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FOR IMMEDIATE RELEASE MARCH 7, 1975
Office of the White House Press Secretary % g
THE WHITE HOUSE /

STATEMENT BY THE PRESIDENT u,( M
I have received today the final report of the Advisory Council on Social

Security. I concur strongly in the Council's unanimous endorsement of the
basic principles of the Social Security System.

In my view, the most important recommendation of the Council calls for
the stabilization of the benefit structure so that future benefits will maintain

a consistent relationship to earnings and will not be so vulnerable to
changes in the economy,

Consequently, I have directed the Secretary of Health, Education and Welfare
to present to me a series of pProposals for stabilizing the benefit structure.
This will enable me to make recommendations to the Congress as early as
possible,

Stabilization of the benefit structure, however, will not provide all the
additional revenues that will eventually be required by Social Security.
While existing reserves are adequate to maintain the fund's financial
integrity for the next several years, I want to ensdre the integrity &f the
system into the 21st century, Therefore, I have asked the Vice President
Zo have the Domestic Council ¢xplore alternative approaches to financing
2nt to make appropristoc recommendations to me,

I strongly support the ""earned right' principle that has been a basic feature
of Social Security since its inception 40 years ago. Therefore, I am opposed
‘to the Advisory Council's specific recommendation calling for the transfer
of Medicare financing from the Social Security trust funds to general funds

of the Treasury,
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Social Security Advisory Commission Advocates Infusion of Funds

—~ A special Social Security Advisory Commission Friday
urged Congress to take $6 billion or $7 billion from general
tax revenues next year and put the funds into the social
security system, ABC/CBS reported. The Commission said
social security funds alone are not enough to finance the
rising cost of Medicare payments.

President Ford said Friday that he is opposed to financing
Medicare in that fashion, ABC reported. CBS reported the
President said the Social Security system is in no danger of:
running out of money immediately, and said he is asking his
Domestic Council to inquire into alternate means of financing
-the system.

* % % *

Kennedy and Hollings Announce Move to Link 0il Depletion
Allowance with Tax Cut

Senators Edward Kennedy (D., Mass.) and Ernest Hollings
(D., S.C.) announced Friday that they will move to try to
repeal the oil depletion allowance by adding it to the Senate
tax cut bill, ABC's Bob Clark reported. The repeal will
be easier, Clark said, because of the almost certain change
to be made in Senate's filibuster rule.

l Kennedy (on ABC film) said, "We do feel that this is
the best opportunity that the Senate of the United States
has had in a generation to act on the most outrageous tax
loopholes which exist in the Internal Revenue Code."

A move to make repeal of the oil depletion allowance
a tax amendment is certain to start another Senate filibuster,
Clark said. Senate leaders, therefore, think public pressure
will prompt quick passage of the tax bill without
any riders.

* % % *
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Status: Secretary Weinberger is awaiting the April
22nd release of the March Consumer Price Index
figures necessary for the calculation. Once they
are available, the calculation of new benefits will
be made, submitted for your review and conveyed to
Ways and Means and Senate Finance. .

2. Short-Term Financing

Current estimates point to a growing deficit over
the next few (5) years between Social Security
revenues and benefits which will lead to a gradual
(}{*/ depletion of the Social Security trust fund.
7

- As the deficit is more widely recognized there
will be increasing pressure for using general
fund revenues to bolster the system.

Status: The Domestic Council is working with HEW

to develop the basic elements of a means of stabi-~

,7 lizing the financial base of the system without
use of general revenues. Alternatives should be

t
h}/ ’ available for your consideration by July 1, 1975.
3. Long-Term Financing

Present projections indicate that early in the

twenty-first century there may be 45 beneficiaries

for every 100 workers. These workers might have
“ to pay as much as 20% of their taxable wages to

support the benefit Ilevels required by present law.

\ Status: This problem will be one of the central
considerations for the Domestic Council review group
currently under discussion. Given the nature of .
long-term projections and the possibility of changes
resulting from solutions to problem 2 above, the
dimensions of the long-term problem could be
substantially different.

