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to affect the integrity of the services which the Government
may expect from the Secretary. The legal effect of the waiver
is to preclude any possibility, however remote, of criminal
prosecution based upon Dr. Mathews participation in matters
generally affecting institutions of higher education. The
authority to issue such a waiver has not been delegated and
thus your personal approval is required.

Attached for your signature is the formal waiver, dated

August 8, 1975, which should be executed at your earliest
convenience,

Attachment



THE WHITE HOUSE

WASHINGTON

August 8, 1975

MEMORANDUM FOR

DAVID F. MATHEWS
SECRETARY OF HEALTH,
EDUCATION AND WELFARE

This is to confirm my understanding of the fact that, prior to
your appointment today as Secretary of Health, Education and
‘Welfare, you have severed completely any financial relationship
with the University of Alabama, save your continued participation
in the University's insurance and retirement plans solely at

your own expense,

Further, pursuant to the authority conferred by 18 U.S.C.
208(b), I have determined that your continued participation in
such plans does not constitute an interest so substantial-as to

be deemed likely to affect the integrity of the services which

the Government may expect from you as the Secretary of Health,
Education and Welfare relevant to official matters which may
affect the University of Alabama to the same extent that they
may affect other universities and colleges in general.
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THE WHITE HOUSE
WASHINGTON

9/15/175
Eva/Shirley:

I spoke with Sarah Massengale on
the attachments and indicated agreement
with Cannon's recommendation
subject to a caveat on Capitation
Subsidies which would recognize
that the question of continued
capitation for medical and dental
schools is subject to future recon-
sideration.

Ken e -



THE WHITE HousE

WASHINGTON

September 15

Ken,

Mr. Buchen hasn't had a chance

to review.
Any help?

shirley




THE WHITE HOUSE
WASHINGTON

September 15, 1975
TO: PHIL BUCHEN
FROM: JIM CANNON

We are very sorry for the
short turnaround on this,

but Secretary Mathews' paper
did not arrive until Saturday
evening and the OMB paper

was not ready until this
morning.
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THE WHITE HOUSE ACTION
WASHINGTON '
September 15, 1975

MEMORANDUM FOR: THE PRESIDENT

FROM: JIM CANNON
SUBJECT: Administration Position on Federal

Role in Health Professions Education

This is to present for your decision the issue of the Federal
role in the education of health professionals. The position
of the Administration needs to be decided before HEW testifies
tomorrow before the Senate.

ISSUE

The broad issue is how to approach the problems of the
geographic and specialty maldistribution of health professionals.
The issue focuses in particular on the question: Should the
Administration propose to continue Federal formula grant

support (capitation) limited to medical and dental schools?

A related matter is also brought to your attention: Should
the Administration propose a new student loan program for
medical and dental students? This issue is not pressing
and can await, if you so decide, further development of the
specific proposals before a position is taken.

BACKGROUND

Your '76 budget proposes:

-— an elimination of construction grants for medical
schools

—-—--a gradual four year phase-out of capitation grants
- an increase in special project grants

-— an expansion of medical student scholarship assistance
tied to repayment through Federal service.
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These are proposals which have been advocated by theAAdministration
for the last three years. Congress has shown no inclination

to accept this approach. On two previous occasions you have
decided to maintain this Administration stance.

HEW argues that the only way the Administration can play
a role in shaping the legislation currently moving on the
Hill is to recognize that some capitation program will
evolve and to work toward developing a compromise measure.

A. Capitation Issue

Should the Administration propose to continue capitation
grants but only for medical and dental schools?

-- Administration would maintain position that capitation
for pharmacists, veterinarians, optometrists and
podiatrists should be phased out.

Arguments for Capitation

a) Capitation, as proposed by HEW would be provided only
to those medical and dental schools agreeing to:

—-- maintain enrollment levels,
-~ increase output of primary health care skills,
——- improve geographic distribution of graduates.

b) Restricting capitation to medical and dental schools
would permit reductions in Federal funding while allowing
targeting on those schools whose training is the longest,
most expensive, and least responsive to normal market
forces.

c) Capitation would help assure that tuition charges do
not rise to levels that would discourage low and middle

income students from seeking medical and dental careers;,a;{u
T TRE
w A2

Arguments for Maintaining Opposition to any Capitation

®"
S
a) Health profession students should not be singled out 0 Qﬁ
for capitation grant subsidies not available in other R
fields of higher education, especially in view of health =

professionals' substantially higher career income prospects.



b)

c)

d)

- 3 -

Capitation subsidies, as formula allocations, do not
focus Federal assistance on program merit or financial
need.

