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THE WHITE HOUSE

/

STATEMENT BY THE PRESIDENT

UJ{~

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 proposals 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 ens1Are the integrity 61 the
system into the 21st century. The:.-efore, I have asked the Vice President
to have th-e Domestic Council explore alternative ~proachc:Hl to financing
~nt to make appropristo recomm"'nd,a;Woee 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 Advt•o:ry 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 Oil 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.

I
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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MEMORANDUM FOR:

TilE PRESIDENT

FROM:

'IJP.J~e

SUBJECT:

Status of Social Security Issues

CAWWQU,

~~ ~ '

This is to report on the status of key issues in regard
to the financing of the Social Security System.
There are three basic issues:
1.

Impending Benefit Increases
The Secretary of HEW must submit to Congress before
May 1, 1975, a new benefit schedule based on increases
in the Consumer Price Index which have occurred since
the last time benefits were increased (June 1974).
The new benefits, effective in June and payable in
July, are expected to be approximatel y 8.2% higher
than current levels.
This increase is based on a statutorily
determined calculation and it goes into
effect unless Congress initiates action to
establish a different benefit level.
The Secretary's calculation of the increase
is required by law and does not, in fact, alter
the Administrati on's position that there should
be a 5% cap placed on benefit increases.
The increase is not at this time accompanied
by any increase in the tax base for Social
Security. That base is next scheduled to be
adjusted in January 1976. Current estimates
are that it may go from $14,100 to $15,000.
In any case, the tax base increase is not
expected to adequately meet the costs of the
higher benefit levels.
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-2Status: 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.

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.

{}f/

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

~
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Short-Term Financing

a

Status: The Domestic Council is working with HEW
to develop the basic elements of a means of stabilizing the financial base of the system without
use of general revenues. Alternatives should be
available for your consideration by July 1, 1975.
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 henet1t levels 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 SECRETARY OF HEALTH. EDUCA TI ON . AN D WE LFAR E
WASHINGTON. D. C. 20201

May 2, 1975
MEMORANDUM FOR THE PRESIDENT
Through:

Honorable James M. Cannon
Domestic Council
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Purpose
The purpose of this memorandum is to obtain President ial
decisions concernin g:

~\--'
\

l.

The Administ ration's response to the recommend ations
of the 1975 Advisory Council on Social Security.

2.

The financing of deficits (both short- and long-term )
facing the social security system.

Each of these topics is discussed separately below. At the
end of each topic you will find a set of options for
President ial decision.
I.

ADVISORY COUNCIL RECOMMENDATIONS

On December ll, there was a briefing for the President on
social security financing problems and on the major social
security issues that have been addressed by the Advisory
Council. An outline of each of the Council's major recommendation s was also contained in the enclosed memorandum
of January 24 {Tab A) •
The Council's report, which has been transmitte d to the
Congress, recommend ed a series of cash benefit proposals
to {l) modify coverage and benefits; (2) stabilize the .
future benefit structure ; and (3) finance both the shortand long-term deficit.
Coverage and Benefit Modificat ions
The first group of proposals affecting coverage and benefit
provision s (by eliminatin g differenc es in the treatment of
men and women, liberalizi ng the retiremen t test, changing
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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.
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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 Advisory
Council Report
1.

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
------~--------

2.

Disapproved

----------------

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

----------------

4

II.
A.

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 underfinanced 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.

B.

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; i t 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.
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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
1977
1978
1979

1975

--

1976

Income •.••..•..•..• $66.5
Outgo . . . . . . . . . . . . . .
69.5

$72.3
78.1

$81.8
87.5

$91.1
97.1

$100.3
107.1

$109.1
116.8

-3.0

-5.8

-5.8

-6.0

-6.8

-7.7

Amount •.. .•...••.

$45.9

$42.9

$37.1

As percent of
year's outgo .•.

$31.3

$25.4

$18.6

66%

55%

42%

32%

24%

16%

Net (surplus/
deficit) ••..•••

--

1980

1981

Reserve at start
of year:

i

$10.9

9%
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Decisions on how to deal \·lith 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
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, i t 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.
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2.

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 revenue-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 i t 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.

8

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; i t is probably as low as can
be safely countenanced, given previous public expressions
that the reserve should be set at 100 percent of annual
outgo. 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 (1) 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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3.

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 involve
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 earnings base that
will be produced by the "automatic" provisions of
present law. Under one of the two earnings 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.

f
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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
provision for transferring any unneeded Medicare
income created during the period to the cash benefit
(OASDI) trust funds. The transfer of taxes now
scheduled for Medicare to OASDI is a critical element
1n 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.

•I
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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.
b.

Specific Financing

Approache~

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.
1976

1977

Calendar Year
1978
1979

1980

Present law

,.

/

OASDI tax
Medicare tax
Total tax
Earnings base

4.95%
0.90
5.85

4.95%
0.90
5.85

4.95%
1.10
6.05

4.95%
1.10
6.05

$15,000

$16,500

$18,300

$19,800

I

4.95%,·
1.10
6.05
$21,300

Tax only approach
OASDI tax
Medicare tax
Total tax

4.95
0.90
5.85

5.30
0.90
6.20

Earnings base (same as present law)

5.40
1.00
6.40

5.40
1.00
6.40

5.40
1.00
6.40

~

,_:
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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.)
{ii)

Base/Tax Approach
On balance an approach involving a combination of
earnings base and tax rate increases seems preferable. 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.

•i
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1976

--

1977

4.95%
0.90
5.85
$15,000

Calendar Year
1978
1979

--

--

1980
-

4.95%
0.90
5.85

4.95%
1.10
6.05

4.95%
1.10
6.05

4.95%
1.10
6.05

$16,500

$18,300

$19,800

$21,300

5.30
1. 00
6 0 30*

50 30
1.00
6.30*

5.30
1.00
6.30*

Present law
OASDI tax
Medicare tax
Total tax
Earnings base
OE_tion A
OASDI tax
Medicare tax
Total tax
Earnings base

4.95
0.90
5.85
$15,000

4.95
0.90
5.85

$18,000* $20,700* $22,500

$24,300

OE,tion B
OASDI tax
Medicare tax
Total tax
Earnings base

4.95
0.90
5.85
$15,000

4.95
0.90
5.85

5.10
0.95
6.05

5.10
0.95
6.05

$21,000* $24,000* $26,100

5.10
0.95
6.05
$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.

14
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.)
Reserves at Start of
Year as a Percentage of
Outgo During Year
Medicare
OASDI
1981
1978
1981
1978

OASDI
Income Minus
Outgo
(in Billions)
1978
1977

--

32%. ' 9%

Present law

$-5.8

$-6.0

Option A

-4.2

3.0

34

Option B

-2.0

2.5

36

69%

90%

36

71

74

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
Male Wa~e Earners*

Employee with wages of
$24,000 or More

1977

1978

1975

1976

1977

1978

1975 1976
- --

$479

$508

$554

$636

$825

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

Present law

$878 $ 965 $1107

*Estimated 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

.20 .

3.4%

Tax Only Option

5.85

6.40

.55

9.4%

Base/Tax Option A

5.85

6.30

.45

7.7%

Base/Tax Option B

5.85

6.05

.20

3.4%

Increase

Percent Increase

Suggested Presidential Decisions on Financing and Timing of
Public Announcements Concerning Social Security
1.

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.

2.

Adopt financing plan represented by
Tax Only Option
Base/Tax Option A
Base/Tax Option B
Other
HEW recommends 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.

