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THE WHITE HOUSE 

WASHINGTON 

August 4, 1975 

MEMORANDUM FOR THE PRESIDENT 

THROUGH: 

FROM: 

SUBJECT: 

PHILIP BUCHEr/f?VJ.13 · 

KENNETH LAZARUS~ 

Secretary Mathews/208(b) Waiver 

As you know, David Mathews will be sworn in this Friday, 

August 8, as Secretary of HEW. 

o' 

Prior to his confirmation by the Senate, Dr. Mathews agreed to 

sever completely his relationship with the University of Alabama 

save his continued participation in the University's insurance 

and retirement plans solely at his own expense. 

In order to preclude any possible conflict of interest arising 

from claims that Dr. Mathew's continued participation in these 

plans constitutes employment by the University, agreement was 

reached on the ~ollowing course of action: 

1. Dr.' Mathews would not participate in any matter 

specifically involving the University of 

Alabama while serving as Secretary; and 

2. At the time of his appointment as Secretary, 

Dr. Mathews would be granted an exe·mptio:n,., 

under 18 U.S. C. 208 (b) from the provisions 

of 18 U.S.C. 208(a) covering all ·matters 

which might generally affect universities 

and colleges. 

The provision for a 208(b) waiver recognizes that you are aware 

of Dr. Mathews' retention of these insurance and retire·ment 

benefits and carries forward your judgment to the effect that, in 

participating in matters which impact on the University of 

Alabama to no greater extent than on other universities and 

colleges, e. g. grants to higher education, the interests of the 

University ·of Alabama and those of Dr. Mathews are not such as 

,r 
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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 
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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 appoint·ment today as Secretary of Health, Education and 
·Welfare, you have severed co·mpletely 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 deter·mined that your continued participation in 
such plans does not constitute an interest so substantial·as to 
be dee·med likely to affect the integrity of the services which 
the Government ·may expect from you as the Secretary of Health, 
Education and yY'elfare relevant to official matters which ·may 
affect the University of Alaba·ma to the same extent that they 
·may affect othe'r universities and colleges in general. 
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THE WHITE HOUSE 

WASHINGTON 

August 8, 1975 

MEMORANDUM FOR 

DAVID F. MATHEWS 
SECRETARY OF HEALTH, 
EDUCATION AND WELFARE 

./c. J 

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 co·mpletely any financial relationship 
with the University of Alabama, save your continued participation 
~n the University's insurance and retirement plans solely at 
y9ur 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 \Yelfare relevant to official matters which may 
affect the University of Alaba·ma to the sa·me extent that they 
·may affect othe'r universities and colleges in general. 

)l, u 
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THE WHITE HOUSE 

WASHINGTON 

9/15/75 
Eva/ Shirley: 

I spoke with Sarah Massengale on 
the attachments and indicated agreem 
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 



THE WHITE HOUSE 

WASHINGTON 

September 15 

Ken, 

Mr. Buchen hasn't had a chance 

to review. 

Any help? 

shirley 

i. L· </.:;.;;··.,,.\ 
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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. 

' ·: :· i1P.:;, -· ('\ 
~\ c-:-, 
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THE WHITE HOUSE 

WASHINGTON 

September 15, 1975 

PHIL BUCHEN 
MAX FRIEDERSDORF 
ALAN GREENSPAN 
JOHN IvlARSH 
WILLIAM SEIDMAN 

JIM CANNO~-"' 

This is to solicit your comments and suggestions by 5:00 p.m. Mgnday, September 15, on the attached draft decision memO randum for the Plesfaent on Health Professionals Education. 

-) ("I'--
0'-- u ) 

Please send your comments and suggestions to Sarah Massengale. 

Attachment 
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THE WHITE HOUSI:: 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 
for the last three years. 
to accept this approach. 
decided to maintain this 

have been advocated by the Administration 
Congress has shown no inclination 

On two previous occasions you have 
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:.-~-:-,;·~-

Arguments for Maintaining Opposition to any Capitation (.'''' fL""~;-: 
F;., ~· a) Health profession students should not be singled out :~ ~) 

for capitation grant subsidies not available in other . }~ 
fields of higher education, especially in view of health ··· 
professionals' substantially higher career income prospects . 
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b) Capitation subsidies, as formula allocations, do not 
focus Federal assistance on program merit or financial 
need. 

c) 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. 

d) 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. 

B. 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) 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. 

b) 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. 

'>. :r 0 t::~J <: 
4.) 'J 
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b) Congress and the Administration have generally opposed 
off-the-budget financing of Federal programs. 

c) 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. 

d) 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 loan guarantees. 

e) 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. · 

RECOML'1ENDATIONS 

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. 

_., F u ;.,'o" 
·•·. <::. 
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DECISION 

Capitation Subsidies 

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

APPROVE 
-,.--,.----.,-
(Mathews) 

DISAPPROVE ----

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

-- APPROVE DISAPPROVE ----

Student Assistance 

Option 1: Establish a new off-the-budget loan program 
for medical and dental students. 

APPROVE -,-----
(Mathews) 

DISAPPROVE ----

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 
(Lynn) 

____ DISAPPROVE 

r:· ..... ;,.-
··~-:>... ~: i._,l 

f.: .. 
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ACTION 

EXECUTIVE OFFICE OF THE PRESfDENT 

OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

SEF 1 ,- 1975 

HEMORANDUM FOR: THE PRESIDENT 

FROM: JAMES T. L ThlN (/~ 
SUBJECT: Administration Position 

on Health Professions 
L~gislation 

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 schol~rships. The 1976 budget proposes a~ 
elimination of construction grants, ~ gradual phase-out of 
capitation grants over the ~ext .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 traini?g in recent years. 

These proposals have been advocated for three .years by the 
P.dministration. Some progress has been made in persuading 
the Congress that the ma]or issue concerns geographic and 
specialty maldistribution rather than sheer nUmbers of 
health professionals, but Congress has shown .no inclination 
to accept the Jl.dministration' s proposals "from either a sub­
stantive or a budgetary standpoint. 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 
Administratio~'s proposals. · 

On Septerrtber 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 (AttacP . .rrient B) . \•. tuN() , 

.;: ~ .~; ;;; ' ""-'·~ ~! 
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Ca.pitation Grants. Should the Administration propose to 
continue Federal formula grant support (capitation} limited 
to medical and dental schools? 