The proposed phase-out of capitation would only require
tuition increases of $400 annually over the next four
years, if schools seek to replace the capitation re-
duction with tuition increases. '

A limited Federal role is appropriate because -- while
there is consensus on the existence of maldistribution --
there is no agreement on its extent or on the ways to
address the problem.

Student Assistance Issue

Should the Administration propose a new loan program .
for medical and dental students? Such a loan program
would be funded "off-the-budget." Loan repayment would

be made over a 20-year period based upon professional
income.

Arguments for a New Loan Program

a)

b)

Estimated total 4-year costs -- including living
expenses -- to medical and dental students are between
$30,000 and $40,000. Medical and dental students need
additional sources of financing for these costs.

The current Federal guaranteed student loan program

is inadequate not simply because the loan guarantee
limit of $10,000 is too low, but also because banks

are unwilling to consistently make individual loans

to students of $30,000 to $40,000. Repayment pressures
may lead graduates into high paying specialties rather
than primary care.

Arguments Against a New Loan Program

a)

While an income-related loan program may be a good
idea, the specifics of such a proposal should be
fully worked out before the Administration makes a
commitment to it.



b)

<)

d)

e)

- 4 -

Congress and the Administration have generally opposed
off-the-budget financing of Federal programs.

No current evidence supports a conclusion that there

is a significant number of medical or dental students

or applicants foregoing an education because of inability
to obtain financing.

Federal scholarship student assistance should be tied
to a service commitment. For other students who seek
Federal support, but do not wish to commit themselves
to meeting Federal objectives, assistance should be
limited to Federal 1loan guarantees.

An income-related loan repayment program is a complex
issue with implications for the Federal responsibility
in higher education generally and therefore should not
be considered apart from other HEW higher education
loan proposals. '

RECOMMENDATIONS

OMB is arguing that capitation should continue to be phased
out and that the needs of medical students should be considered
as part of the overall Federal approach to higher education
student loan programs.

Secretary Mathews maintains that Congress will continue
capitation programs and therefore if we persist in our current
position, we will play no role in the eventual outcome which
is likely to be an extension or expansion of the existing
program.

I believe that given the history of Congressional action on
the Administration's position we should seek the most effective
use of capitation and therefore I recommend support of HEW's
capitation proposal.

Action on the student assistance recommendations should

await further development of specific elements of the
various proposals.



DECISION

Capitation Subsidies

Option 1: Continue capitation for medical and dental
schools that agree to participate in geographic
and specialty distribution initiatives.

APPROVE DISAPPROVE
(Mathews)

Option 2: Phase-out capitation subsidies over a 4~year
period. Meet geographic and specialty mal-
distribution through special projects and
scholarships. :

- APPROVE DISAPPROVE
(Lynn)

Student Assistance

'Option 1: _Establish a new off—fhe—budget loan program
for medical and dental students.

APPROVE DISAPPROVE
(Mathews) '

Option 2: Consider a new income-related loan repayment program
as part of a comprehensive review of Federal
education loan programs in the context of develop-
ing the 1977 budget.

APPROVE ~ DISAPPROVE
(Lynn)




EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

ACTION
MEMORANDUM FOR: THE PRESIDENT
FROM:  JAMES T. LYNN éw
SUEJECT : Administration Position
on Health Professions
Legislation '

- Background. Past health professions education legislation
authorizes different types of Federal support for training
health professionals. - These include assistance to institu-
tions through construction assistance, capitation grants,
special project grants, and student assistance through
loans and scholarships.  The 1976 budget proposes an
elimination of construction grants, a gradual phase-out of
capitation grants over the next four years, an increase in
special project grants and reliance on expanded student
scholarship assistance requiring "repayment" through Federal
service. Attachment A summarizes the funding pattern and
levels for health professions training in recent years.