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

\
January 24, 1975

HEMOR.~DUH FOR THE PRESIDENT .

As you have no doubt learned from press reports, the·
,AdV..isory Council on Social Security met ove:r:_ the \veekend
of Ja11uary_ 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
meet~ng of the Council, which has been studying Social
Security since last spring. 'I'he Co-i.LT'lcil reached final
decisions concerning proposals that will be made in
its final report--nO\Y' 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 rnemorand~~ is to alert you to the
decisions and conclusions of the Council. We have
already given you our general endorsement of· one Council
reco®uendation, that is for restructurin~ social securitv
benefits to" stabilize replacement rates·. However, their~
major reconunendation has attracted so much attention that
I wanted you to have my personal opinion noH. . \·ie will
be giving you our appraisal of the other recomrr.endations
soon.

::;·_-~ -:.

Unfortunately, the Council's recommendation on social
security financing-reached at the last minute in their
deliberations, is most regrettable, in rny opinion. They
recom."nend that \ve no lo!lger finance H,edicare from payroll taxes, as at present, but that we use the Hedicare
portion 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
progr~m increases~ This would pe the first step in using
the general fund to fin.ance social security - Hedicare ·
benefits, and, in my opinion, \·muld add to existing
pressu~es to fund all -social security from the general
fund, thereby removing the discipline that nmv requires
tax increases to match (reasonably closely) benefit increases •

-·

•

..

.'

Page 2

'

~~ile under the Council's approach, no net increase in the
payroll tax would be necessary for ~any 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 submi·tted 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

r
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.8 ..:-r..::::=..!"y
and Recor..mendations or tr!e 197h Advisory Council
. of l·!:l."or Finui;t~::;
-

on Social

A.

*

l

•

Secu~ity

Cash Benefits
l.

Purpose a~d PrinciPles. The earnings-related OftBDI progran should
be preserved as the Hat ion's primary means of providing economic
security in the event of retirement~ death, or disability. Future
~hanges·in OASDI should conform to the f~~~nental principles of
the program: U.''li versal compulsory coverage~ earnings-related
benefits paid without a test of need, and contributions toward the
cost of the program from covered workers ~d employers.

2.

Benefit structure--renlacement rates. The provisions of present
lav for computing average monthly earnings, on which benefits are
based~ and for adjusting the benefit table in the law to changes
in prices may result over the long range in unintended>
unpredictable variations in the level of benefits. The benefit
structure should be revised to maintain the levels of benefits
in relation to pre-retirement earnings levels that naw prevail.
Benefits for workers -coming on t~e rolls in the futtlre should be
computed on the basis of a revised benefit fo~ula using past
earnings indexed to take account of changes during their working
·lives 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. Tne 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 amoQ~t of earnings,
as under present law~ one dollar of benefits should be 1-rithheld
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 U..J.der 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 eliminated, except for the
first year of entitlement to benefits. The test should be based
on annual earnings.*

Latter proposal w-as included in the November 26, 1974, Presidential
message on recommendations for reducing Federal outlays and is being
resub:nitted to the Congress w-ith the 1976 Budget.

1/20/75

.'

\

2

4.

Treat:Jent of nen and --...-omen. T'ne req_ui!'ements for entitlement to
depenuents 1 and su:::-vi v::n:s' benefits that are nm; applied to ;.ramen
should be applied to men~ and benefits should be provided for
fathers and divorced ~en as they are for mothers and divorced
vo~en.
At the Saille ti~e, the law should be changed~ effective
prospectively, so th~t pensions based on one's vork in employment
not covered by social security will be subtracted from his social
security dependents' benefits. Other provisions of the social
security program whic~ are the same for men and women but which
are criticized because they appear to have different effects on
men and ;.ramen (or different effects based on marital status) should
not be changed.

5.

Other reco:nmendations.
a.

Universal CO!:l-:::>ulsory covera§:e. Although·social security
coverage is ne~rly lli1iversal, the gaps in coverage that remain
may result in u..""l.warranted duplication oi: benefits. Social
security coverage should be applicable to virtually all gainful
·employcent. Ways should be developed to extend coverage to
those.areas of employment, especially public employment> .for
vhich coordinated coverage Q""l.der social security and existing
staff-retirenent systems would assure that total benefits are
reasonably related to a worker's lifetime earnings and
contributions.

b.

Minimum bene:fi t. Partly because of the gaps in social security
coverage> the minimum benefit is frequently a 11;.rindfall" benefit
to those, such as Federal retirees, who are already receiving
a pension based on earnings in employment not covered by social
security·. Alnost all workers who have ;.rorked in social security
employment with some regularity become entitled to higher than
minim~~ social security benefits.
The minim~ benefit in
present law should be frozen at its level at tne time the new
benefit structure recommended under number 2 above goes into
effect and the new syste~ should not pay benefits exceeding
100 percent of the indexed earnings on which the benefit is
based.

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
jobs for which they have considerable regular experience.

'

'

.· \
3
d.

B.

Financing
l.

·2.

3.

f

j

Niscellaneous. Further study is needed on three matters:
the effects of the social securi~y p~ogram on different racial
and et~~ic groups, ways of simplifying the social_ security
program and its ad!ninistration, and the frequency of cost--ofliving adjust?:!.ents in benefits. In addition, a general study
of social security by a full-time non-Goverr~ent bo~ is
suggested.

Actuarial-status. lVhile the cash beneTits.program will have adequate
runds to meet its obligations for the short range, additional shortrange financing would be needed to maintain trust fund levels and
to meet the cost of the Council's benefit recommendations. Over
the 75-year valuation period, the program faces a serious deficit.
Steps should be taken soon to assu=e the financial integrity and
long-range financial soundness of the program.
Contribution·rate.
a.

Employee-employer: l!o increase should be made in the total
contribution rates for employees and employers for cash
benefits and hospital insurance. However, the OASDI contribution rate ?hould be gradually increased, as OASDI costs
increase, and the increases shotlid be met by reallocating
contributions now scheduled in the law for Part A (Hospital
Insurance) of the r.!edicare program. Income lost to the
Hospital Insur&,ce program by this reallocation should be made
up from the general funds of the Treasury.

b.

Self-employed: Tne present 7-percent limitation on the
contribution rate for the self-employed should be removed.
The self-employment OASDI contribution rate should be the sru~e
multiple of the employee contribution rate as was fixed at the
time the self-employed were first covered--150 percent.

Retirement a~e. The Council reco8nizes that under current
demographic projections there will be a sharp rise in the number
of people who have reached retirement age relative to the working
age population in the first several decades of the next century.
Although the Council is not now reco~ending an increase in the
age of eligibility for social security retirement benefits in the
next century, the Council does believe that such a change might
merit consideration by the Congress in later years~ when the burden
on people still working may become excessive.