Arguments For Capitation: 

Capitation, as proposed by HEW, would be provided 
only to those medical aP-d 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 -vmuld allow targeting 
on those schools whose training is the longest,· 
most expensive, and least responsive to normal 
market forces. 

Capitation \vould 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 discoi1ragement could occur even ·if 
sizable loan and scholarship programs 
existed. · 

Capitation would help assure that the education 
component of the schools is not subsidized or 
distorted by research and/or patient care. 

The Administration's health professions proposal 
will be ta~en seriously by the Congress only if 
it contains a conditional capitation provision. t-· tO!t.o, 

J <' \ 
.J ..... \ 
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.P-rg1m.ents Against Ca.pi ta tion: 

The taxpaying public should not continue to 
single out health profession students for 
capitation grant subsidies not available in 
other fiel~s of higher education, especially 
in view of health-professionals' substantially 
higher career income prospects. 

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 reduction with tuition increases. 

There is already ample pressure on the schools 
to maintain enrollments and there appears to be 
a more than adequate supply of qualified students 
willing to pay higher tuitions. The Federal 
Goveri1..rnent vlOuld. assist students through scholar­
ships in return for Federal service conunitments. 

Rather than imposing the same conditions on every 
recipient school through capitation grants, an 
appropriate Federal means of addressing maldistri­
buJcion is through a combination of (1) special 
projects funding demonstrating different ways of 
addressing maldistribution, ~2) scholarships tied 

3 

to future service coromitrnents in underserved areas, 
and (3) other activities not a part of health 
professions programs, per se. Other Federal activi­
ties include the National Health Service Corps, 
migrant health, Health Maintenance O!ganizations, 
e·tc. 

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

A Federal con@itment to provide institutional 
operating support for medical and dental schools 
is an undesirable precedent. These schools are not 
markedly unique from o~her institutions of advanced 
trQining (even other institutions within the health 
professions that conduct research, deliver services, 
and tra.in professionu.ls) to warrant such treatment. 

" 
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Studen-t Assistance. Shou.ld the Jl_dR.inistration propose a 
new loan program for ~edical and dental students? Such 
a loan program vmuld be funded "off-the-budget." Loan 
repayment-would be made over a 20-year period based upon 
professional income. 

ArgUJil.ents For A Ke\ .. , Loan Program: 

Estimated total 4-year costs--including living 
expenses--to medical and dental students are­
between $30 1 000 and $40 1 000. Medical and dental 
students need additional sources of financing for 
these costs. · 

The current Federal guaranteed student loan pro­
gram is inadequate not sirnply because the loan 
guarantee limit of $10,000 is too low, but also 
because (a) banks are unwilling to consistently 
make individual loans to students of $30,000 to 
$40,000, and (b) students are required to repay 
over a ten-year period beginning one year after 
training. Repay~.ent pressures-may lead graduates 
into high paying specialties rather than primary 
care. 

A demonstration program limited to medical and 
dental students would allow the flexibility of 
testing the acceptability of this mechanism as a 
means of financing h~gher education_ generally. 

Jl_rguments Against A NeH Loan Program: 

-- vJhile 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 corr~itR.ent to it. 

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

Some medical and dental student~ may have high 
education costs that they have difficulty financing. 
Nevertheless, no current evidence supports a con- · 
elusion th a t there is a significant number of medical 
or dental students or applicants foregoing an 
education because of inability to ob~ain . financing. 

• ~ u,,u 
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Give n a Federa l need for phys i cian s t o provi de 
s erv ices in Defen se , VA , and HEW direct health 
delivery p rograms , Fe~era l scholarsh i p student 
assist anc e shou ld b e tie d t o a service COITmit­
~ent. For othe r students who s eek Federal 
suppo r t, but do not Hish to corr.rni t themse lve s 
to ffie eting Fede ral obj e ctive s, as s ista nce 
should be limited to Federa l loa n gua r antee s. 
The Administra tion' s proposa l would amend the 
Righ e r Education Act to increa se the Fe deral loa n 

. g~arantee to $25~000. 

An income-re lated loa n repayment program is a 
c omplex issue with i mplications for· the Federal 
r esponsibility in higher education generally. 

5 

Such a program just for medical and dental students 
d oe s not seem warrante d and would be contrary to 
Administration efforts to simplify and consolidate 
higher educa tion student assistance programs. It 
should not b e considere d apart from other HEW 
higher education loan proposals. 

De cisions : 

Capita tion Subsidies: 

·o 

0 

Option 1: Continue capitation for medical 
and dental schools that agree to participate 
in geographic and specialty distribution 
initii:1tives. (Secretary .Hathews) 

Option 2: Phase-out capitation subsidies 
over a 4-year period. Meet geographic and 
specialty maldistribution through special 
projects and scholarships. (OMB) 

Student Assistance: 

0 

i ; 

AttachiEents 

O~tion 1: Establish a new off-the-budge t 
loan program for me dical and dental stud ents . 
(Secreta ry Mathews ) 

Op tion 2: Consider a n e w i n coroe -re l a t ed loan 
r epaymer_t p rog r an as p a r t o f a comprehens i ve 
review of Federa l education loa n p r og r ams in 
the con t ext o f develop ing t he 19 77 budget . {OMB ) \'Oflll 

< ..... 
(I) 
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? _ ____} 



• 

Attac:b ... ment A 

Septerr~er 13, 1975 

Health Professions Funding 
(In millions of dollar s ) 

1974 

Progra m Actual 

Capitation: 
I:-:edica l and Dental 

Schools 
Other Health Profes­

sions Schools 

Cons truction: 
Grants/Interest 

Subs idies 

Special Projects: 
Categorical 
Financial Distress 
Stc:.rt-up 
D.C. Medical/Dental 

Schools 

Student Assistance: 

153 

. 33 

96 

174 
15 
: 6 

Eealth Professions Loans 36 
National Health Service 

Corps Scholarships 3 
Shortage Area Scholarships 2 
Lean Repayment 1 
General Scholarships 15 
Income-Related Loans 

Program !·1anag·er.-tent: 
Graduate Medical Educa­
tion COI"<L'Ttiss ion 

Eealth Pro fes sions 
Data Analyses __ 

Subtotal 534 

Nurse Training Activities 122 

Program ~anagement* ' 49 

Total 705 

1975 

Actua l 

123 

27 

96 

147 
. 5 
. 5 

8 

36 

23 

3 
: 7 

480 

121 

. 47 

648 

President's 
Bud_g:et 

96 

5 

2 

145 
5 
3 

20 

23 . 