If you have any further questions, I would be pleased to
discuss them with you.
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the definition of disability for older workers, etc.) are
described in Tab A. Some of them have merit. The Council's
recommendations for promoting equal rights for men and

women under social security are of particular interest at
this time in light of the recent Supreme Court decision in
the Wiesenfeld case which held unconstitutional the provision
of present law under which social security benefits are
payable to a widow with a child beneficiary in her care but
not to a similarly situated widower. In the near future the
Department of Health, Education, and Welfare will forward
recommendations for changing those provisions of the social
security law which differentiate between men and women.

(The short-term cost of these legislative recommendations is
not large enough to have an effect on the short-term financing
options discussed in part II of this paper.)

Almost all of the Council's other benefit recommendations
involve additional program costs. All things considered,

it is recommended that this group of recommendations be
opposed at this time on the grounds that the current economic
outlook and the tenuous financial status of the social
security system militate against these changes in benefits
and coverage. Such a position would be consistent with the
President's "no-new-starts" policy.

Stabilizing the Benefit Structure

The subject of stabilizing the benefit structure replacement
rates was discussed in some detail in a meeting with the
President on December 11 and in the enclosed memorandum of
December 23 (Tab B). It is recommended that the President
strongly endorse the principle of stabilization and the need
to develop and adopt a stabilization proposal as quickly as
possible but that we consider the Council's model as one
among a number of possible alternatives. The Administration
should take the position that it is examining alternative
ways of accomplishing the objective and will present a
specific recommendation to the Congress at a later date.

Financing the Deficits

As a practical matter, the Council's financing plan is not
very helpful:

-- First, it will not completely solve the long-term
financing problem. While their plan would finance
a long-term deficit of over 3 percent of taxable
payroll, the latest actuarial estimates suggest a
deficit of over 5 percent.



—= Moreover, the Council would finance Medicare from
general revenues and transfer Medicare payroll
taxes to bail out the old-age, survivors and
disability insurance (OASDI) trust funds. The
Administration should oppose this and all other
general fund financing schemes.

Another consideration is that it would probably be a

mistake to decide on a long-term financing plan before a
decision is made concerning a specific benefit stabilization
plan, since stabilization will substantially reduce the
long-term deficit.

Suggested Presidential Decisions Concerning Adviéory
Council Report

l. Proceed with development of proposals on equal
treatment of men and women and reject the
Council's other proposed modifications in
coverage and benefits not on their merits,
but on grounds that the system cannot afford
the cost. '

Approved , Disapproved

2. Endorse legislation to revise and stabilize
benefit structure and indicate that Administration
will present specific plan to Congress.

Approved Disapproved

3. Concur in Council's conclusion that steps must
be taken to solve system's financing problems;
reject Council's specific plan; and develop an
Administration financing plan.

Approved Disapproved
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II. FINANCING

Long Term

Long-range actuarial cost estimates indicate that the old-age,
survivors, and disability insurance system has a substantial
long-range deficit. It is estimated that the program is under-
financed over the customary long-range valuation period of

75 years by an average annual amount equivalent to 5.32 percent
of taxable payroll, with the larger part of this deficit
occurring after the turn of the century. A significant part of
the high long-range cost of the program in the next century is
due to the projected increases in benefit levels relative to
earnings levels under the automatic benefit adjustment provisions
of present law. The previously mentioned recommendation to
stabilize the future benefit structure would have a significant
favorable impact on this long-range deficit. The Department

is studying alternative proposals that would result in such
stabilization. However, until a specific plan to accomplish this
is developed, a specific method of dealing with this long-range
deficit should be postponed. There is adequate time to deal
with this long-range problem.

Short Term

The immediate financing problem--probably the most critical of
the several issues facing the social security system--is what
to do about the short-term deficit facing the cash benefit
part of the system. At the time the President was briefed in
December, the yearly deficits in the cash benefit trust funds
beginning in 1976 were expected to be small; it appeared that
these deficits could be covered over the next 5 or more years
without reducing the reserve to an unacceptable level.