SEPAHATORS
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Decer.ille r 23, 1974

h.S:·10P....."l\NDW·1 FOR THE

J?nESIDBNT

Deceillb2 r 11,
issues.

discuss ed social security . problem s 2nd

011

\·Je

At the close of our meeting , I indicate d that we would suggest
appropr iate languag e concern ing social securit y for inclusio n
in the State of the Union Message . _ We have already transmi tted
such languag e under separat e cover as a part of this Departm ent's
general proposa ls for the State of the Union Message . The
lc:r.1guag e that r..ve recomnle nd ('l'ab A) concern ing social securit y
would indicat e your awarene ss of the problem s and issues facing
social security and your intentio n to make specifi c proposa ls
suffici ent to maintai n the future financi al integri ty of the
system- -as soon as you have had an opportu ni·ty to conside r the
conclus ions and reco:-illa endation s of the 1975 Advisor y Council on
Social Securit y, \·lhich is expecte d ·to finish its uork in late
January or early Februar y. The languag e deliber ately avoids
any conc.-nitrLlent ·to a specifi c course of action at this time on
the assumpt ion that specific reco~~endations should a\;ait receipt
of the Advisor y Council report •
.
A-i: the close of our Decembe r 11 meeting , I also indicat ed tha ·t
I would submit action proposa ls on each of the social securit y
issues that we discuss ed. Since that meeting , the Advisor y
Council has had ano·ther session and is nm·J conside ring several
ner.v proposa ls affectin g financin g that \vere not anticip ated
when we met with you. They have also moved a step closer to
recomme ndations that \·lOuld liberal ize several feature s of the
existin g program . These liberal ization s, if adopted , would
increas e the cost of the program for both the short and long
term.
Perhaps the most signific ant proposa l now being conside red is
one that would increas e the retirem ent age beginni ng in the 21st
century . This is being reviewe d by the Council as one means of
reducin g the long-ter m costs of the program and thereby limitin g
future . tax requirem e nts. The Council is also debatin g some rather
rapid and early increas es in the so-calle d \·Jage base (-the maximll.i.ll
amount of earning s taxable for a worker) . An early increas e in
the wage base would produce new revenue s and might facilita te
postpone me nt of tax rate changes in the near term.
Adoptio n by the Council of any or all of these new conside rations
could have a signific~nt effect on the design and timing of tilx
ann other finC1nc:i. ng propos als--inc luding any ·that the Adminis tration might want to conside r.

•'
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. '
Givl:)n these deV•?lop:-rt-2nt s, I b2l ic~v-~ t.."lc neeU to J::.nm·1 more a1J0ut
the Council's finill conclusion~ before the Administrati on makes
~e should kno~ precisely what
its own decisions and choices.
This
tho Council \·:ill finally reco;-:·.:;~2nc'l by around nid-Janu:lry .
would still giv2 us adequate time to make decisions and to draft
legislati·,,c proposals, to ·the c;~tent needed, for early submission
to Congress.

'l'hcrefo::-e, it is my recorr. Inendation that ·t"~.-JO matters be decided
at this .time and that decisions on all other items be deferred
until ·He knm-1 IP.ore abou·t the Council's final rccorn~endations.
The two decisions that I believe to be necessary at this time
are:

,,

whether to include language in
Union I-1essage--'i..rh ich \-1e \vould
I gather that: this has all but
that all tha·t remains is
language itself.

1.

A decision as to
the State of the
urge you to do.
been decided and
selection of the

2.

A decision as to whether you want to adopt, in ·
principle at least, the idea o f stabilizing
In this case, "~..ie already knmv
replacement rates.
that the Advisory Council >·iill recorn...-nend
s-tabilizatio n of replacement rates.

Al·though a grea·t deal of work has already been done on a rate
stabilizatio n proposal, consideratio n of alternative approaches
and the design of a final legislative package \·Jill ·take some
For this reason, we believe it would be wise to make
time.
a basic decision· nm·l.
It is our belief that the replacement rate criteria that have
been adopted by the Advisory Council would provide a sound
The
basis for any Ac1Ininistrat ion replacement ra·te proposal.
are:
Council
1\dvisory
the
criteria being followed by

•

1.

The ne\·7 formula should be constructed so as to
neither increase nor decrease, on the average,
current benefit levels.

2.

The ne\v formula should be constructed so as ·to
continue >veigh ted benefits for 1m·;- income \'lOrkers.

3.

Criteria 1 and 2 would result in stabilized
replacement rates of about GO perc e nt for
low-income workers, about 40 percent for
median-incom e workers, and about 30 percent
for higher-incom e work~rs .

3

4.

g
A trans ition perio d shoul d be~pr~vided durin

which no work er would b2 disad vanta ged at the
time of his retire ment by reaso n of the new
formu lQ.

ed with
In decid ing the qu2s tion of whet her or not to proc~
devel opm2 nt of an Ad~inistration propo sal to stab ilize
shou ld
repla ceme nt rates based on the above crite ria, you
cons ider the follo: .-1ing pros and cons:

Pro
Stab ilize d repla ceme n-t rates \vould resu lt. in a
In other
more ratio nal socia l secu rity syste m.
publ ic
-on
based
be
d
\vord s, futur e bene fits "1.·70ul
n's
perso
a
of
polic y decis ions as to how much
the
on
than
r
earni ngs shoul d be repla ced rathe
s,
price
happ ensta nce of futur e shift s in wage s,
and prod uctiv ity.

1.

2.

Stab iliza tion shoul d impro ve publ ic unde rstan ding
of what a work er earns for his tax cont ribut ion.

3.

Unde r curre ntly pred icted econo mic circu msta nces
(or unde r any econo mic circu msta nce in \vhic h
infla tion occu rs or in which prod uctiv i·ty falls ),
a decis ion to stab ilize has the advan tage of
In
sign ifica ntly reduc ing long- term costs .
as
be
·to
have
not
Hould
turn, futur e tax rates
tion
iliza
stab
Rate
.
high as othen v-ise pred icted
shou ld reduc e the ultim ate tax rate as appli ed to
the indiv idual by 1 to 2 perce ntp

I'

All actua ries and econo mists '>vho have been consu l-ted
on this matt er, \·7het her by the Advi sory Coun cil, the
Soci al Secu rity Adm inistr ation , or ·the Cong ress, have
suppo r-ted stabi lizat ion of repla ceme nt rates . Any
prop osal to do so shoul d recei ve stron g supp ort
from profe ssion als in these field s.

4.

Con
Becau se futur e bene fits would not rise as much as
unde r curre nt laH, sol.le are apt to oppo se it.
Orga nized labor migh t oppos e such a prop osal for
(At this writi ng, labor repre senta tives
this reaso n.
on the Advi sory Cm.m cil have ·tenta -tivel y voted for
it.)

1.

i

\
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2.

Such o. d10Ange could perhap s,.· pr0vok e a debate
about ·the aclequ:..:lcy of e~:ist.ing :cepl<J. ccment rates.
(Tim2s being what they are, we doubt that this
argrL"1'l.Ctl t. \·?Ou1d preva i 1. )

3.

Som2 migh ·t accu::;e us of mu.king ·this propos al for
purc1y fiscal reu.son s and at the expens e of lm·1er
future benefi ts.

J

], furthe r discus sion of the replace i'Llent rate issue is enclos ed
under Tab B.
Reco:rr: menclat ions
1'7e recomm end thCJ.-t:

1.

Langua ge concer ning social securi ty be includ ed
in the State of the Union Messag e.

2.

That a Presid ential decisio n be made now to
procee d with develo pment of a specif ic plan for
replace men·t rate stabil izatio n that '.·JOuld become
an e~rly Admin istratio n initia tive.
-

3.

'J.'hat, ·1 .-;ith the except ion of the replace men-t rate
stabil izatio n issue, Presid ential decisi ons
concer ning what to do about other social securi ty
issues , includ ing the questi on of tax ch anges , be
held in abeyan ce until about mid-Ja nuary or as
soon as \·7e kno>v Hi th greate r certai nty \·That the
Adviso ry Counc il \·7ill recorn..rnend on these issues .
(At tha·t time, we \vould provid e you with a set
of action choice s on each of the items. )

Decisi ons

1.