6 
: 4 

309 

34 

52 

395 

1976 
HE\\' 

Proposal 

118 

11 

7 

98 
: 5 

6 

30 

25 

4 
2 

1 

2 
309 

34 

52 

395 

7' Ir:cludes all p:o:-ogram di:r-e c ticn costs for the Health Resources 
AC.2ir,istr2. tion . · 

Change 

+22 

+ 6 

+ 5 

-47 

+ 3 

+10 

+ 2 

- 6 

+ 2 

+ 1 

+ 2 

t 
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THE S E CR C: TARY OF HE,\LTH . EDUCATION. AND V/ELFARE 

WASHI~: G TON, O.C.2C201 

Septenber 13, 1975 

MEIVDRli.NDUI-1 FOR THE PP.ESIDEHT 

FROM David Iv'.a the\·TS 

SUBJECT: Health Professions Education Legislation 

OMB is placing before you a decision memorandum on the Department's 
request for reconsideration of the Administration's position on 
health professions education legislation. Given the importance 
I attach to this subject, I wish to add my ow~ views from the per­
spective of my personal eA~erience as well as that of the Department. 

lfnile the debate over this issue in the past three years has pro­
duced heightened Cor~ressional understanding of t he maldistribution 
problems to "\-Thich the _Administration proposals drew attention, the 
proposals themselves have not been and will not be accepted by the 
Congress , in part because they do not adequately deal uith those 
problems. If "\ore presist in our current position, the Adrn~nistration 
·Hill play no roJ_e in tlle Congressional outcome "\-Thich the D2partment 
assesses to be either extension of existir1g l aH or a variant of one 
of the Congressionally-drafted bills. 

I doubt anyone in the Administration would 1-relcome either result. 
Both possibilities may necessitate a veto on your part '\-Tith a strong 
potential for being overridden, particularly in light of the tvro 
recent overrides of HZvl bills (including nurse training). I find 
continuation toward these results particularly un:fortunate , since I 
believe the Department's r ecorn..mended alternative would na}~e real 
progress on agreed objectives and has a good chance to fonn the 
basis of a co~promise bill. 

The _Administra.tion' s position to :phase capitation down or out has a 
rationale in fiscal necessities, the general Federal approach to 
student assistance , and the high inccmes of ma~y in the health pro­
fessions . 1-Tn.ile conceptually pure, these reasons take an excessively 
narrm·T 7ieH of the corr.plex and nationally important health resea rch, patient care and ed1,;_ce.t:Lon institutions called medical sclcools. In 
addition; t l:.ese reasons give inadequate recognition to: 

/fUfi) • <,.. 
0:1 ... ~ 
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Pa.[;e 2 -- Men~orandum for the Pre.:;ident 

the i mportant national probler.".S v:hich r.n . .:.st be addressed, 

the :practical nee ds for transition tin:e in moving to nel·l 
obj ectives in large institutions 1-rhose problei!!S 1-1ere l a r gely 
create d by the Fede ral goverrm:ent, and 

the unde rlying political realities. 

It has been the Federalgovernment vrhich stimulated medical schools 
to embark into health research and :patient care, thus creating enor­
mously complex institutions and influencing :priorities in ways that 
now prove troublesome in fulfilling their educational purposes in a 
manner consistent with national health needs. Our problems vrith 
geographic and specialty maldistribution of health professionals 
start in these complex institutions and must be addressed there vdth 
enough force to make so:ne difference in the outcome. At the same 
time , VTe need to approach these institutions with enough sensitivity 
about the difficulties of change to avoid the sharp shocks that can 
:produce unintended and undesirable conse~uences. I believe the 
Department's :proposal strikes just such an appropriate balance. 

I find O~ffi 's concentration on the conceptual evils of capitation to 
contradict political reality and to un.dervalue the real changes in 
the use and nature of capitation contained in our proposal. It is 
~uite clear that the Congress will maintain capitation. Our rec-. 
orr~ended approach takes that fact and makes use of it to fashion 
a neu tool to ansV7er serious national problems in rural health a.'Yld 
insufficient primary care professionals. This approach gives you the 
opportunity for a positive and needed initiative in the health field 
vd thin the framework of the budget you have arrproved. Without it, 
Congress 1-rill go its ovm way, leaving us in a negative posture viith 
the problems either inade~uately or inappropriately addressed . 

Finally, I r espectfully disagree with the m.m arguments that our 
current proposals vrould produce minor conseq_uences in the rr.edical 
schools , and that these schools are or should be indistinguishable 
:from other graduate education: The rapidly escalating costs are s~.:ch 
that the added burden on tuition fro:n declining capitation •..rhen cor:!­
bined with other factors may indeed restrict access to the rr~ddle cl~3s. 
Fu..rther; I don ' t find it excessively difficult to distinc;uish medica l 
education 1-ri th its high cost and b ee:vy Federal involvement in t t.e 
institutions from other graduate e ducatio~. 

I urge you to consido;:;r favorably t he re eo~'T'endr;.tions u e have r
1
_ a.de . - -- .. -'" . il \ 

ili ~ ~rr~ ~ 0n 
· I r i t L')J , , . ~ / 

J! 1rtcun·;tj~j\,F.w .. 1 iJ u Cl~ .// 
V i . \ J \ v ~ X "·U '-•''1/ " . '-- v v !-,._ __ 
c r e: t c:n-y ; • C..:..----" ......._____,. 
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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 

t~ 



THE WHITE HOUSE 

WASHINGTON 

September 9, 1975 

MEMORANDUM FOR: PHIL BUCHEN 

FROM: PAUL A. THEIS DP/f 

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 10? 

Thanks. 

Attachment 

~-{ORa~_ 
·'··· <,., .. ) .... ,.,.,, 
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• > 
. ~t! 

"'t/ 
) / 

""' __ ... _.. 



• 

CLEAR A 1\CE FORM FOR PRESIDENT .l':. L SPEECH rv1A T ER Ill L 

TO: 

VLA: 

FR01v1 : 

SUBJECT: 

rr HE PRESIDENT 
! 