Projections of the status of the trust funds were revised
later in December, when the Council of Economic Advisers'
economic assumptions for the 1976 budget became available.
Current projections of program costs are based on more recent
assumptions developed for use in the 1975 Trustees' reports
which will be submitted to the Congress next week. (These
latest assumptions are used throughout this memorandum.) Cost
estimates based on the latest economic assumptions show (as
did those based on the 1976 budget assumptions) that the reserve
in the cash benefit funds will be impaired almost immediately
and will be completely exhausted by the early 1980's.




Social security is of course a dynamic system sensitive to
changes in the economy, and shifts in the short-term economic
outlook can have a significant effect on trust fund income
and outgo. Income from the payroll tax is strongly influenced
by the amount and duration of unemployment and the rate of
‘increase in wages. With anticipated benefit increases tied
to the cost-of-living projections, outgo estimates can vary
sharply if CPI assumptions are changed in any significant way.
Basically, as compared to the 1976 budget assumptions, the
Trustees' report assumptions show a slower rise in the CPI
over the next several years, project unemployment rates to

be somewhat higher in 1975 and lower in 1978-1980, and are
less optimistic about productivity improvements in the latter
part of this decade. (See Tab C.)

The tables below show the status under present law of the
cash benefit (OASDI) trust funds through 1980 under the
assumptions developed by HEW for the Trustees' reports.

Status of Old-Age, Survivors and Disability Insurance Trust Funds .
1975-1980 Existing Legislation
(Amounts in Billions)

Calendar Year
1975 1976 1977 1978 1979 1980 1981

Income......... ... $66.5 $72.3 $81.8 $91.1 $100.3 $109.1
Outgo.............. 69.5 78.1 87.5 97.1 107.1 116.8

Net (surplus/
defiCit)...--.. -3-0 _508 _5.8 -6-0 _6-8 _7.7

Reserve at start
of year:

Amount........... $45.9 $42.9 $37.1 $31.3 $25.4 $18.6 $10.9
As percent of .
year's outgo... 66% 55% 42% 32% 243 163 9

oe
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Decisions on how to deal with the central issue of short-range
financing of the cash benefits part of social security will
necessarily involve resolution of three important sub-issues:

the treatment of proposed social security legislation set

forth in the 1976 budget; the timing of any financing initiative;
and the specific nature of such an initiative.

1‘

Effect of Social Security Cost-Control Legislation on
Financing 4

The Administration has proposed a number of administrative
and legislative initiatives which would have the effect

of holding down social security costs. (A complete list

of these proposals is included at Tab D.)  The key measures
which would have a significant effect on the funds are
legislative proposals to (a) place a one-time, 5-percent
limit on the social security cash benefit increase payable

in July 1975, and (b) institute greater Medicare cost-sharing.

It now appears extremely unlikely that the Congress will
enact either the 5-percent cap on social security benefits
or the Medicare cost-sharing legislation. (The Senate
Finance Committee, in their budget considerations, did
not accept the 5-percent cap, and more than 50 Senators
have co-sponsored a Senate resolution opposing the cap.
The House Ways and Means Committee has expressed strong
sentiment against it.) Nor, to the best of our knowledge,
is there any Congressional support for Medicare cost-sharing
legislation. The Congress refused to consider this type
of legislation 2 years ago.

As a practical matter, therefore, it would seem unwise to
predicate a financing plan on the assumption that the
Administration's proposed social security cost-reduction
legislation will be enacted. On the other hand, it is
important to understand the effect that enactment of
these proposals would have on the trust funds and their
financing arrangements. We have therefore shown at Tab E
an analysis of the effect of the proposed cost~control
legislation and of a related financing plan that could

be proposed assuming enactment of that legislation. The
remainder of this paper assumes that the legislation will
not be enacted.



Timing

There are two questions with respect to the timing of
Administration short-term financing proposals: When

must additional revenue-producing measures take effect?
When should the Administration submit a financing proposal
to the Congress?

The timing of a legislative effective date raises broad
economic and political considerations, as well as the
obvious concerns about the fiscal integrity of the social
security system and public confidence in the system.
Viewing the issue solely from the position of stewardship
of the trust funds, the Administration would have to
advocate legislation to provide additional financing at

the earliest possible moment-~that is, beginning in calendar
1976, when, under present law, expenditures from the cash
benefit funds will significantly exceed income. It is
recognized, however, that in the current economic situation
such a proposal is strongly contraindicated.