Includ e social securi ty as topic in State of the
Union Hessag e.
Approv ed

----

2.

-----

Other

Procee d Hith immed iate prepar ation of replac ement
rate stabil izatio n legisl ative propos al for my
later revie\.·7 and approv al.
Approv ed_ _ __

•

Disapp roved

Disapp roved

----

Other

---~

5
3.

il Adv isor y
Def er oth2 r soci al_ scc:L 1r-i_· ty is_;:;u~p un-t
-Jan uary }
(raid
l
Cou ncil recon-,:r,e:tdc:.C.iql!3 b2co me fina
tha t
at
als
and pres 2nt spe cifi c d~cision pro ?os

time .
App rove d- - - - -

Disa ppro ved- - - - -

o -ther

----

/s/ Cas par W. Wei nber ger
Sec: r-eta ry
Enc lose res
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of soc ia l sec uri ty.

far: -,ily is pro tec ted · by the

pro gra m, and on e ou t of eve ry
sev en Ar: ;eri can s is cu rre ntl y
rec eiv ing soc ial sec ur ity be
ne fit s.
In rec en t yea rs,
gre at str ide s hav e be en mad e
in upg rad ing be ne fit lev els
and ass uri ng ade qua te ben e fit
s for tne fut ure .
Ou r con cer n
now mu st be to ins ure tha t soc
ial sec uri ty is ade qu ate ly
fin anc ed for the fut ure .
The sys tem 's fin anc ing and
a nUI Tbe r of oth er soc ial sec
uri ty iss ue s hav e bee n
und er stu dy by thi s Ad mi nis
tra tio n and the cu rre nt Ad vis
ory
Co unc il on So cia l Se cur ity .
The Ad vis ory Co unc il is nm-1
pre par ing its fin al rep ort .
Af ter I hav e an op po rtu nit y
to con sid er the Co un cil 's con
clu sio ns, I wi ll pre sen t to
the Co ngr ess my m·m rec orn me
nda tio ns for ins uri ng the
fut ure ade qua cy of the soc ial
sec uri ty sys tem .
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Th e Ir.o::;-': rr..eanins .f nl -..v::.ty to mea sure the effect of social securit y
is to look at r~pl~c e~ 2nt rates--t he s!1ar2 of a worker' s reost
recent: e2.:~:T1.i;1gs th .J. t is replaced by his retirem ent or dis.J.bi lity

l~er1-2 fit. .

Current law results in replaceG tent rates with two charac teristic s:
l.

They are \·7eighte d in favor of lo,.;er-in come v;orkers .
This is the result of a deliber ate public policy
choice, adopted bec a use lo~ wage earners l1ave less
m~rgin for reductio n in their incoge due to
retirem ent or disabil ity.

2.

They are not stable or fiY-ed for the future.
They
can change dramati cally, dependi ng on what happens
to the economy . This clouds public underst anding
and does not reflect any deliber ate public policy
choice.

Current

Repl~cement

Rates

Today, social securit y retirem ent benefit s replace about
62 percent of the most recent earning s of a person with an
inco~e of $3,200.
For a person earning about $7,700 per year
(the median earning s), the current replacem ent rate is about
44 percent .
In the case of a person earning $13,200 per year
(the maximum earning s base against which the tax is assessed ) ,
the replace~ent rate is about 30 percent .
The latest long-ran ge forecas ts show, beginni ng in about 1995,
that replacem ent rates will start to rise sharply .
They will
reach about 75 percent for the low-inco me worker at the turn
of the next century and will exceed 85 percent by the year 2040.
In some cases, it will even be possibl e for benefit s to replac~
signific antly more than 100 percent of an individ ual's most
recent earning s.
(This would be true only for low wage earners .)
Althoug h replacer eent rates will not rise as sharply for median
earners and maximU:.'U earners , unplann ed increas es are also predict ed
for these groups.
Effect of "Double Indexing " Under Presen ·t

La~v

Because the cost-of -living indexing system now in the law is
driven by changes in both wages and prices , replacem ent rates
Hill ah:ays rise \·lheneve r both Hages and prices J:ise over a
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t() c;hange::.; in Hc.c;e l.~ve ls ra·the.r::- the1n to both ,,;ages and prices
1
a :-:; ur:.d2r pres2n t 1<..: ~·1
rc:)lacem~n 7:. rates \·J ould b2 s tabi liz.:.!d
·
and long-ter m progr ~ ~ costs waul~ not increas e to th2 extent
r.o\·: cstim<1 ted.
Ur,cl ·~ ·.-.- thL; conce1)t , cost.-of -li v·i_;l~f increas es
based on price rises would affect benefit s only after a person
cc:~m2 on to the be:1eZ it rolls.
I:1 other ':7o:cd:::;, under a s·talJili zed
system, the benefit a curren~ wacker would receive when he
retired would incrc3s e based on increas2 s in his wages, and
af te:r: retirem ent it '>Jould be kept up ·to date ':lith the cost. of
living.
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If the benefit formula were changed so as to stabiliz e replacc~ent
rates at current levels, long-ter m costs to the system could be
reduced .
The Advisoc y Co:Incil has develop ed a rate stabiliz ation
formula that would (l) stabiliz e replacem ent rates at about
current levels, (2) continu e the e~isting weighti ng in the
benefit formula , (3) assu~e that the average worker would suffer
no loss in benefit s during the period of transiti on from the old
formula to the new formula , and (4) result in about a one-thi rd
reductio n in the long-ter~ actuari al deficit .
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NOTE:

This ffiemorandum was prepared on the assumptio n that the
autorratic benefit increase for 1975 would be 8.1 percent
rather than 8.0 percent as determine d by recent CPI changes.
All other assumptio ns are still valid. The actual dollar
figures relating to the progress of the trust funds
will change very slightly as a result of the lower benefit
increase.
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Prese nt Law,
Opera tions o~ the OABI and DI Trust Funds Unde r
Calen dar
_,
on the B~sis o~ Two Sets o~ Econo mic Assum ptions
Years 1974-80

SUBJECT:

vors insur ance (OASI)
Estim ates o~ the opera tions o~ the old-a ge and survi
prese nt law in calen dar
and disab ility i~surance (DI) trust ~unds under
on o~ such estim at e s
ntati
years 1975-80 have been comp leted. The prese
culties o~ estim ating
dif~i
necess~rily calls ~or ~ull recog nitio n o~ the
y sens itive to
highl
the income and expen diture s o~ a system that is
becau se o~ the unecono mic ch~ng e. This is parti cular ly true today
certa inty o~ futur e econo mic develop~ents.
the econo mic assum ption s
One set o~ estim~tes was prepa red on the basis o~
et. Since signi~icant
set forth on page 41 of the Presi~ent's 1976 Budg
those assum ption s were
. chang es in econo mic trend s have t~~en place after
a somew hat slo~er rate
ity,
~ctiv
.prep ared (e.g. , a lower level of econo mic
a secon d set o~
ent);
ploym
of incre ase in the CPI, hi&~er rates of unem
in prepa ring an
use
econo mic .assum ption s was just co~pleted in SSA for
updat ed set of estim ates.
arized in the table sho~n
The resul ts of the two sets of estirr~tes are summ
two sets o~ estima tes,
at Tab A. The econo~c assum ption s under lying the
to the SSA assum ption s,
toget her w~th a brief narra tive sta~ement relat ing
are shown at Tab B.
in avera ge annu al wages
The futur e path of the CPI ~d futur e incre ases
sets o~ assum ption s, as
in cover ed emplo}~ent are diffe rent for the two
shown in the follow ing table .