These proposals have been advocated for three years by the
Administration. Scme progress has been made in persuading
the Congress that the major issue concerns geographic and
specialty maldistribution rather than sheer numbers of
health professionals, but Congress has shown no inclination
to accept the Administration's proposals from either a sub-
stantive or a budgetary standpcint. The phase-out of
capitation grants in particular has been strongly opposed.
HEW believes that an opportunity exists to make progress
toward our longer range goals by revising the current
Administration's proposals.

On September 16, HEW will testify before the Senate on
Federal authorization for health professions training.
This memorandum seeks your guidance on two issues
discussed below. Secretary Mathews has prepared a

separate memorandum on this subject (Attachment B). e TR,

3
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Capitation Grants. Should the Administration propose to

continuve Federal formula grant support (capitation) limited
to medical and dental schools?

- Arguments For Cepitation.

Capitation, as proposed by HEW, would be provided
only to those medical and dental schools agreeing
to address national priorities. They would be

" required to (a) maintain enrollment levels, (b)

increase output of primary health care skills,
and (c) improve geographic distribution of gradu-
ates. Capitation for all other schools (i. e.,

. veterinary medicine, optometry, podiatry, and

pharmacy) would continue to be phased out within
three years.

Medical and dental schools uniquely fulfill
national needs in the training of physicians -

and dentists, the conduct of biomedical research,
and the delivery of high quality patient care.
Restricting capitation to these schools would
permit Federal funding lower than that recently
authorized by the House and would allow targeting
on those schools whose training is the longest,
most expensive, and least responsive to normal

" market forces.

Capitation would provide medical and dental
schools with some assurance of financial
stability and continuity in an era of rising
and unpredictable costs.

Capitation would help assure that tuition
charges do not rise to levels that would
discourage low and middle income students
from seeking medical and dental careers.
Such disccuragement could occur even if
sizable loan and schclarship programs
existed.

Capitation would help essure that the education
corponent of the schocls is not subsidized or
distorted by research and/or patient care.

The Administration's health professions preoposal
will be talken seriously by the Congress only if o~
it contains a conditional capitation provision. e e





















THE WHITE HOUSE
WASHINGTON

September 10

Dawn,

The deadline is past and
Mr. Buchen hasn't had a
chance to review.

Could Ken give it a quickie?

shirley




THE WHITE HOUSE

WASHINGTON

September 9, 1975

MEMORANDUM FOR: PHIL BUCHEN

FROM: PAUL A. THES (NN

Attached is a proposed statement for use following Congressional
action Wednesday afternoon on the President's Education Act veto.

Would you let us have your comments by noon, Wednesday,
September 107?

Thanks.

Attachment

R






(Rousek) PT September 9, 1975
THIRD DRAFT

PROPOSED STATEMENT ON CONGRESSIONAL OVERRIDE OF EDUCATION
ACT VETO

I am disappointed the Congress did n?t sustain my veto of H. R. 5901,
the Education Appropriations Act. By this action, the Congress has heaped
more fuel on the fires of inflation.

However worthy its objectives, this appropriat.ion is $1. 5 billion more

than I proposed in the fiscal year 1976 budget and will add another $800 million
to the fiscal 1977 budget.

As I have stated repeatedly when vetoing appropriations bills calling
for excessive spending, it is essentialiin the battle against inflation to keep
the Federal deficit under control. The Congress itself has stated that the
Federal deficit in fiscal year 1976 should be no higher than $68. 8 billjon.

This is substantially higher than the $60 billion deficit at which I drew the
\\\ B
Iine . ) .\, ‘ e

s
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Unless the Congress makes a major effort to control expenditures,
it will find itself forced to approve a deficit even higher thanthe $68. 8 billion
it proposed in April.
Unless we want to return to double digit inflation and start back on
the road to an even worse recession, we must bring Federal spending under
control. The Congress must handle the public's money more responsibly

than it has to date. I cannot do it alone.