The basic premise therefore should be that, due to the
state of the economy, no tax increases or other social
security révenue-producing measures should be proposed
which affect calendar years 1975 or 1976. Then the
timing and design of financing alternatives should employ
the following criteria:

a. Further revenue development can be held in
abeyance until, but not beyond, a point where
the reserve level falls so low as to seriously
erode public confidence. (This is a judgmental
matter.)

b. The trust funds should not be allowed to operate
with an annual deficit for any longer than
necessary. In other words, income to the
funds should exceed outgo as soon as it can be
safely assumed that additional revenue-producing
measures will not adversely affect economic
recovery.

c. Whatever the revenue-producing measure (s)
adopted, it should not produce a sharp rise in
the tax rates in any single year.
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Considering the first criterion--public confidence level

of the reserves--trust fund balances must be at least
stabilized at (and not fall below) a level equal to roughly
one-third of annual outgo. (Ideally, the financing plan
should produce or trend toward a higher level--say

50 percent--but there is also a need to restrain tax
increases in the near future.) The one-third level is to

a certain extent arbitrary; it is probably as low as can

be safely countenanced, given previous public expressions
that the reserve should be set at 100 percent of annual
outga. Under present law, the reserve level of the cash
benefits trust funds will have declined to the one- third
level (32 percent) by the beginning of 1978. Thus, any
financing plan based on present law must either (l) generate
additional OASDI revenues beginning in 1977 or (2) involve

a substantial increase in revenues effective January 1, 1978.

Although implementation of additional financing measures
can be delayed until 1977 or beyond, depending on
circumstances, there remains the question of when to
propose financing legislation. On balance, the
Administration should introduce legislation this year,

the earlier, the better. Controversy and public concern
about the financing of the system is building rapidly,

and release of the Social Security Trustees' reports

this spring, as required by law, will add fuel to the

fire. (The reports will increase public awareness of

the deficit.) The Congress is almost certain to take

the initiative if the Administration does not. Absent

an Administration initiative, the forces favoring major
general revenue financing of the trust funds would likely
play a stronger hand, particularly in light of the
Advisory Council recommendations. We believe that in light
of these considerations it is desirable for the Administration
to take the initiative promptly, rather than delaying until
a comprehensive proposal dealing with both the short-range
and the long-range situation could be presented.

The Subcommittee on Social Security of the House Ways and
Means Committee has scheduled hearings for later this month
on the status of the trust funds and possible financing
initiatives. These hearings would provide an ideal forum
for presenting the Administration's plans.
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Method of Financing

a.’

General Approach

There are four possible sources of trust fund revenue
which can be used either singly or in combination.
All require legislation. There are:

-- Increased payroll tax rate (employer and
employee, alike).

-- Increased earnings base (the maximum annual
amount of earnings to which the tax rate is
applied).

-- Transfer of tax income from Medicare funds.
(Existing law calls for an increase in the
Medicare tax rate in 1978; some of the income
from this increase is more than necessary to
meet short-term needs.)

—=- General revenue financing.

Consistent with previously stated Administration
views, the Administration should continue to oppose
any financing proposal involving substantial general
revenues.

Further, unless it is assumed that the proposed
cost—control legislation is enacted, any proposal
to rely solely on tax rate increases would 1nvolve
significant tax rate increases.

The Department's preferred approach combines increases
in the earnings base with an adjustment in the tax
rate schedule to transfer some income from Medicare
to OASDI. The earnings base will increase annually
due to the "automatic" provisions of present law;
the Department's preferred approach would speed up
the rate of the increases in the earnlngs base that
will be produced by the "automatic" prov131ons of
present law. Under one of the two earnlngs base/tax
increase options that we are proposing, the total
tax rate (OASDI-Medicare combined) would increase;
under the other, the total tax rate would be
unchanged from present law.
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A tax-rate-increase-only approach and an earnings
base increase combined with a tax increase would be
significantly different in their impacts on the
taxpaying population at different wage levels.