ROBERT HART?vLI\NN 

PAUL A. THEIS 

Statement on Congressional oyer ride 

of Education Act veto 

· TIME, DATE A:N'D PL..A. CE OF PRESIDENTIAL USE: 

Wednesday afternoon, September 10, 1975 

---

SPEECHWRIT ER: ___ __.:........___:!R~o~u.=:.s.::::·e~k;..__ _________ _ 

EDITED BY: The·s 

BASIC RESEARCH/SPEECH 1\.1ATERIAL SUPPLIED BY: 

Max Frieder sdorf 

CLEARED BY (Please initial): 

{X) OPERATIONS (Rumsfeld) -------------
(X) CONGRESSIONAL/PUBLIC LIAISON (Marsh) ___ _ 

(X) PRESS (Ne ssen) -----------------------­

(X) LEGAL (Buchen) -----------------­

(X) ECONOMIC POLICY BOARD (Se idman!-)------­

(X) OFFICE OF MANAGEMENT AND BUDGET (Lynn) 

(X) DOMESTIC COUNCIL (Cannon)--------------

( ) NATIONAL SECURITY COUN CIL (Scowcroft) ___ _ 

(:X~ RESEARCH (\Va ldron) ----------------

(X1 1v1ARGITA \YHITE (FYI) _____________ _ 

( ) ENERGY RESOURCES COUNCIL (Zarb) 

(X) COU NCIL OF ECO.l\:0!\HC ADVISERS (Gre enspan) ___ _ 

( } OFFICE OF PUBLIC LL~~SON (Baroody ). ______ _ 

(X 1 .~!~ F_rieder sdorf 

( ) ----------------...,------



(Rousek) PT September 9, 1975 
THIRD DRAFT 

PROPOSED STATEMENT ON CONGRESSIONAL OVERRIDE OF EDUCATION 
ACT VETO 

I am disappointed the Congress did not 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 appropriation is $1. 5 billion more 

than I proposed in the fis.cal 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 essential in 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 billion. 

This is substantially higher· than the $60 billion deficit at which I drew the 

line. 
\ 

. ·"'-. ~ .. 
,,. -~ \;.- i·;1,.~;~ \ 
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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. 

# # # 

. "' • t.; ~~ <) 
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THE WHITE HOUSE 

WASHINGTON 

September 30, 1975 

Bobbie has spoken to 
Dr. Marrs and has indicated 
that Counsel's Office has 
no objection to his holding 
a briefing with ethnic 
groups. 

Bobbie Kilberg 

• 
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WASHINGTON }~(}) 
THE WHITE HOUSE 

September 20, 1975 

MEMORANDUM FOR 

THE DOMESTIC COUNCIL 

OFFICE OF MANAGEMENT AND BUDGET 

SECRETARY OF HEALTH, EDUCATION 
AND WELFARE 

SUBJECT: Meeting on the Ethnic Heritage Studies Progra.m 

The general issue of the Ethnic Heritage Studies Program has taken 
on significance far beyond that which was anticipated when budget 

decisions were made in this area. I have heard strong expressions 
of interest from all over the country and from dozens of reputable 
organizations o£ ethnics. We have been under extreme pressure 
to arrange rneetings with the President or with staff members so 
t.:.~at the strongly held supportive views could be expressed. In 
keeping with L~e President's openness approach, I would like to 
meet with. and hear out an appropriate group of interested people. 

Please let me have your views by October 6, 1975. 

Attachment 

CC: L. Philip W. Buchen 
Mr. John 0. Marsh, Jr. 

~~ ~dare C. Marrs 
Special Assistant to the President 

' 
'to&' . (,.... 
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N~4TlONAL ETHNIC STUDIES ASSEMBLY, INC. 
The Catholic University of America P.O. Box 1335 Washington, D.C. 20064 Phone (202) 635-5470 

President 
Or. Richard Kolm 
Catholic Univ. of Am .. D.C. 

Vice Preeident 
· Mrs. E. Maxine Sruhns 
Univ. of Pittsburgh. ~-

Dr. Hyman Chanover 
Am. Assoc. for Jewist Ed .. N.Y. 

Dr. F. Richard Hsu 
China Ins/. in Am .. Inc .. N.Y. 

Or. Xyril Konakchyisky 
Bulgarian Nat'/ Committ~H~. D.C. 
Col. Casimir 1. Lenard (Ret.) 
Polish-Am~ricsn Congres.s. D.C. 

Or. Michael S. Pap 
John Carroll Univ .. Ohio 

August 26, 1975 

Dr. Theodore C. Harrs 
Special Assistant to the President 
The Hhite House 
Washington, D.C. 20500 

Dear Dr. ~'larrs: 

M<lfTibenofEJCecuti.,.,Counei l Further to our conversation in the spring and my recent dis-
or. Arras._Avakian •

1 
D cussions with :·irs . Shelton in your office, I hereby submit the request The Arrne.,um Assemo y. . C. 

Msgr. GenoBaroni on behalf of the National Ethnic Studies Assembly for a meeting on 
Nat'ICtr.torUro.EttmicAff .. D.C.the subject of the Ethnic Heritage Studies Program (Title IX of th'e 
Dr.Tho,;lasF.Ccmpbell Ed . ' · d f 1972) b h ld . ·n • H 'Ph CleveiMdStat~Univ .. Ohio • ucat~on £-.'Tien ments o to e , e at tne l · n~te .ouse. -'- . e 
Mr. Vincent DeForest oroposed date for the meetinc>- is October 28 1975. Afro-Am. Bicentennial Corp .. D~ 0 

. ~ _ ._, 

Dr. Walter Drzewieniecki 
Buffalo State Colla(Jfl, N.Y. 

Dr. Otto Feinstein 
Wayn8 StatfJ Univ .. Detroit 

Consi dering the nu.uber of ethnic groups involved, it is 
estimated that about 60 to 70 educators and scholars interested in 

Dr. Joseph Hasek 
Czech. Nat'/ Coun. of Am .• D.C. 

the subject would attend. The list of their names vrith addresses '>Jill 
Or. Theodore H<'•shberg be su)rr~itted at a later date as agreed. 
Phi!adelphia Social Hist. ;lroject. Pa. 

Dr. Andrew T. Kopan 
Hellenic Council on Ed .. Chicago 

Mrs . Marie L. Kubefczyk 
Keot State Univ .. Ohio 

Mr. Well5 C. Kleifl' 
Am. Coun. for Natianalirres Ser .. N.Y. 