"'~"“<,! ain o
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WASHINGTON

























THE WHITE HOUSE

WASHINGTON

December 10, 1975

MEMORANDUM FOR: JIM CANNON

THROUGH: PHIL BUCHEN ‘_

FROM: Bopbie Greene Kilberg
SUBJECT: Social Security Memorandum

We have reviewed your draft decision memorandum
to the President on Social Security and have
two comments:

(1) Short-term financing: It is the
judgment of the Counsel's Office
that the President should approve
one of the options which provide
for raising taxes or decreasing
benefits. We believe it would
be economically and politically
irresponsible not to adopt one
of the action options on short-
term financing. Therefore,
‘Option 5, i.e., not to propose
legislation at this time, would
be unacceptable to us.

(2) Decoupling: The Counsel's Office
favors alternative 2 which would
provide for benefit levels for
future retirees to keep pace with
inflation but not with real wage
growth.




THE WHITE HOUSE
WASHINGTON

December 8, 1975

MEMORANDUM FOR: bﬁﬁ;L BUCHEN
JACK MARSH
MAX FRIEDERSDORF
ALAN GREENSPAN
ROBERT HARTMANN
JIM LYNN

FROM:

SUBJECT:

Attached for your comments is a draft decision memorandum
for the President on Social Security. The memorandum has
been discussed extensively with many of you and your staffs.
It presents to the President key substantive questions each
of which have significant ramifications for workers and
retired persons.

While the issues are complex, they have, as I mentioned, been
reviewed before and we have attempted to reflect the sug-
gestions and comments' that have been submitted to us.

In this final round, therefore, it is essential that you
indicate specifically the changes that you believe are still
necessary.

Given this background, I would appreciate having your comments
by close of business on Wednesday, December 10, 1975.

Attachment
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THE WHITE HOUSE

WASHINGTON

December 8, 1975

MEMORANDUM FOR: THE PRESIDENT

FROM: JIM CANNON

SUBJECT: Social Security Financing
PURPOSE

The purpose of this memorandum is to present for your review
and decision options for dealing with the serious short and
long term financing problems facing the Social Security System.
The timing of any legislative proposal is clearly a key element
in your decision. Therefore, the discussion of options will
include a projection of the effect on the trust fund and an
assessment of political and budgetary consequences.

CURRENT SYSTEM

The Social Security System is composed of three separate

trust funds known as Old Age and Survivors' Insurance (OASI),
Disability Insurance (DI) and Health Insurance (HI) - Medicare.
The combined OASDI trust funds are the major concern in this

memo, as they are expected to decline rapidly in the next few
years.

Tn 1974, Social Security collected $58.9 billion for OASDI
from 99 million workers in covered employment and paid $58.5
billion in OASDI benefits to some 31 million beneficiaries.
The current OASDI tax rate is 4.95% each paid by employees

and employers on a maximum wage base of $14,100. The wage
base will increase to $15,300 in 1976. The current tax rate
for the HI (Medicare) trust fund is .9% each paid by employees
and employers. Current law provides a tax increase of .2%

in 1978 for HI only.
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Social Security Tax Rates (Employer/Employee, each):

Present Law

Calendar
Year 0ASDI HI TOTAL
1975~-77 4.95% 0.90% 5.85%
1978-80 " 1.10 6.05
1981~85 " 1.35 6.30
1986-98 " 1.50 6.45
PROBLEMS

The OASDI trust funds are underfinanced in the short and long
term. Benefit outlays are expected to exceed payroll tax
receipts in 1975 and will continue to do so each year there-
after. If no changes are made in current law, the projected
deficit over the next 25 years (1975-1999) will average 1.3%
(.65% each for employees and employers) of taxable earnings.
In the following 25 year period (2000-2024) the deficit will
rise to 4.1% (2.05% each for employees and employers) of
taxable earnings.

Therefore, unless some action is taken, OASDI trust funds
will fall from the current 66% of yearly outgo to 43% in

1977, 33% in 1978, 11% in 1981, 3% in 1982, and the trust
funds will be exhausted by 1983.

The projected rapid decline in trust fund assets cver the
next few years can be attributed to:

- Increased benefits resulting from wage growth
and inflation. :

-— Absence of equivalent ircreases in payroll tax
revenues. (In fact, payroll tax receiptg have
diminished due to high rates of unemployment) .