While any plan that depends entirely on an increased
tax rate will impact on all workers, the greatest
relative impact would fall on the low-paid worker

as compared with the higher-paid worker (i.e., the
tax is regressive). A plan which relies in part on
an increase in the earnings base would be more
progressive, spreading more of the burden toward the
upper-income worker. The degree to which this
occurs depends, of course, on how rapidly and to
what level the earnings base is increased.

An increase in the earnings base reduces the cost of

the social security program expressed as a percentage

of payroll and therefore makes it possible to meet
long-term program costs with lower tax rates than

would otherwise be necessary. An earnings base increase
also increases the protection provided for higher-paid
workers by increasing the proportion of their earnings
that is counted for benefit purposes.

As a practical matter, any plan incorporating an
increase in the earnings base would automatically
increase income to the Medicare program but would not
affect outgo. This, in turn, would permit a transfer
of a greater amount of Medicare income to the cash
benefit programs, thereby helping to hold down the
combined OASDI/Medicare payroll tax rate needed to
finance the entire system.

It is recommended that any plan to improve the
short—range financing of the OASDI system include
prov1s1on for transferring any unneeded Medicare
income created during the period to the cash benefit
(0ASDI) trust funds. The transfer of taxes now
scheduled for Medicare to OASDI is a critical element -
in all the financing plans discussed below.

The proposed reallocation of Medicare taxes could have
implications for the Administration's Comprehensive
Health Insurance Plan (CHIP) when the Administration
resubmits it. Comprehensive Health Insurance Plan
contemplates the use of the Medicare taxes to finance
the principal costs of coverage for the aged. The
plans presented provide sufficient financing for
Medicare and for that part of CHIP that is to be
financed from payroll taxes.



L

11

It should be recognized that a proposal to transfer
income from Medicare may lead to a need to increase
future scheduled Medicare taxes. While there will be

a Medicare surplus in the near term, under present

law, the outlook is for a small deficit over the full
25-year Medicare valuation period. To the extent that
funds are "borrowed" from this fund today, additional
revenue-producing measures may be required in later years.

Specific Financing Approaches

The following points will help to put the alternatives
presented below into perspective. This review of the
status of the funds and their financing requirements

is limited to the period ending in 1980. The objective
is to provide the minimum financing necessary to sustain
the cash benefit trust funds through 1980 (i.e., keeping
the ratio of assets to outgo of the funds at no lower
than one-third in the latter part of the decade). This
has been done on the assumption that new long-term
financing provisions will be enacted and in effect by
the start of the next decade.

(i) Tax Only Approach

The table below compares the tax rates scheduled

in present law with the tax rates that would be
necessary to prevent the OASDI trust funds from
falling below a level of one-third of a year's
outgo and to maintain the funds at about 36 percent
of outgo if there were no increases in the earnings
base over those that would go into effect
automatically under present law.

Calendar Year

1976 1977 1978 1979 1980
Present law PaREE
OASDI tax 4.95%  4.95%  4.95%  4.95%  4.95%/°
Medicare tax 0.90 0.90 1.10 1.10 1.10 .
Total tax 5.85 5.85 6.05 6.05 6.05
4Earnings base $15,000 $16,500 $18,300 $19,800 $21,300
Tax only approach
OASDI tax 4.95 5.30 5.40 5.40 5.40
Medicare tax 0.90 0.90 1.00 1.00 1.00
Total tax 5.85 6.20 6.40 6.40 6.40

Earnings base (same as present law)
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Under this approach a large, immediate (1977)
increase in tax rates would be necessary and
the total tax rate through 1980 would be
significantly higher than under present law.
Also, as mentioned earlier, this approach would
impact most heavily on low-income earners.
These considerations raise serious doubts

about such a tax only approach. (Detailed
information on this option appears at Tab F.)

Base/Tax Approach

On balance an approach involving a combination of
earnings base and tax rate increases seems prefer-
able. The following table sets forth two options.
One shows modest base increases combined with a 1978
tax increase that goes significantly beyond the
increase scheduled in present law; the other shows
fairly substantial base increases--increases that
would make it possible, with a reallocation of the
Medicare tax, to avoid a total tax increase in
excess of that scheduled for 1978 in present law.