M. George J. Leber 
Order of AHEPA. D.C. 

Mr. Irving Le\lline 
Nat'/ Proiect on Ethnic Am .. N.Y. 

Or. Ang91o Pienk.os 
A/verna College. Milwaukee 
Re•1. Casimir Pugevicius 
Lithuanian-American Comm .. Baltimore 

Or. Frances Sussna 
Multi.Culture lnsr .• San Fran. 
Re•1. (Or.) Sylvan N. Tomasi 
Ctr. for Migratiort Studies, N.Y. 

Or. Rudolph Vecoii 
Crr. for Immigration Studies. Univ. Minn. 

National Secnttary 
Dr. Otto Feinstein 
Waynl! State Univ .. Detroit 

Treasu;M 
Col. Michael Ahmajan (Ret . ) 
Armenian Nat' I Cultural Assoc .. D.C. 

General CouniSel 
Mr. Stanley J. Glod 
Attoroey at Law. Wash .. D.C. 

He I..JOuld propose to discuss the follmv-ing main issues: 

1. The status of the ethnic studies program with the Department 
of liEI.J and specifically tvith the Office of Education, with 
special reference to (a) appropriation policies, and (b) 
general education policies. 

2. The status and function of the rt:!cently appointed National 
Advisory Council to the Program. 

3. The status and function of the Ethnic Heritage Studies Branch 
of the Office of Education, Division of International Education, 
with special reference to (a) principles of grant distribution 
(evaluation criteria and procedures for the evaluation of appli­
cations, priorities, parities, etc . ), (b) inclusion of ethnic 
personnel on the staff of the Branch, and (c) evaluation criteria 
of completed projects. 

4. Participation and involvement of national ethnic organizations 
in the Program . 

5. The appointment of a special assistant to the President for 
ethnic affairs. 

(') .. ~ 
["";; 
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h'e would appreciate having the opportunity to discuss the 
above issues ':lith the chief representatives of the DHE\~ related to 
the Program: 

Dr. David ~·lathe\.;rs, Secretary of Health, Education and He lfare 
Dr. Virginia Y. Trotter, Assistant Secretary for Education 
Dr. T. H. Bell, Commissioner of Education 
Dr. Edward L. Meador, Director, Division of International Education 
Dr. Donald L. Bigelmv, Chief, Ethnic Heritage Studies Branch. 

In vie\¥ of the importance of the Program and of the abovementioned 
issues to the ethnic groups and to the general education system, r,.;e 
are sure that this conference will result in a general clarification 
and will contribute significantly to mutual understanding and cooperation. 

I anticipate your kind reply. 

Sincerely yours, 

/-:7 c_/ . ..------) 

• • • 7 / . ' -. /:_ . 

1. lr.:.et..-.<e-.. y{_ ~ ~AL( ..-.t- ·q __ ;-

Richard Kolm 
President 

•u 
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11:00 

• 

Thursday 10/23/75 

Jack Svahn, Acting Administrator of Social and 

Rehabilitation Service of HEW, called to discuss 

the memo you sent to Secretary Mathews re the 

Antioch School of Law problem. 

w ,• 

jJ 

245-6726 
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TH E WHITE HOU SE 

WA S HIN G T O N 

October 21, 1975 

MEMORANDUM FOR: 

THE HONORABLE DAVID MATHEWS 
SECRETARY OF HEALTH, EDUCATION, 

AND WELFARE 

Enclosed is a copy of a letter concerning a problem which the Antioch School of Law alleges it has with the Office of the HEW Region III in Philadelphia. 

I would appreciate your having someone call me before 3:00 p.m. on Friday, October 24, to suggest how I might dispose of the request made to me. 

Enclosure 

(17/Q J. W Jv. 
Philip W. Buchen 
Counsel to the President 

J 
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Board of Visitor.< 

John W. Cummiskey, Esq., Chairman 
Miller, Johnson, Snell & Cummiskey 

Edward F. Bell, Esq. 
Bell & Gardner, P.C. 

David Blum, Esq. 
Kennelly, Blum & Wall 

Glenn Carr, Esq. 
Director, Reginald Heber Smith 
Community Lawyer 
Fellowship Program 

Arthur Charpentier, Esq. 
Associate Dean and Law Librarian 
Yale Law School 

David Ginsburg, Esq. 
Ginsburg, Feldman & Bress 

Robert Herzstein, Esq. 
Arnold & Porter 

Peter MacDonald 
Chairman, The Navajo Nation 

Hon. Howard Metzenbaum 
Metzenbaum, Gaines & Stern Co., LPA 

Grace Olivarez 
Director, The Institute for Social 
Research and Development 
University of New Mexico 

Revius Ortique, Esq. 
President, National Legal Aid & 
Defender Association 

C. Normand Poirier, Esq. 
Past President, Federal 
Bar Association 

Judge Justine Wise Potier (ret.) 
Family Court of the State 
of New York 

Hon. R. Sargent Shriver 
Fried, Frank, Harris, Shriver 
& Kampelman 

Paul Warnke, Esq. 
Clifford, Warnke, Glass, Mcilwain 
& Finney 

National Adrisory Council 

Paul A. Porter, Esq., Chairman 
Arnold & Porter 

Albert E. Arent, Esq. 
Arent, Fox, Kintner, Plotkin 
& Kahn 

Frank Chapman, Esq. 
Robinson, Robinson & Cole 

Thomas B. Curtis, Esq. 
Biggs, Curtis, Casserly 
& Barnes 

James F. Fitzpatrick, Esq. 
Arnold & Porter 

Melvin M. M. Masuda, Esq. 
Chuck & Wong, Honolulu 

Leonard S. Melrod, Esq. 
Melrod, Redman & Gartlan 

Hon. John A. Nevius 
Former Chairman 
D.C. City Council 

John E. Nolan, Jr., Esq. 
Steptoe & Johnson 

Herbert S. Robinson, Esq. 
Liebman, Eulau, Robinson 
& Perlman 

Robert L. Wald, Esq. 
Wald, Harkrader & Ross 

ANTIOCH SCHOOL OF LAW 
1624 Crescent Place, N.W., Washington, D.C. 20009 
202/265-9500 

October 14, 1975 

Philip W. Buchen, Esq. 
Office of the President 
The White House 
Washington, D.C. 