The projected long term (beyond 2000) deficit can be
attributed to:

- Future population trends which include a sub-
stantially increasinc ratio of retired persons ?QW?E\R
the working population after the beginning of gﬁg' $J\

the 21st Century. g <
. 3 i pes f
- A flaw in the current system which over adjusts? 2/

.‘x

. v
the benefits of future retirees to inflation. s~

The current formula which determines future
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benefits for workers increases the weighting of
earnings by the rate of inflation. Since wages
normally grow with inflation, the result is an
overcompensation -- commonly referred to as a
"coupled" system. There is a general consensus
in the Congress and among outside experts that
the inflation adjustment in the formula should
.be eliminated, thus "decoupling" the system.
Such a change would not affect the automatic CPI
increases in benefits after retirement. It should
be emphasized here that "decoupling" of any sort
will have virtually no effect on the short term
deficit.

"POLITICAL CONTEXT

An awareness of the political environment surrounding the
Social Security System is crucial as we sort out these very
important issues. Social Security decisions have traditionally
followed a pattern which has insulated the system from sudden
and far reaching changes. Structural modifications take place
usually after extensive public debate including exhaustive
studies and visible commissions. Protection of the system

is fostered by one of the strongest and largest constituencies
in the public policy arena, including the elderly, organized
labor and all of the wage earners who are contributing to

the system and expect to benefit from it in the future.

Members of Congress and especially of the Finance and Ways
and Means Committees have institutionalized this process of
incremental reform. The Committees have jointly established
an advisory group (the Hsiao Panel) to examine the long

term financing -- "decoupling" problem and to recommend
policy changes to the Committees in the spring of 1976.

Although some hearings have been held on the short term
financing problem, no proposals have come out of the Com-—
mittees. Last May Secretary Weinberger testifying before

Ways and Means took the position that the Administration would
be glad to cooperate in developing a proposal to alleviate

the short term deficit. You decided then not to propose any
tax or wage base increase noting that the Congress had failed
to act on the 5% cap on benefit increases proposed in the

FY 1976 budget. The stand off has continued since that

time as the trust fund continues to decline.

Because of the financing problems, the public has begun to
question the stability of Social Security. Although the

subleties and complexities are not widely understood, there
exists general pressure to move toward stabilizing the twu¥ts, .
fund with a minimum of change for those in the system.j”

Lk LNy
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DECISTIONS

The discussion of alternatives for your decision are presented
in three categories:

I. Options to deal with the short term decline in
trust fund assets.

II. "Decoupling” options which alleviate part or all
of the long term deficit.

ITIT. Mechanism for analyzing the structure and role of
Social Security.

These sets of options including choices of the timing of any
initiative you choose are described, as follows.

I.

SHORT TERM FINANCING

Background

The choices for preventing the rapid decline of the trust
fund are difficult ones. Simply expressed at some point
before 1983 revenues must be increased or benefits

must be reduced. In the absence of either of these steps
use of general revenue funds will be the only alternative.
The options available and the timing of any action thus
reflect the effect on the trust funds, budgetary and
political consequences. '

Estimated Trust Fund Assets under Current Law:

Calendar Year Assets at Beginning of Year as Percent
’ of Outgo during Year

1975 66%
1976 - 55%
1977 43%
1978 33%
1979 25%
1980 18%
1981 11%
1982 3%
1983 0%

These projections by the Social Security Administration
are based on economic assumptions (Tab A) which are Qf--.

course judgmental and probably somewhat optimisti%€%°”%bw\
A“ 1

-

Iryay

HEW has taken the position that it would be dangeroiis
for the trust fund assets to fall below 33% in an ub-
predictable economic situation. This issue is in p:

a matter of public confidence. The 33% reserve would
serve as a buffer if the economy worsens. In order to
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prevent the trust funds from falling below 33% during
1978, legislation to increase revenues or decrease
benefits must be effective by January 1978.