Calen dar
year

1975
1976
1977
1978
1979
1980

t

\

Incre ase over prior year in annua l avera geCPI under Wages under s~·
uh
et
Budg
1976
SSA
1976 Budg et
ns
nntio
s
assur
mtion
s
assurr
ption
s
assum
assum ption

7-0%
9.8
10.5
9.2
8.0
1·9

6.2cj,
9.0
11.0
8.8
7-7
7.0

11-3%
7-8
6.6

9-0%
6.6
6.5

5-2
4.1
4.0

5-7
4.6
4.0

•
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The automatic increase provisions enacted in 1972 affect both future
income and future expenditure s of the Q~DI system. The estimates
presented herein reflect the following changes ass~ed to occur, under
the automatic increase provisions , in each year 1975-80 (actual amounts
for 1974, together with the already-es tablished contributio n and benefit
base for 1975, are also sho~n, as a basis for comparison ):
. .

Calendar
_year

General benefit increase
for June, underSSA
1976 Budget
asstm:r9tion s
assumptions

Contributio n and benefit base
on January 1, uc~erSSA
1976 Budget
s
assumo-cion
s
assunrotion

$13,200

$13,200

8.1
6.6
6.4

14,100
15,300
16,800

14,100
15,000
16,500

6.3
4.8
4.0

18,600
20,400
21,900

18,300
19,800
21,300

1974

n.O'f,

ll. o-'j;

1975
1976
1977

8.7
9.2
6.9

1978
1979
1980

5-7
4.4
4.0
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Estimated operations of the old-age and survivors inaurance (OASI) and disability insurance (DI) trust funds under present lav,
on the baaio of tvo seta of economic assumptions, calendar years 1974-80
·
·
·
{Amounts in bi11iono)

aleodar
year

1976 Btrlget
nssumptions

Net increa.oe
in funds

Out so

Income
SSA
aeoumptioos

1976 Dudget
assumptions

SSA
assumptions

1976 Budget
assumptions

SSA
assumptions

Assets at end
of "'lear
SSA
1976 Budget
assumptions
assumptions

Assets at beginning o
year as a percentage
of outso durin~ le ar
SSA
1976 Budeet
4.SSU7.pt
assumptions

OASI nnd DI trust fundsz combined
73~

73%

42.9
37.0
31.1

66
55
41

66
55
42

25.1
18.2
10.4

29
.18
9

32
23
16

1974

$62.1

$62.1

$60.6

$60.6

$1.5

$1.5

$45.9

$1•5·9

1975
1976
1977

67.4
73.6
82.2

66.5
72.3
81.8

69.8
79.7
90.5

69.6
78.2
87.6

-2.3
-6.1
-8.3

-3.0
-5.9
-5.9

43.6
37·5
29.2

1978
1979
1980

91.3
100.6
110.2

91.1
100.3
109.1

100.4
110.2

97.2
107.2
116.9

-9.1
-9.5
-9.6

-6.1
-6.9

20.1
10.6
o.9

119~9

-7.8

Y.
y

y

OA.SI truot f'uod
1974

$54.7

$54.7

$53.4

$53 ..4

$1.3

$1.3

$37.8

$37.8

6&f.

6&~

1975
1976
1977

59.4
64.9
72.5

58.6
63.8
72.2

61.0
69.5
78.8

60.8
68.1
76.3

-1.6
-4.6
-6.2

-2.2
-4.4
-4.1

36.2
31.6
25.4

35.6
31.2
27.1

62
52
40

62
52
41

1978
1979
1980

80.3
88.5

80.1
88.2
96.0

87.2
95·7
104.0

84.5
93.1
101.4

-7.0
-7.2
-'f.O

-4.4
.1•• 9
-5·5

18.4
11.2
4.1

22.7
17.8
12.3

29
ll

32
24
18

n.o

19

·-·

DI trust fund.
1974

$7.4

$7.4

$7.2

$7.2

$0.2

$0.2

$8.1

$8.1

11~

110,

1975
1976
1977

8.0
8.7

8.8
10.2
11.7

8.8
10.1
11.4

-0.7
-1.5
-2.1

-0.8
-1.5
-1.8

7,1f
5.8
3.8

7·3

92
72
50

93

9.7

7.9
8.6
9.6

1978
1979
1980

11.1
12.2
13.2

11.0
12.1
13.1

13.1
14.5
15.8

12.7
14.1

-2.1
-2.3
-2.6

-1.7
-2.0
-2.3

1.7
-0.6
-3.2

2.3
0.4
-2.0

29

32
17
2

Dr

trust fUDd

e~unted

l5.l~

in 1979 under 1976 Budget aooumpt1ons nnd in 1980 under SSA
, I
';

..

_:_

..

noa~tiona;

5.8

4.0

72

51

12
-4

rei'locta "borrovins" from OASI truGt fund.
Social Security Administration
Office of the Actuary
l.l r,.,.,..h '21
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Selected Nunerical Values Under Tva Sets o~ Economic Assumptions, 1975-80

Ce.lendar years; dollar amounts in billions

1975

1976

1977

1978

1979

1980

$1,498
1,47(

$1,686
l,67i

$1,896

$2,l23
2,147

$2,353

$2,6oE

l,9l2

2,380

2,615

7-2
5-7

12.6
13-l.

12.4
J.4.4

12.0
12-3

10.8
10.9

10.8

$794
787

$832
837

$879

$936
958

1,020

$997

$1,061

-3-3
-4.J.

4.8

SSA•••••••••••••••••••••••••••••••

6.4

5.6
7-3

6.5
6.7

6.5
6.5

6.5
5-7

'Wages end salaries
Eudget ••••••••••••••••••••••••••••••••
SSA•••••••••••••••••••••••••••••••••••

$792

$884

873

$999
998

$1,117
1,1l5

$1,236
1,232

$J.,364

.780
10.8
10.3

7-5
6.4

6.5
6.7

5-1

SSA•••••••••••••••••••••••••••••••••

5·3

4.1
4.1

4.C
- 4.c

Consumer Price Index
Budget ••••••••••••••••••••••••••••••
SSA •••••••••••••••••••••••••••••••••

11-3
9.0

7-8
6.6

6.6
6.5

. 5-2
5-7

4.1
4.6

4.c
4.c

8.1
8.8

7-9
8.0

7-5
7-0

6.9
6.2

6.2
5.4

4. ~

8.7
8.1

9.2
6.6

6.9
6.4 ..

5-7
6.3

4.4
4.8

4.f
4. t

Gross national product
Current dollars
Amount
Budget (1976) .•••••••••••.•.••••••
Social Security Administration (SSA)
Percent change
~~get ••••• • ••••••••••••••••••••••
SSA•••••••••••••••••••••••••••••••
Constant dollars
klcunt
Budget ••••••••••••••••••••••••••••

SSA •••••••••••••••••••••••••••••••
Percent cha.nee
Budget ••••••••••••••••••••••••••••

~

·Prices (percent change)
GNP deflator
Budget ••••••••••••••••••••••••••••••

Unemplo~ent rate (percent)

Budget •••••••••••.••••••••••••••••••••
SSA •••••••••••••••••••••••••••••••••••

898

.