Present law

OASDI tax
Medicare tax
Total tax

Earnings base

Option A

" OASDI tax
Medicare tax
Total tax

Earnings base

Option B

OASDI tax
Medicare tax
Total tax

Earnings base

Calendar Year

1976 1977 1978 1979 1980
4.95% 4.95% 4.95% 4.95% 4.95%
0.90 0.90 1.10 1.10 1.10
5.85 5.85 6.05 6.05 6.05
$15,000 $16,500 $18,300 $19,800 $21,300
4.95 4.95 5.30 5.30 5.30
0.90 0.90 1.00 1.00 1.00
5.85 5.85 6.30% 6.30* 6.30*
$15,000 $18,000* $20,700* $22,500 $24,300
4.95 4.95 5.10 5.10 5.10
0.90 0.90 0.95 0.95 0.95
5.85 5.85 6.05 6.05 6.05
$15,000 $21,000* $24,000* $26,100 $28,200

-
-

* Changes from present law in the total tax rates and

earnings bases required for each option are identified

by an asterisk in the year they occur.

An asterisk on

an earnings base amount denotes that automatic increase

provisions in present law would be overridden by a

legislative change affecting the amount of the base in

that year, but not affecting the functioning of the

automatic provisions in subsequent years.

13
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The following table indicates the effects of these two
options on the OASDI annual deficit and on the trust fund
reserves. (Detailed information on these options appears

at Tab F.)
OASDI Reserves at Start of
Income Minus Year as a Percentage of
Outgo Outgo During Year
(in Billions) OASDI Medicare
1977 1978 1978 1981 1978 1981
Present law $-5.8 $-6.0 328 . - 9% 693  90%
Option A -4.2 3.0 34 36 71 74
Option B -2.0 2.5 36 36 73. 71

in order to provide some idea of the impact of the alternative
short-range financial approaches on individual workers, the
annual social security taxes for median workers and high-paid
workers under present law, under a tax only approach, and

" under the two base/tax options are shown below. The table
clearly shows that increasing the earnings base (base/tax
options) would reduce the relative share of the additional
taxes that would be borne by low-paid workers and raise the
share borne by the higher-paid workers.

SOCIAL SECURITY TAX LIABILITY

Employee with wages equal to

Estimated Median Wage for Employee with wages of

Male Wage Earners* $24,000 or More
1975 1976 1977 1978 1975 1976 1977 1978
Present law ' $479 $508 $554 $636 $825 $878 $ 965 51107
Tax only option 479 508 592 673 825 878 1031 1171
Base/Tax Option A 479 508 554 662 825 878 1053 1304
Base/Tax Option B 479 508 554 636 825 878 1229 1452

FEstimated median wages for male wage earners: $8180 in
1975; $8687 in 1976; $9469 in 1977; and $10511 in 1978.
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Another way of evaluating the effect of the tax
increases contemplated under present law and under
the alternative approaches is illustrated below.

Percent Increase in Combined
OASDHI Tax Rates, 1975-78

OASDHI Tax Rates

1975 1978
Present Law 5.85 6.05
Tax Only Option . 5.85 6.40
Base/Tax Option A 5.85 6.30
Base/Tax Option B 5.85 6.05

Increase Percent Increase
.20 - 3.4%
.55 - 9.4%
.45 7.7%
.20 3.4%

Suggested Presidential Decisions on Financing and Timing of

Public Announcements Concerning Social Security

l'

Endorse a two-part financing plan as follows:

Part I. A proposal now to provide short-term financing--
through 1980~-to handle the immediate problem and allow
sufficient time to reform benefit structure and develop
a long-term financing plan based on such reform.

Part II. An integrated long-term financing and revised
benefit structure plan to be submitted early next year.

Adopt financing plan represented by

Tax Only Option

Base/Tax Option A

Base/Tax Option B

Other

HEW reconmends Base/Tax Option B.
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3. Authorize the Secretary to present to the Congress the
Administration's posture as reflected by the decisions
indicated in this paper.