Dear Phil, 

Deans 
Edgar S. and Jean Camper Cahn 

"-' 

I am writing to you in my capacity as Chairman., . .Board of 
Visitors, Antioch School of Law, Washington, D.C. 

We are having considerable difficulty in obtaining approval 
from H.E.W. Region III, in Philadelphia, for reimbursement 
to the Law School for a staff training program. This pro­
gram was contracted for by the District of Columbia and 
approved by the then Regional Director of H.E.W. I under­
stand the funds are available. 

The roadblock appears to be an insistence by the Regional 
H.E.W. office on submission of additional data which is 
(a) merely cumulative, or (b) exceeds the scope of the 
original contract, i.e., training of DNR personnel. 

Obviously, it places a severe strain on the resources of 
the Law School when it is denied reimbursement for a con­
tractual program for which it has already expended large 
amounts of its energy. 

I expect to be in Washington on Friday, October 24, 1975. 
If possible, I would like an appointment with you to re­
view this perplexing problem at 3:00 p.m. that day. Dean 
Edgar Cahn will be with me since he has intimate knowledge 
of what has occurred. 

Please let me know if this can be arranged, and to the ex­
tent you can, would you energize H.E.W. to move on this 

_,_-~ project. 
1

. ·onD 
,. ( 

JWC/ls 

cc: Dean Edgar Cahn 

Sincerely, r·; ~ 
:t 

:J ... 
Cunnniskey .., thairman 

oard of Visitors 
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THE WHITE HOUSE 

WASHINGTON 

November 26, 1975 

Dear Mr. Meyer: 

Your letter concerning the invitation to have 
Secretary Mathews appear at the annual Wisconsin 
Public Welfare Association Conference has been 
received. 

From my vantage point, it would be difficult for 
me to try affecting the Secretary's decision in 
that regard. As you can appreciate, all Cabinet 
Officers receive many more requests for speaking 
appearances than they are able to accept and 
their choice of which ones to accept must be made 
in the context of the total demands on their 
time. 

I know Secretary Mathews will give every possible 
consideration to your request. Also, I shall 
mention to him your special interest in having 
him accept your invitation, but without any · 
thought that my encouragement will be decisive. 

I do wish you success in planning for next year's 
conference. 

Mr. George Meyer 

;;1ere~y~-~ 
Phi~. Buchen Co~!~~fWto the President 

Social Service Supervisor II 
Sheboygan County Department of 
Social Services 

Court House Annex - Room 114 
P. 0. Box 610 
Sheboygan, Wisconsin 53081 

;1// 
) 
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THE WHITE HOUSE 

WASHINGTON 

December 10, 1975 

MEMORANDUM FOR: JIM CANNON 

THROUGH: 
c;t 

PHIL BUCHEN \. 

FROM: Bobbie 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 
legisl?tion at this time, would 
be unacceptable to us. 

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

... ) 
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MEMORANDmtt FOR: 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

WASHINGTON 

December 8, 1975 

~IL BUCHEN 
JACK MARSH 
MAX FRIEDERSDORF 
ALAN GREENSPAN 
ROBERT HARTMANN 
JIM LYNN 
BILL SEID 

Social 

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 

.,· ·'~i ti ;; . 
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THE WHITE HOUSE 

WASHINGTON 

December 8, 1975 

MEMORA.l"\JDUM 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. 

In 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. 

,' ·;;~--r~~?;;o'·, 
." ::') <',..-\ •,' e:' 
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Social Security Tax Rates (Employer/Employee, each): 

Present Law 

Calendar 
Year OASDI HI - TOTAL 

1975-77 4.95% 0.90% 5.85% 

1978-80 II 1.10 6.05 

1981-85 II 1. 35 6.30 

1986-98 II 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 ti·ust 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 over the 
next few years can be attributed to: 

Increased benefits resulting from wage growth 
and inflation. 

Absence of equivalent i~creases in payroll tax 
revenues. (In fact, payroll tax receipts 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 increasing ratio of retired persons t~-7:~. 
the working population after the beginning of /·~ ~· roll~/'-, 
the 21st Century. .~?! ~\ 

~ ;.l:: :0 f 
', IJ.I J:.. J 

A flaw in the current system which ~:wer adjusts~ ".:0,/ 
the benefits of future retirees to inflation. "--../ 
The current formula which determines future 



3 

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 
finuncing 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 genera] pressure to move toviard stabilizing the t~u~.:; , 
fund with a minimum of change for those in the system. J (: 

__., t:<:.J; 
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DECISIONS 

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. 

III. 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 TER!-1 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 

1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 

Assets at Beginning of Year as Percent 
of Outgo during Year 

66% 
55% 
43% 
33% 
25% 
18% 
ll% 

3% 
0% 

These projections by the Social Security Administration 
are based on economic assumptions ('I'ab A) which are ~·.::,--, 
course judgmental and probably somewhat optimistic!"·.':: .. ·'""''" \ 

<;; ('\ 
.~~ ~,\ 

HEW has taken the position that it would be dangerauus ;:;;; 
• ~ .l> for the trust fund assets to fall below 33% 1n an qa- ..,..:o 

predictable economic situation. This issue is in ~ t · 
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
ponsibl~ 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. Increase 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 increa~e 
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. 

Q_ption 2. Increase revenue~ a combin<:t_!_~_sm of___9-_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 19(}Jf~';;:~, 
rising to . 45% by 1984. :-} <(". 

' <.;: •• ~ .-"' 

~ ~ ; to ' 
~ ... ~; 

PRO '\'': ~i ,,) ..:0 .. 
'\ "/'' 

As in option 1, the entire short term deficit would )re._./ 
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 certain 
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 subsequent years. The other program changes would 
save app~oximately $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~ 1 u#b~ 

more feasible at that time. ·' )\ 

,.> "''! 
'-.. -- __ .):/ 
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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. 

9ption 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
pletely 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. 

Calendar 
Year 

1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 

Amount 
of 

General 
Revenues 
In HI 

$ 1. 5 
6.0 
7.5 
9.3 
9.1 

11.2 
13.7 
16.4 
19.5 

General 
Revenue 
as % 
of HI 
Income 

12% 
30 
33 
36 
31 
34 
37 
40 
43 

HI Assets 
Beginning 
of Year 
as % of 

Outgo 

61% 
35 
35 
35 
35 
35 
35 
35 
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 benef~t~;-
in Medicare. Part B of Medicare (insurance for non~· ·~«o~ 
hospital medical care) is currently funded by premiums <:}-_ 

""~ c:::. paid by enrollees and from general revenues. ·~ ~: 
; .~ 

) 
~--

........... _ __,..~~ ... · 
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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 dLsadvantages. 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 year. 