9-9

J.,O'(€

1,31;.<

s.;

Mdendum:
benefit increase for
June (pe rcent)
Pudget ..•..•.•••••••••••••••••••••••
SSA ••••••••••• • • •• • • • • • • • • • • • • • • • • • •

Auto~ati c

Social Security Administrsticn
March 31, 1975
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SSA ECON<l-1IC ASSu'HPI'IONS ,
\.

The path of prices 7 wages 7 and employment betveen

1975

and

1980 assumed

by SSA is intended to reflect the following factors:
1.

a lower level of economic activity in
the

2.

1975 than was assumed in

1976 Budget.

delay in implementa tion and uncertainty over the final form of
an energy program.

3.

a somewhat slower rate of increase in ·the CPI in

1975-76 than

the Budget assumptions contain •.

4.

a more stimulative economic environmen t, which results in more
rapid economic growth in

5.

1976-78 than was assumed in the Budget.

failure of output per manhour to recover fully recent shortfalls from its trend rate of growth, thus lowering projected
constant dollar GNP at full employment (potential GNP) below ,.that
assumed in the Budget projections in

1977-80.

The SSA set of assumptions yields a lower current dollar GNP in both

1975 and 1976 than the Budget assumption s.

This is due to the assumed

lower rate of increase in prices and to the assumed delay in fully
implementin g any energy program until the end of
GNP is higher than the Blrlget assumptions in

lower

G~T

1977·

Current dollar

1977-80, despite a somewhat

deflator, reflecting the higher level of constant dollar

G~rP

in

the alternative assumptions throughout that period.
Constant dollar G:N? is lower i::t the alternative assumption only in

1975. The higher level of constant dollar

G~rP

in

1976-80 is attributab le

to a more stimulative fiscal environmen t which is assumed in the alternative •

••
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The largest differences in constant dollar GNP growth rates between the
Budget and the SSA assumptions occur in
constant dollar GNP is

1976 and 1977·

As a result,

2.4 percent higher in 1978 in the alternative

assumptions than in the Budget

ass~tions.

The unemployme nt rate averages
assumptions compared to

8.8 percent in 1975 in the alternativ e

8.1 percent in the Budget assumption s.

This

reflects the more rapid decline in economic activity assumed in the
alternative in the near term.

The more stimulative policy embodied in

the alternative causes the unemployme nt rate to fall.below the unemployment rate projected in the Budget, starting in
unemployme nt is assumed to be

1977.

The trend rate of

4 3/4 percent, which is reached in 1980.

Percentage increases in the CPI between the first quarter of each
year (the relevant measure for social se~urity benefit increases) are
lower in

1975-77 in the SSA assumption s.

security benefit increase effective in
(Budget) to

8.1 percent.

behavior will continue.

The indicated automatic social

1975 is reduced from 8.7 percent

It is assumed that the recent favorable price
The delay that has been assumed in . the imple-

mentation of an energy program contributes to the reduction in the
benefit increase (compared with the ~~dget assumption s).
that the total impact of an energy

progra~

It is assumed

on the CPI will be to raise

the CPI by 2 percent, with the full effect being felt by the end of
The delay, along

w~th

1976

1977·

the generally lower rates of price increase

contained in the alternative , reduces the

1976 benefit increase by 2.6

percentage points, while the lower rates of price increase reduce the

1977 benefit increase by 0.5 percentage point.

•

Because some of the

~

3
•

\t

increase in the CPI attributable to the energy program has been delayed
until after the first qua=ter of
tive for

1977, the CPI increase in the alterna-

1978 is 0.6 percentage point higher.

Wages and salaries are lower than the Budget assumptions in
because of the lower levels of economic activity
assumed by SSA.

average wages

The lower average wages in the alternative produce

lower wages and salaries in

1976-80, despite higher levels of economic

activity assumed for those years.
after

an~

1975,

The increase in wages and salaries

1975 is not as large as might be expected from the fiscal stimulus

assumed in the alternative.

This occurs because the alternative

projections assume that part of the less-than-trend increases in produc· tivity of recent years will not be recouped, thus reducing real earnings
gains, and that the historically observed faster rate of growth in
nonwage compensation as compared with wages and salaries will retard
growth in total wages.

Hence, contribution income, which is closely

linked with total wages and salaries, will be relatively unchanged between
the two sets of assumptions over the entire period

1975-80 even though

higher levels of economic activity are assumed by SSA starting in

1976.
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Social Secu.rity Legislati ve and Administ
.
rative Proposal s
in FY '76 Budget
OASDI and SSI
Legislati ve Propo::;al s:
l. Liir..it to 5 percent the amount of' the a;.ttomatic social security
and SSI benefit increases scheduled to be paid in July 1975.
2. Eliminate retroact ivity ofsocia l security benefit applicati ons
where permanen tly reduced benefits would result.
3. Tighten 'and simplify the retiremen t test by eliminati ng the
monthly -test of retiremen t except for the first year for
which benefits are paid.
Administ rative Proposal s:
None
Medicare
Legislati ve Proposal s:
l . Impose a hospital insurance (part A ) coins,uran ce amou.:."lt equal to
lO percent of charges above the $92 deductib le amount.
2. Increase thr:! sup:plew.e ntary medical insurance (part B) deductib le
automati cally in p:l:'oportio n to the increase in cash benefits .
Current deductib le is $60.
3. Impose an a:1nual cost-shar ing liability limit under p-:1rts A and B
each of $750 increased in the future in proportio n to increases
in cash benefits .
!~. Au-thoriz e the Secretary to establish percentag e limits on the rate
of increase in incurred costs recognize d as reasonab le in determining provider reimburse ments.
5. Unfreeze the SMI p:;_~emiunl.
Administ rative ~roposals:
l. Conduct utilizatio :1 review concurren t 1.-ri th a patient's admission .
2. Set upper limits on the a..."U.ounts loThich r'1edicare ·.rill recognize as
reasonab le and 1-1ill reimburse to hospitals . The current limit,
'\orhich is set at the 90th percenti le, 1-rill be reduced so that no
routine costs above 1-rhat the majority of hospitals incurred in
payment 1-Till be automati cally recognize d as reasona.b le.
3. Limit Medicare reimburse ment for drugs to the cost of less
expensive generic equivalen ts if they are available .
h. Reduce the bala::1ces held by balli<;:s that service Medicare intermed iaries.
5. EliTILi.nate the a.llo'.m nce for higher than average nu;:-sing cost for
~!edicare pettients .
At present l!;edicare reimburse s hospitals
8.5 percent more for routine nursing care for agec1 benefici aries
than for other patients.
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EFFECT OF COST-CO NTROL PROPOS ALS
While it is virtua lly certain that the Admin istratio n's cost-c ontrol
legisla tion will not be enacte d, it is useful to unders tand the
specif ic effect of these propos als.
The effect on the trust funds,
if the propos ed social securi ty cost-re ductio n legisl ation were
enacte d, is illustr ated in the attache d ~able using presen tly
schedu led taxes.
It should be noted that an effect ive date of
Januar y l? 1976, has been assume d for that portion of the costreduct ion legisla tion carryin g a budget ed effect ive date of
March l, 1975.
The 5-perc ent limit on the July 1975 benefi t
increa se cannot , of course , be delaye d.
(It would have to be
enacted by late April or early May in order to be reflec ted
in the July benefi t paymen t.)
Enactm ent of the cost-c ontrol propos als would so substa ntially
improv e tpe financ ial status of the program that, with some
realloc ation of income from Medica re to OASDI, the tax rate
increa se now schedu led for 1978 could be reduce d.
The attach ed
table also compar es the tax rates schedu led under presen t law
with those that would be suffic ient to adequa tely financ e both
OASDI and Medica re if the cost-c ontrol legisla tion were enacte d.
This specif ic altern ative tax rate schedu le permit s a large
realloc ation of Medica re income beginn ing in 1976 only becaus e
of a major and almost immedi ate reduct ion in Medica re outlay s
resulti ng from the cost-sh aring propos als.
Since these propos als
would not affect CHIP, howeve r, the Medica re tax rates shown
in the attache d table, althoug h adequa te to financ e the Medica re
program , would not adequa tely finance CHIP.
Attachm ent

~

...«2'::ll---:.!