Approved Disapproved

HEW recommends that the Secretary be authorized to present
the Administration's posture on or before his appearance
before the House Ways and Means Committee, scheduled by
the Committee for mid-May. ‘

4. Authorize the Secretary to proceed with the preparation of
legislative proposals consistent with the decisions above.
Approved Disapproved
HEW recommends approval.

/ <
)/W
o Secretary

Enclosures

Tab A - Memorandum for the President of 1/24/75

Tab B - Memorandum for the President of 12/23/74

Tab C - Discussion of Economic Assumptions

Tab D - Administration Cost-Control Proposals

Tab E - Effect of Cost-Control Proposal

Tab F - Effect of Financing Options
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THE SECRETARY OF HEALTH. EDUCATION, AND WELFARE

WASHINGTON - \

Januaryvy 24, 1975

MEMORANDUNM FOR THE PRESIDENT

As you have no doubt learned from press reports, the .
‘Advisory Council on Social Security met ovexr_the weekend
of January 18 and 19. (Since the Council's meetings were
open to the public, the press has been reporting major -

_ Council actions as they have occurred.) This was the last
meeting of the Council, which has been studying Social ot
Security since last spring. The Council reached final T
decisions concerning proposals that will be made in o
its final report--now scheduled to be submitted formally
by mid-February. Under the law the report must be

sent to the Congress as well as to you. :

The purpose of this memorandum is to alert you to the
decisions and conclusions of the Council. We have )
already given you our general endorsement of one Council
recommendation, that is for restructuring social security
benefits to stabilize replacement rates. However, their. #7:.
major recommendation has attracted so much attention that -
I wanted you to have my personal opinion now. Ve will

be giving you our appraisal of the other recommendations -
soon. . .

Unfortunately, the Council’s recommendation on social
security financing reached at the last minute in their
deliberations, is most regrettable, in my opinion. They
recommend that we no longer finance Medicare from pay-

roll taxes, as at present, but that we use the Medicare
poxrtion of the existing payroll tax for Social Security
benefits. Medicare (some $14 billion) would be paid for

out of general fund revenues. As proposed by the Council,
this shift would occur gradually over several years

as the need for additional revenues for the cash benefits
program increases- This would be the first step in using

the general fund to finance social security - iMedicare
benefits, and, in my opinion, would add to existing

pressures to fund all -social security frcm the general .
fund, thereby removing the discipline that now requires

tax increases to match (reasonably closely) benefit increases.

.
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While under the Council's approach, no net increase in the
payroll tax would be necessary for many years obviously

we would have to add the Medicare costs to the already
huge deficit, or increase general taxation.

The Council's recommendations are described briefly in

the enclosed summary (Tab A). I am also attaching (Tab B)
a memorandum I submitted to you on this subject after

the Council's meeting in December. Much of that memorandum
has obviously been overtaken by events; however, we

would appreciate your guidance on the question of
stabilizing replacement rates, Issue #2 on page 4.

/s/ Cap Weinberger

Secretary
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. .. . C 2D . .
. -Summzry of Major Findings and Recommendations of the 197k Advisory Council

on Social Security

A. Cash Bepefits

1. Purpose and priréiples. The earnings-related OASDT progran should
ba preserved as the iHation's primary means of providing economic
security in the event of retirement, death, or disability. Future
changes 'in OASDI should conform to the fundazmental principles of
the program: universal compulsory coverage, earnings-related
benefits paid without a test of need, and contributions toward the
cost of the program from covered workers and employers. ‘ .
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2. Benefit structure—-replacement rates. The provisions of present
law for computing average monthly earnings, on which benafits are
based, and for adjusting the benefit tabdle in the law to changes

in prices may result over the long range in unintended,
unpredictable variations in the level of benefits. The benafit
structure should be revised to maintain the levels of benefits
in relation to pre-retirement earnings levels that now prevail.
‘Benefits for workers -coming on the rolls in the future should be
computed on the basis of a revised benefit formula using past
earnings indexed to take account of changes during their working
1ives in the average earnings of all covered workers. As under
present law, benefits for people on the rolls would continue to
be increased as price levels increase.

