.2-0--2-'0"'""3-0--2"""'0 4-0--2-0..__, s :ear 
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BENEFIT CALCULATION FORHULAS 

OPTION A: Provides benefits based on earnings indexed 
to increases in average \-rages through age 
60. Benefit in 1978 computed using the 
formula 90% of the first $180 of average 
indexed monthly earnings (AIME) , 33% of the 
next $875 of AIME, and 16% of all AIME over 
$1055. For future years the formula \vould 
be adjusted to increases in average wages. 

OPTION B: Provides benefits based on earnings indexed 
to increases in the CPI through age 61. 
Benefit in 1978 computed using the formula 
93% of the first $175 of average price 
indexed montly earnings {APIME) , 33% of the 
next $860 of APIME and 17% of all APIME over 
$1035. For future vears the formula \'lould 
be adjusted to increases in the CPI. 
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MEMORANDUM FOR: 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

WASHINGTON 

May 15, 1976 

THE PRESIDENT 

JIM CANNON 

The Uranium Enrichment Bill 
Reported by the JCAE 

This memorandum is to {a) report on your advisers' assessment 
of the Nuclear Fuel Assurance Act(NFAA) ordered reported 
on May 11 by the Joint Con~ittee on Atomic Energy{JCAE); and 
(b) recommend that you consider the JCAE bill acceptable. 

THE JCAE BILL 

Briefly, the JCAE made two significant changes from the 
bill we had previously agreed to: 

. The JCAE bill specifies that ERDA cannot enter into 
contracts with private ventures unless the Congress passes 
a concurrent resolution of approval within 60 legislative 
days after receiving the contract. Previously, the bill 
had provided that ERDA could sign the contract if the 
Congress had not passed a concurrent resolution of disapproval . 

. The JCAE bill authorizes and directs ERDA to initiate 
construciton planning and design, construction and operation 
for expansion of an existing uranium enrichment plant and 
the draft JCAE report specifies this shall be Portsmouth. 
The bill authorizes $255 million for this purpose. 

THE ISSUES 

The three principal issues raised by the JCAE bill and your 
advisers views on them are as follows: 

1. Is the Congressional review procedure constitutional? 

The Office of White House Counsel, after consulting with 
the Justice Department, has concluded that the review 
procedure does not raise significant questions of 
constitutionality, and that you have the option of 
accepting the bill as written. Counsel further advises 
that the principal question is whether your accepta:n€'e- ;;d~ ',_ 
this bill might be perceived as inconsistent with yl:mr <:';}, 

::~ ~o/ ,,..____,., 
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veto of the Internation Security Assistance Arms Exports 
Control Act of 1976. Counsel, Congressional Relations and 
NSC staff concluded that this was not a significant problem. 

2. Will it be feasible to get proposed contracts approved 
with the 60 days allowed? 

Clearly,the requirement for positive Congressional approval 
action is a more difficult requirement than absence of 
disapproval. However, your advisers believe the new 
req~irements is, on balance, acceptable because: 

a. 

b. 

c. 

d. 
• 

The bill itself sets up a timetable for Congressional 
action (30 days for JCAE; bill must become pending 
business in each House within 25 additional days and 
be voted upon within 5 days), though the bill also 
provides this could be changed. 

We believe that Chairman Pastore is pursuing the 
matter in good faith and would work to get contracts 
considered within the time provided. 

The implications of not approving contracts(i.e., need 
for large Federal budget outlays) will be clear. 

Informal checks with prospective private enrichment 
firms indicates they aren't dissuaded by the change . 

3~ Is the requirement to initiate work on an add-on plant 
at Portsmouth acceptable? 

This provision is undesirable because (a) it seeks to 
force or convey an irrevocable commitment to build a 
Portsmouth add-on; (b) building such an add-on may prove 
to be both undesirable and infeasible; (c) it could have 
a substantial Federal budget impact; and (d) it could 
dissuade private ventures from proceeding OF potential 
foreign or domestic customers from signing up with one of 
the private ventures. 

On balance, however, your advisers believe the provision 
is acceptable because: 

a. There will, if fact, be future opportunities to ~valuate 
the feasibility and desirability of proceeding with the 
add-on plant as (1) the need for higher authorizations 
and appropriations are considered; (2) as environmental 
impact is evaluated; and (3) uncertainties conce~gQ 
electrical power supply and advanced diffusion K~fifi6).}\)gy 

1 "f" d r<.:> ·~ are c ar 1 1e . . .. /:;;; . <;:... 
) r.:" C'J ,·:) {f! 
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b. There may be a need for the add-on plant(in addition 
the expected private plants) because: 

(l) Existing Government plants now appear to be over
committed in contracts already signed. This is the 
case because changes in the uranium market situation 
over the past year or two indicate that it may make 
more sense to inc.rease enrichment capacity because 
this makes it possible to use less uranium . 

. (2) The additional Government owned capacity, if built, 
could be used to add enriched uranium to the 
National stockpile, to back up your commitment tha~ 
services will be available when needed by foreign 
and domestic customers, and as a hedge against 
delays in centrifuge plants or unexpected failure 
of private ventures. 

c. The provision could be accepted without reopening 
the Government's "order book." Reopening the Govern
ment's order book would be in direct competition with 
the private ventures and probably prevent them from 
going ahead. 

d. ERDA believes work necessary to an add-on plant could 
be sequenced so that it would not compete for excessively 

• for tal~nt and resources needed for private plants. Thus 
the add-on work would not prevent private ventures from 
going ahead. 

RECOMMENDATION 

That you consider the Nuclear Fuel Assurance Act as ordered 
reported by the JCAE on May 11, 1976, to be acceptable. 

APPROVE DISAPPROVE 



MEMORANDUM FOR: 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

WASHINGTON 

June ],.0, 1976 

JIM CANNON 
BILL SEIDMA(;J 

PHIL BUCHEN }. 

Proposed amendments to 
the Clean Air Act 

After participating with you in the recent meetings on 
this subject, I would like to call your attention to 
the pending petition before the U.S. Court of Appeals 
in the District of Columbia Circuit in American Petroleum 
Institute, et al. v. Environmental Protection Agency. 
This petition is for review of regulations by EPA that 
were issue·d to impose Federal non-degradation standards 
on the states. These regulations-were issued as a result 
of the decision in Sierra Club v. Ruckelshaus, 344 F. 
Supp. 253, affirmed per curiam, by the Court of Appeals 
which, on review by the Supreme Court, was undisturbed 
because of an equally divided vote of that court as 
reported in 412 u.s. 541 (1973). 

In the pending petition by the American Petroleum 
lnstitute and others, the argument has been made that 
a more recent decision of the Supreme Court in Train 
v. NRDC, 421 U.S. 60 (1975), has changed the holding in 
the-sierra Club case. 

If the ?resent:ly proposed legislation passes with the 
Moss ase~~~ent included, the pending litigation will 
continue, and petitioners in the pending court case 
have ur;ed that we support the Moss amendment. Peti
tioners are quite confident of prevailing, if not in 
the Circuit Court of Appeals, then in the Supreme Court 
when the present case reaches that court. 
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I got the impression from our meeting that no one was 
particularly willing to recommend to the President that 
the pending Clean Air Act amendments would be acceptable 
if the Hoss amendment were included, but you may want 
to reconsider this position in light of the pending 
petition brought by the American Petroleum Institute 
and others. 

I have copies of the briefs filed by the petitioners in 
the present court case if you would like to see them. 

c\:!: Frank Zarb 