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 
optimjstic or the economy takes a downturn, the trust 
fund "buffer" may not be adequate. 

RECONMENDATIONS: 

< .... rd.'?u ... . 

. ) <.:.. 
.; CJ' 

<~ ~~· 
. ..) .,_"<· 

.' ........... .__ -~--··-·/ 



DECISION: 

Option 1 

Option 2 

Option 3 

Option 4 

Option 5 

COMMENTS: 

II. DECOUPLING 

Back9round 

9 

(tax rate increase in 1977) 

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

(60% cap on benefit increase 
and other reductions) 

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

(defer action) 

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 
average earner. 

,.; 

<::. 
approximately 30 percent of the recent wage of a ~; 
high earner. ,·' ~.:i~ ., , .• ' 

-~_..<' 
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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· · 

l 
·~-~ 

·.1' 

t" ...-
~:' -­.. ·..:.-;.;) 

~.... ~j· 
.......... _. __ ........... 
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HH:' su.mc level of subs is t.c;ncc ; o r , should bene£ its rise 
with t he standard of l iving (wages ) and allow the elderly 
to s hare i1:l--t-ho-lncrea~:;ing wealth of the counlry , with 
accompanying higher taxes for workers . 

To illustrate the trade-offs, three models liJhich "decouple " 
the system and provide alternative r ep l acement rates 
over time will be compared to the current law coupled 
system. The key variables are the replacement rates 
and expenditures required to finance the system. 

Three charts illustrating the effect on replacement 
r a tes and expenditures of three alternative d ecoupling 
models as compared to the current law "coupled" system 
are on pages 15 , 16 and 1 7. 

The alternat.ive "d ecoupling" models are described as 
follows : (It should be noted that all models require 
a phased transition from the current system .) 

ALTERNATIVE 1 : BENEFITS RISE WITH STANDARD OF LIVING - -(\'JAGES ) 

Stop the increase in replacement r a tes and hold the m 
-constant over time at current levels . This means that 
tl1e benefits of future reti.rees will reflect i~creases 
i_n the standard of living r esulting from real wage 
growth ( s i nce wages are expected to grow at an annual 
rate of 6 percent and prices are expected to rise at an 
annua l rate of 4 percent , then the 2 percent rea l wage 
growth mean s -th a t i-\meri cans will enjoy a steadily 
i ncreasing standard of living over the years ). 

Approximate ly 50 percent of the long term defici t wou ld 
be e liminated by this alternative. Therefore, additional 
t ax increases (as much as 3 percent more by 2050) would 
be required to finance such a s ystem . 

PRO 

Because this proposal decoupJes with a minimum of change 
in current r~placement rates , it would prove the least 
cont.rovcrsial among constituent grottps and in the 
Congress. In fact , agj_ng groups and the AFL-CIO have 
supported this concept. It ensures tha t the benefits 
of future retirees will keep pace with our ri sing standard 
oJ' l iving. You could propose to " decouple " in Jchi::; 
manner no\·/ , and come back later with a broader proposal 
to change the structure and role of Socia l Security 9v~r 
the long term . ·- ·r 

-c· ..-\ 

~c= ~~ 
,._, '"':I 
tP ~ 

'"~ ~ 
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CON 

It only eliminates 50 percent of the long term deficit , 
therefore , additional tax increases or further restructnring 
will be required in the future . Also , if you propose 
decoupling in this manner with minimum of change in the 
systeiu , you lose a useful forum for forcing the Congre ss 
to address the tough issue of the future role of Socia]. 
Security as it affects taxpayers and beneficiaries . 

ALTERNATIVE 2 : BENEFI'rS RISE -~·JrrH COST OF LIVING . (PRICES) . 

Allow benefit levels for future retirees to keep pace 
with inflation instead of real wage growth. This means 
that if such a proposal were enacted in 19 76, the future 
benefits of workers who retire some years later wi l l 
be based on the standard of living in 19 76 . Since wages 
will grow faster than prices , replacement rates wil l 
decline over t~me . A person who retires in the year 
2000 would receive the same benefits as a similar worker 
who retires in 1976 . But because the 200 0 retiree would 
have experienced real wage growth during those 25 years , 
his Social Security benefits , unless supplemented by 
other retirement income or private savings , would result 
jn significant change in his lifestyle . 

This proposal would eliminate the entire long-term 
deficit and would allow future tax reductions (as much 
as 3 percent by 2050 ). 

PRO 

Future payroll taxes could be reduced. Since the role 
Social Security would be les sened over time , people 
way save more or buy supplementary pensions, thus 
stimulating capital formation. 

CON 

Such a far-reaching change in the ~;ystem would prove 
very controversial politically. As you can see in the 
charts , replacement rates would fal l as low as 7-14 
percent by 2050 . This -vmuld mean t.hat while t.he recipie:!i_s 
would be able to buy the same amount of goods and services 
as they can today , they would. be sub~;i:antially poocer 
r(~ la U.ve to the rest. o.C s ociety. 1\1 though l ·'e have 
(l··~';elop0~d the concept of this model , additional si:aff 
v1ork v;il.l be re(J1.li:L'ed over the next month or so bcfo:ce re 'u ~ 
legislation could be submitted . 

-~ 
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ALTERNATIVE 3: BENEFITS RISE AS A PROPORTION OF THE 
STANDARD OF LIVING 

Allow future benefits to keep pace with approximately 
half of the growth in real wages (standard of living). 
This represents a middle ground between Alternative 1 
and 2. Replacement rates never fall below 25 percent of 
a retiree's recent wages. This proposal would eliminate 
80 percent of the long-term deficit. Therefore, some 
additional tax increases (1.19 percent by 2050) would 
be required in the long run . 

PRO 

This Alternative would reduce the future role of Social 
Security (taxes and benefits), but less severely than 
Alternative 2 . Capital formation may be stimulated 
somewhat . 

CON 

Future tax increases , although less than under current 
law or Alternative 1 would be required in the long run . 
Declining replacement rates (though less severe than 
those in Alternative 2 ) would prove politically contro­
versial . Again , l or 2 months wou l d be required to com­
plete the necessary staff work for this proposal . 