If SSA's economic assumptions are overly optimistic
and/or if you feel that the trust funds should not
fall so low, then the effective date should be early
in 1977, which would require legislation in 1976. Of
course raising taxes or decreasing benefits would be
unpopular but, on the other hand, it may seem irres-
ponsible not to take a position. '

Short Term Financing. Options

Short term financing options which prevent the trust
fund assets from falling below one-third in 1978 include
the following:

Option 1. TIncrease revenues by raising payroll taxes

It would be necessary to increase taxes by .3% (each
for employees and employers) of payroll beginning in
1977 and to gradually increase that amount to .6% by
1984.

PRO

The advantage of such a tax increase is that it would
eliminate the short term (1975-1999) deficit.

CON

Given your proposal for a permanent income tax reduction
and the recent increase in Unemployment Insurance tax
rates, it would be difficult to justify an additional
tax increase in the next year or so. Also, an increace
in the regressive payroll tax has a particularly harsh
effect on low wage earners. There may be political
repercussions from taxpayers generally and particularly
from business and organized labor.

Option 2. 1Increase revenues by a combination of a more
modest increase in taxes and raising the maximum wage base.

If the wage base were raised from the currently projected
$16,800 for 1977 to $19,500, the necessary tax increases
(for employee and employer each) would be .25% in 19Z§f3$4\
rising to .45% by 1984. =3 <

Fed

PRO ' | o

Favy

Yy

L) /'J

\\
As in option 1, the entire short term deficit would Pe—
eliminated. Also, the more modest tax increase would be
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less hard on low wage earners than option 1. The wage
base increase would reduce the regressive effects of the
tax to a small extent.

- CON

Again, even these more modest tax increases would be
difficult, given economic and political considerations.
The base increase would cause high (above $16,800) wage
earners to assume more of the tax burden. Because this
group would then be entitled to higher future benefits,
the trust fund expenditures would be enlarged in the
long run.

Option 3. Reduce outlays by placing a cap on the 1976
and 1977 CPI benefit increases and decreasing certaln
other benefits.

OMB has proposed increasing benefits by only 60% of
the CPI in 1976 and 1977 and several other program
changes, including:

a. Eliminate payment of retroactive benefits
for the months before an application is filed
if such payment would require a permanent
reduction in future monthly benefits.

b. Eliminate the monthly retirement test and
base the retirement test.on annual earnings.

c. Eliminate, over a 4—year period, benefits
for those aged 18 to 22 in school full time.

The two 60% caps on the CPI benefit increases would save
$3.1 billion in calendar 1977 and an increasing amount
in subscquent years. The other program changes would
save approximately $1.2 billion in 1977 and up to $3.2
billion by 1981. Such reduced expenditures would keep
the trust fund levels above one-third of outgo through
1981. At best, this postpones another decision on

short term financing for five years.

PRO

This benefit reduction "buys" time. Further economic
recovery (lower unemployment and inflation) in the next
five years may increase revenues and reduce benefits
somewhat; and a tax or tax/wage base increase may b@‘“ﬁd\
more feasible at that time. , ,>



CON

It eliminates only a small portion of the short term
deficit. A similar cap was proposed last year and was
not even introduced in the Congress. Such a proposal
has little chance of enactment and, if proposed, would
raise the ire of constituent groups, particularly the
elderly.

Option 4. Increase OASDI trust fund revenues by partially
financing the HI (Medicare) trust fund from general
revenues.

The 1975 Advisory Council on Social Security recommended
that the HI (Medicare) tax revenues be gradually shifted
to the OASDI trust fund. General revenues would be

used to meet HI costs not met by tax revenues. Eventually
under this approach the Medicare program could be com-
pPletely funded by general revenues.

The chart below shows the amount of general revenues
required in order to shift HI tax receipts into OASDI
and still maintain a stable HI trust fund.

Amount General HT Assets
of Revenue Beginning
General as % of Year
Calendar Revenues of HI as % of
Year In HI Income Outgo
1977 $ 1.5 12% 61%
1978 6.0 30 35
1979 7.5 33 35
1980 - 9.3 36 - 35
1981 9.1 31 35
1982 11.2 34 35
1983 13.7 37 35
1984 16.4 40 35
1985 19.5 43 35

Obviously, this would require additional income tax
revenues or budgetary reduction in other areas.

- PRO

It can be argued that Medicare hospital insurance should
not be financed by Social Security payroll taxes, because
unlike OASDI, it is not a wage replacement program.