Option Assuming Enactmen t of Cost-Con trol Legislati on
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Effect of Tax Only Option

l

'·
Calendar Year

1976

1977

1978

1979

1980

Present law
OASDI
Medicare
Total

4.95%
0.90
5.85

4.95%
0.90
5.85

4.95%
1.10
6.05

4.95%
1.10
6.05

4.95%
1.10
6.05

Tax Only Option
OASDI
Medicare
Total

4.95
0.90
5.85

5.30
0.90
6.20

5. 4o .
1.00
6.40

5.40
1.00
6.40

5.40
1.00
6.40

Tax rates for emploler
and em~ee, each

Earninss base
Present law and
Tax ()nly Option

$15,000 $16,500 $18,300 $19,800 $21,300

Income minus
outgo (in billions)
OASDI
Present lm·r
Tax Only Option

-$5.8
- 5.8

-$5.8
- 0.5

-$6.0
2.4

-$6.8
3.2

-$7.7
3.8

Medicare
Present lm;
Tax Only Option

0.4
0.4

0.9
1.0

3.7
2.0

3.9
1.7

3.4
0.9

- 0.5

1.1

1.2

0.2

CHIP (Tax Orily Option)·:+
Reserve at beginning
of lear as a percen:._: .:~
of outgo during yea~

\ (, I (J

t,

\_c.'

OASDI
Present la''
Tax Only Option

55%
55

42%
42

32%
38

21;%
36

16%
36

Medicare
Present law
Tax Only Option

82
82

73
73

69
69

79
71

86
70

56

48

46

45

CHIP (Tax Only Option)*

~

r;~·

*Assumes effective date for CHIP of 1/1/77.
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Effec t of Base/ Tax 0E_tion A

1976

1977

Calen dar Year
1978

1979

1980

Prese nt law
OASDI
Medic are
Total

4.95%
0.90
5.85

4.95%
0.90
5.85

4.95%
1.10
6.05

4.95%
1.10
6.05

4.95%
1.10
6.05

Optio n A
OASDI
Medic are
Total

4.95%
0.90
5.85

4.95%
0.90
5.85

5.30%
1.00
6.30

5.30%
1.00
6.30

5.30%
1.00
6.30

$15,0 00
15,00 0

$16,5 00
18,00 0

$19,8 00
22,50 0

$21,3 00
24,30 0

Tax rates for emplo ler
and emplo yee, each

Earni ngs base
Prese nt law
Optio n A

$18,3 00
20,70 0

Income minus
outgo (in billio ns)
OASDI
Prese nt law
Optio n A

-$5.8
- 5.8

-$5.8
- 4.2

-$6.0

3.0

-$6.8
4.5

-$7.7
5.3

Medic are
Prese nt law
Optio n A

$0.4
0.4

$0.9
1.3

$3.7
2.5

$3.9
2.4

$3.4
1.7

-$0.2

$1.7

$1.9

$1.1

CHIP (Opti on A)*
Re serve at begin n ing
of year as a perce ntage
of outgo durin g year
OASDI
Prese nt law
Optio n A

55%
55

42%
42

32%
34

24%
3lj.

16%
35

Medic are
Prese nt la'..r
Optio n A

82%
82

73%
73

69%
71

79%
75

86%
76

56%

49%

49%

50%

CHIP (Opti on A)*

*Assu mes effec tive date for CHIP of l/l/7 7.

Effect of Base /Tax Ontion B ,

1976

1977

Presen t law
OASDI
Medica re
Total

4.95%
0.90
5.85

4.95%
0.90
5.85

Option B
OASDI
Medica re
Total

4.95%
0.90
5.85

$15,000
15,000

Calend ar Year
1978

1979

1980

4.95%
1.10
6.05

4.95%
1.10
6.05

4.95%
1.10
6.05

4.95%
0.90
5.85

. 5.10%
0.95
6.05

5.10%
0.95
6.05

5.10%
0.95
6.05

$16,50 0
21,000

$18,30 0
24,000

$19,80 0
26,100

$21,30 0
28,200

Tax rates for emulol er
and emplo~ each

Earning s base
Presen t law
Option B
Income minus
outgo (in billio~s)
OASDI
Presen t law
Option B
Medica re
Presen t law
Option B

-$5.8
- 5.8

-$5.8
- 2.0

-$6.0
2.5

-$6.8
3.5

-$7.7

4.1

:
'

$0.4
0.4

CHIP (Option B)*

$0.9
1.7

$3.7
2.2

$3.9
1.9

$3.4
1.2

$0.2

$1.3

$1.3

$0.6

I
l

II

I
l

I

Reserv e at beginn ing
of lea.r as a percen tage
of outgo during year

(

OASDI
Presen t lmr
Option B

55%
55

42%
42

32%
36

24%
35

16%
35

Medica re
Presen t law
Option B

82%
82

73%
73

69%
73

79%
75

86%
75

56%

50%

49%

48%

CHIP (Option B)*

,·

* Assumes effecti ve date for CHIP

~
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MEMORANDUM FOR THE PRESIDENT

/'") ,.

FROM

Caspar W. Weinbe rger

~~

SUBJEC T:

Social Securi ty

/'"'.

I -.j

·~

I have been called before the Congre ss later this month to
testify
on the Admin istratio n's positio n on the short-t erm financi ng
problem
in the social securi ty system and the longer term financ ial
and
structu ral problem s and prospe cts for social securi ty. In
additio n,
the Admin istratio n has not yet, but should react more compre
hensive ly
to the Social Securi ty Adviso ry Counci l report deliver ed to
you and
the Congre ss (and made public) in March. You and I commen ted
unfavorab ly on its recomm endatio n to finance Medica re from genera
l
revenu es, and have indicat ed genera l endorse ment of some revisio
n
in the future benefi t structu re. vle have not, howeve r, reacted
to
its other recomm endatio ns on benefi ts and covera ge, or to its
specif ic propos als for solving short- and long-te rm financ ial
defici ts.
This memora ndum highlig hts a somewh at longer decisio n memora
ndum
that is attache d.
Backgro und
There is a serious short-t erm financi ng problem in social securi
ty
cash benefi t program s. This problem was unders tated in the
Adviso ry
Counci l report , but later cost estima tes are now availa ble,
and are
known public ly. The forthco ming Truste es Report will unders
core it.
Given curren t projec ts and curren t law, outgo exceed s income
by
a widenin g margin so that reserv es, now 66 percen t of annual
outgo,
dwindl e to nothing in the early 1980's .
These problem s arise becaus e the social securi ty system is
exceed ingly
sensiti ve to changin g econom ic condit ions. The recent high
inflati on
rates followe d by recessi on have caused large unanti cipated
reducti ons
in income and increas es in outgo. Also Congre ss has increas
ed benefi ts
by about
70% in the last 5 1/2 years.
Beyond the near-te rm problem s, there are a series of interre
lated
financi ng issues . These issues are caused by the demogr aphic
shift