The existing consensus in opposition to the current 
coupled system provides a forum for discussion of 
decoupling proposals . Therefore , one of these three 
models could be proposed by itself or in conjunction with 
a short-term financing proposal. (It is important to 
note again that decoupling will not solve the short-
term deficit problems ) . 

Alternatives 2 and 3, which include declining replacement 
rates, raise some fundamental questions about the role 
of Social Security which you may not wish to address 
at this point. A fourth alternative would be to defer 
any initiative on decoupling. 

ALTERNATIVE 4: DEFER AC'l'ION ON DECOUPLING 

Sectio.n III of this memorandum recommends a comprehensive 
study of the Social Security system. Such a study could 
address the question of constant or decJ.ining replacement 
rates. 

"'<.; 

< ... ~ 

V
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~ 
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Unless you are comfortable with proposing Alternative l 
which d e couples (elimina t es double index ing-for inflation) 
with a minimum of change from the current structure , 
you may wish to postpone action and avoid the controversy 
represented by Alterna tives 2 and 3 . You could offer 
to work with the Co~mittec s on decoupling and present 
several models for consideration . 

PRO 

Further study of these issues and cooperation with the 
Congress would allow time for consideration by the public 
and in Congress of some fundamental questions about the 
future role of Social Security -- the appropriate tax 
rates and benefit levels . 

CON 

Because a consensus exists on eliminating the double 
indexing in the formula and the adverse effects are 
accumulating over time (replacement rates are rising ), 
it may seem irresponsible to postpone action or not to 
take a position . 

RECOMMENDATIONS 
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Average ) / 
75 Years 

(1975-2009 ) 

First 
25 Ye<n:s 

(l97S-l999 ) ------

Expenditures 
Taxes 
Difference 

____ pec2'-1\2lJ~l~_g 1-1odcls ___ _ 

Constant Rep l acement Rates ]/ 
Replacenen t l~a te Exceeding 

Price, not Hage , I ncreases 
(Slow Dec line) 4/ 

Rep l acement Rate Limit::ed t:o 
Increases in Purchasing 
PoHer (Fast Decline ) y 

l,<M Fenner 6/ --------
Pr.-esen t Lm·l 
Con stant 
Slow Decline 
Fast Decline 

I_'"~!:~CJ~~at·ner -~ 
Prc>.;en t L<:nv 

Const.ant 
Slm-1 Decline 
Fast DC'cline 

t·l:l X~BU!:n__!~O.rncr .0/ 
Pre ~-;e n t Lcliv 
Constzmt 
Slmv Decline 
Fast Dc; clinc 

\ . I ' ' 1 ~/ 

16.26% 
10.94 
-5.32 

13. 8 0 

12.13 

7. 6 -

ll.1G% 
9.90 

-1.26 

11.12 

10.81 

9. 77 

Replacerr.ent :Rates 

1976 2000 - --- --

62 % 75% 
61 61 
61 55 
61 37 

42 58 
42 42 
42 39 
42 2'-:> 

30 36 
30 34 
30 30 
30 18 

See footnotes on fo llowing page , 

Second 
25 Years 

(2000-20?.4 ) - ------

15.1 2% 
11.02 
-4.10 

13.35 

11.96 

7.41 

2025 

. 96% 

61 
49 
23 

56 
12 
36 
16 

41 
35 
27 
ll 

' I 

I 

c:> 

Thi.n1 
25 Yea:;:; 

(/. () 2 5-2 () !i (__) ) 
----------

.'.• 

22.09 °0 
11.90 

-10 . 19 

16.66 

13.39 

5 .85 

2050 

107 % 
61 
45 
11 

GO 
42 
32 
10 

43 
35 
25 

7 
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DECISION: 

ALTERNATIVE 1 -- Decouple, holding current 
replacement rates constant 

ALTERNATIVE 2 -- Decouple, allowing 
replacement rates to 
decline rapidly 

ALTERNATIVE 3 -- Decouple, allowing 
replacement rates to 
decline more slowly 

ALTERNATIVE 4 -- Postpone action 

COMMENTS: 

I' 
'v 

~ 
C.• 

~_J$ 
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III. STUDY OF SOCIAL SECURITY SYSTEM 

To allow time for analysis of the broader structural 
issues and for education of the public and consensus 
building, it is our judgment that a comprehensive study 
is needed . 

If you decide to defer legislative action a short-term 
financing proposal and/or decoupling, then the study 
group could address these issues over the next year. 

Clarification of the role of Social Security in our 
society is necessary to ensure its stability and 
continued public confidence. Some of the fundamental 
questions include the following: 

What should be the role of Social Security in the 
context of the overall pension system? 

What should be the role of Social Security in the 
overall tax system? 

What should be the role of Social Security in 
the context of economic growth? 

What should be the role of Social Security in 
terms of wage replacement vs. income redistribution 
(welfare )? 

It is our judgment that Domestic Council members should 
assist in developing a framework for the study which 
clearly identifies the appropriate issues, and should 
assist in the selection of a group of outside experts. 
The experts would provide needed analysis and facilitate 
increased public awareness of the issues. Responsibility 
for overseeing the study could housed in either the 
Domestic Council or in the Office of the Secretary, HEW. 

RECOMMENDATIONS: 

DECISION: 

Propose study of Social Security. 

Agree -------- Disagree ------
COIVJ.MENT S : 

\~~ r L, 
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Calendar 
Year 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

Economic Assumptions and Automatic Increases Based on 1975 Social Security Trustees Report 

Through Calendar Year 1981 

Percent Increase in --

Average Annual 
Wages 

6~2% 

9.0 

11.0 

8. 8 

7. 7 

7. 0 

6 .0 

Average Annual 
CPI 

9.0% 

6 .6 

6 .5 

5.7 

4.6 

4.0 

4.0 

Rea l 
Wages 

-2.6 % 

2.3 

4.2 

2. 9 

3. 0 

2.9 

1.9 

I 

I 

I 

I 

I 

Percent 
Unemployment 

Rate 

8 . 8% 

8.0 

7.0 

6 .2 

5.4 

4. 8 

4.8 

Contribution 
and 

Benefit Base 

$14,100 

15,300 

16,800 

18,600 

20,100 

21,600 

23,100 

Percent 
Benefit Increase 

8.0% 

6 .6 

6. 4 

6.3 

4.8 

4.0 

4.0 