There is no relationship between earnings and benefits.
in Medicare. Part B of Medicare (insurance for nons: " Yég
hospital medical care) is currently funded by premﬁums <
paid by enrollees and from general revenues. ﬁ% !
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The entire short term deficit and part of the long term
deficit could be eliminated by this proposal.

CON

The additional general revenues for the HI trust fund
would require an income tax increase or budget reductions
in other programs. Given your proposal for equivalent
income tax and budget reductions, this may be impossible
in the next few years.

Option 5. Do not propose legislation at this time

Since Congress has made no move on short-term financing,
you could simply wait or raise the issue and agree to
work with the committees to arrive at a mutually agree-
able solution.

PRO

In economic and political terms, it will be difficult
to propose any of the above options, all of which have
clear disadvantages. The Congress should share the
burden of any proposal. Also, there probably exists
some leeway on timing of any legislative proposal.
Depending on your view of the economic assumptions

and trust fund stability, you could postpone action
for another vyear. .

CON

Because of declining public confidence in the stability
of Social Security, inaction on your part may be viewed
as irresponsible. Aside from the issue of public
confidence, if the economic assumptions are overly
optimistic or the economy tekes a downturn, the trust
fund "buffer" may not be adequate.

RECOMMENDATIONS:




IT.

DECISION:

Option 1 (tax rate increase in 1977)

Option 2 (wage base increase in 1977
and tax increase in 1978)

Option 3 (60% cap on benefit increase
and other reductions)

Option 4 (shift funds from HI to OASDI;
partial general revenue
financing to Medicare)

Option 5 (defer action)

COMMENTS :
DECOUPLING
Background
As described on page 2, "decoupling" means the elimination
of the double indexing for inflation in the benefit
formula for future retirees. Decoupling is a long term

financing issue, as the coupled system will not impact on
the trust fund deficit until after the year 2000. The
cumulative effect of "double indexing" began in 1975

in the form of slightly higher benefits for people who
retired that year.

A useful tool for discussing the impact of decoupling
proposals is a concept referred to as "replacement rates".
Social Security benefits after retirement replace a
certain percentage of a retiree's previous earnings.

This percentage is known as the replacement rate. Under
the current law, retirement benefits are equal to:

-= approximately 62 percent of the recent wage of a
low income worker.

- approximately 42 percent of the recent wage of an o
’ average earner. v

~- . approximately 30 percent of the recent wage of a i
high earncr. e
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Due to the double indexing for inflation in the formula
which determines the level of benefits at the time of
retirement, replacement rates for each category of
worker rise from year to year. If this continues,
eventually retirement benefits will replace more than
100 percent of a worker's recent wages.

There exists a general consensus in Congress, among
interest groups representing the aged, and among out-
side experts that the overadjustment for inflation in
the formula should be eliminated, thus "decoupling"
the system.

Key Issue

The major issue on which there may be wide disagreement
is philosophical: What should be the future role of
Social Security? What levels of benefits and tax rates
would be appropriate in the context of overall taxes
and other retirement income?

The issue on which your decision is needed is whether
the Administration should make a specific decoupling
proposal in 1976 to go with our recommendations on the
short-term financing problem, or whether that proposal
should be delayed for at least another year,

In considering alternative models for "decoupling," this
philosophical question translates into a judgment about
what are appropriate replacement rates (percent of wages
replaced by retirement benefits) now and in the future.
Should we continue to replace the same percentage of
wages for low, average, and higher earners as we do now?
If so, payroll taxes will have to be raised substantially
in the long run (as much as 3 percent by 2050) to finance
the system. :

Or, should we allow replacement rates to decline over
time? This would mean that people who retire in later
years would not be able to enjoy the same standard of
living relative to their recent earnings as people who
retire now do. But, a reduction of the role of Social
Security would allow us to contain and perhaps even
lower future tax rates.

Put another way, wages are rising at a rate 2 percent
faster than costs, reflecting the increasing wealth of
our society. The funamental issue, then, is: Should
Social Security benefits rise with the cost of living
(prices) and allow the elderly to continue to maintain .-




