3. Retirement test. The provisions of the present retirement test
should be modified so that beneficiaries who work can retain more
of their benefits. Instead of reducing benefits by one dollar for
every two dollars of earnings above the exempt amount of earnings,
&s under present law, one dollar of benefits should be withheld
for every three dollars of earnings between the exempt amount and
twice the exempt amount, and one dollar for two dollars above that
level. Also, the provision under vhich a full benefit may be paid
for any month in which a beneficiary earns less than one-twelfth
of the annual exempt amount should be elimirated, except for the
first year of entitlement to benefits. The test should be based
on annual earnings.¥ .

¥ Latter proposal was included in the November 26, 197k, Presidential
message on recommendations for reducing Federal outlays and is being
resubnitted to the Congress with the 1976 Budget. '
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Treatnent of men and women. The requirements for entitlement to
dependents' and survivors' benefits that are now applied to women
should be applied to men, and benefits should be provided for
fathers and divorced men as they are for mothers and divorced
woren. At the same time, the law should be changed, effective
prospectively, so that pensions based on one's work in employment
not covered by social security will be subtracted from his social
security dependents’ benefits. Other provisions of the social
securiiy program which are the same for men and women but which
are criticized because they appear to have different effects on
men and women (or different effects based on m“rltal status) should
not be changed.

Other recommendations.

a. Universal comoulsory coverags. though “social security
coverage is nearly universal, the gaps in coverage that remain
nay result in unwarranted duplication of benefits. Social
security covearage should be applicable to virtually all gainful

. ‘employment. Ways should be developed to extend coverage to
those areas of employment, especially public employment, for
which coordinated coverage under social security and existing
staff-retirement systems would assure that total benefits are
reasonably related to a worker's lifetime earnings and
contributions. :

b. Minimum benafit. Partly because of the gaps in social security
coverage, the minimum benefit is frequently a "windfall" bensfit
to those, such as Federal retirees, who are already receiving
a pension based on earnings in employment not covered by social
security. Almost all workers who have worksd in social security
employment with some regularity become entitled to higher than
ninimum social security benefits. The minimum benefit in
present law should be frozen at its level at the time the new
benefit structure recommended under number 2 above goes into
effect and the new system should not pay benefits exceeding '
100 percent of the indexed earnings on which the benefit is. -
based. . : L.

c.. Definition of disability. The definition of disability should
be revised to provide reduced disability benefits for workers
aged 55 or over who cannot qualify for benefits under present
law but who are so disabled that they can no longer perform
Jjobs for which they have considerable regular experience.




d. Miscellansous. Further study is n
the effects of the social securiiy program on different racial
and ethnic groups, wvays of simpli ffing the socizal security
program and its administration, and the freguency of cost--of-
living adjustments in benefits. In addition, a general study
of social security by a full-time non-Government body is
suggested. o ‘ . -

eeded on threa matters:

~ B. Financing

l.

Actuarial status. - While the cash berefits.program will have adequate
funds to meet its obligations for the short range, additional short-
range financing would be needed to maintain trust fund levels and

to meet the cost of the Council's benefit recommendations. Over

the T5-year valuation period, the progrem faces z serious deficit.
Steps should be taken soon to assure ths financial integrity and
long~range financial soundness of the program.

Contribution rate.

a. Employee-employer: No increase should be made in the total

contribution rates for employees and employers for cash
. benefits and hospital insurance. However, the OASDI coniribu-—~

tion rate should be gradually increased, as OASDI costs -
increase, and the increases should be met by reallocating
contributions now scheduled in the law for Part A (hospltal
Insurance) of the Medicare program. Income lost to the
Hospital Insurance program by this reallocation should be made
up from the general funds of the Treasury.

b. Self-employed: The present T-percent limitation on the
contribution rate for the self-employed should be removed.
The self-employment OASDI contribution rate should be the sane
multiple of the employee contribution rate as was fixed at the
time the self-employed were first covered--150 percent.

Retlremont age. The Council recognizes that under current
demographic projections there will be a sharp rise in the number
of people who have reached retirem=nt zge relative to the working
age population in the first several decades of the next century.
Although the Council is not now recommending an increase in the

age of eligibility for social security retirement benafits in the
next century, the Council does believe that such a change might
merit consideration by the Congress in later years, when the dburden
on people still working may become excessive.
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