•

[)
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toward a proportiona tely larger aged population as a result of falling
birth rates, and by the current computation al structure for social
security benefits which automatical ly adjusts the benefits of future
retirees in such a way as to overcompen sate for inflation.
The Congress is aware of these issues, and plans to debate the nearterm issue soon. The relevant committees have initiated a review on
a more deliberate schedule of the long-term issue. The Advisory
Council has offered its solution. Many ideas, including general fund
financing, exist in the Congress. A debate of immense importance is
under way.
Discussion
The first problem at hand is near-term financing.
In brief, we need
more revenue, even though current law provides for some increases in
the future.
(The earnings base on which payroll taxes are collected
goes up for both social security cash benefits and Medicare under the
indexing features of current law. Medicare also has a small payroll
tax rate increase scheduled in law for 1978.) In my opinion, the
realistic alternative s for increasing revenues are a small increase
in payroll tax rates, an increase in the payroll tax earnings base,
or a combination thereof. While the Advisory Council recommended
general revenue financing, I strongly believe that we should con/\:c
tinue to maintain our stance against it.
I regard the Advisory
Council recommenda tion as a first step toward destroying the
discipline of connecting benefits and taxes.

.6n•

The timing of the increase in revenues is partly judgmental, but is
strongly determined by the perception of how large or how small the
reserve should be. Not long ago, we thought it should be 75-100
percent of annual outgo. There is no "right" number, but I think
less than about 30 percent would not suffice in recessionar y periods
and would begin to erode public confidence in the system. If this
is correct, then increased revenues should start to flow in 1977.
In addition, the longer we wait to increase revenues, the higher
and sharper the increases in any one year must be.
We also need to grapple with the long-term issues, correctly identified by the Advisory Council. There is a substantial consensus that
we need to stabilize the future benefit structure, but the Advisory
Council solution is only one of many. Like the Congress seems prepared
to do, I believe we should work our way carefully through this problem,
looking toward a proposal to Congress next January. With respect to
other Advisory Council recommenda tions on benefits and coverage, I
think we should openly set those aside for now as too costly to consider. I would make an exception for thos e low-cost items related
to unequal treatment of men and women, particularl y in light of the
recent Supreme Court decision in this area.

'
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The final area of concern relates to the timing of Administ ration
proposals to solve the short-term financing problem. I believe we
must take a position on this subject. We do, however, have the
choice of announcin g now our specific proposals for increasin g
short-term revenues and waiting until next year to put forward
long-rang e solutions , or alternati vely acknowled ging the issues
now and announcin g all our proposals in January. The advantage s
of proceedin g now with a specific proposal include: attemptin g to
lead the debate, preemptin g or competing early with other solutions
we would oppose, and avoiding a new tax increase proposal in 1976.
Waiting would allow us to tie the short- and long-rang e proposals
together in one comprehe nsive Administ ration plan.
Recommen dations
In the attached memo which contains the specific decision options,
I am recommend ing that you choose the following :
Adopt a specific proposal now to deal with the short-term
financing problem (through 1980). The proposal would adjust
upward the earnings base beginning in 1977 but would not
alter the combined social security/M edicare payroll tax rate
currently scheduled in law.
Reconfirm endorsem ent of need for legislatio n to stabilize
future benefit structure and proceed wir~ studies of alternative ways of accomplis hing this. Ignore other Advisory
Council financing recommen dations that are based on cost
estimates that are now out of date.
With the exception of selected measures on equal treatmen t,
set aside for now Advisory Council recommen dations on benefits
and coverage in light of economic condition s and the overridin g
importanc e of the short- and long-term financing problems.

,;
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FROM:

JIM CANNO~

SUBJ ECT:

( sOCI AL SECURITY

This is to soli cit your coro~ents and reco mme
ndat ions
on the atta ched mem orand um from Secr etar y
Wei nber ger
rega rdin g key issu es faci ng the Soc ial Secu
rity syste m .
The Secr etar y must test ify on thes e issu es
befo re the
Ways and Hean s Com mitte e on May 20th .
I wou ld, ther efor e,
appr ecia te havi ng your co!Th llents by May 14th
. Cop ies of
thes e mat eria ls have been sent to Sec reta
ries Simo n
and Dunl op for thei r co~~ents.
CURRENT SYSTEM
Unde r pres ent law ben efits are fina nced out
of curr ent
inco me from Soc ial Secu rity taxe s. Thes e
taxe s are
app li e d equa lly to emp loye r and emp loye e.
The reve nue
flow s thro ugh trus t fund s
one set for Old Age, Surv ivor s, and Disa bilit
y
(OASDI) whic h acco unts for what is usua lly
conside red soci al secu rity .
and one for med icare to fina nce heal th care
for
the aged .
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THE WHITE HOUSE

):-

WA SHINGTON

May 8, 1975

MEMORANDUM FOR
THE SECRETARY OF THE TREASURY
Attached is a memorandum for the President from Cap
Weinberge r regarding the Social Security system.
Because of your interest in this subject I would
appreciat e your thoughts and comments on this paper.
It would be most helpful if we could have your reaction
by the close of business ol3th~
-~
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Attachmen t

Cannon
stant to the President
Domestic Affairs

T H E W HITE HOUSE
WASHINGTON

May 8, 1975

MEMORANDUM FOR
THE SECRETARY OF LABOR
Attached is a memorandum for the President from Cap
Weinberger regarding the Social Security system.
Because of your interest in this subject I would
appreciate your thoughts and comments on this paper.
It would be most helpful if we could have your reaction
b y t h e close of business on May 13th.
~__:/--
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Ja:rfl'e s M. Cannon
~ Jk istant to the President
~r Domestic Affairs
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May 2, 1975
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FROM

:

SUBJECT:

F OR THE

PRESIDENT

Caspar W. Weinberger
Social Security

-'

I have been called before the Congress later this month to testify
on the Administ ration's position on the short-term financing problem
in the social security system and the longer term financial and
structura l problems and prospects for social security.. In addition,
the Administ ration has not yet, but should react more comprehe nsively
to the Social Security Advisory Council report delivered to you and
the Congress (and made public) in Barch. You and I commented unfavorably on its recommen dation to finance Medicare . from general
revenues, and have indicated general endorseme nt of some revision
in the future benefit structure . We have not,.howe ver, reacted to
its other recommen dations on benefits and coverage, or to its
specific proposals for solving short- and long-term financial deficits.
This memorandum highlight s a somewhat longer decision memorandu m
that is attached.
Backgroun d
There is a serious short-term financing problem -in social security
cash benefit programs. This problem was understat ed in the . Advisory
Council report, but later cost esti..11lates are now available~ . and are
known publicly. The forthcomi ng Trustees Report will underscor e it •
. Given current projects and current law, outgo exceeds income by
a ;,qidening margin so tha.t reserves, now 66- percent of annual outgo,
dwindle to nothing in the early 1980's.
These proble..rns arise because the social security system is exceeding ly
sensitive to changing economic condit-ion s. Th~ recent high inflation
rates followed by recession have caused large unanticip ated reduction s
in income and increases in outgo. Also Congress has .increased benefits
by about 7 0% in t.>-te last 5 1/2 years.
Beyond the near-term problems, thereare a series of interrela ted
financing issues. These issues are caused by the demograph ic shift

,•,..J~"o:t.,.'\'-;'".,~,~ ~

. Page 2 -- Memo randu m for the Pres iden
t
towa rd a prop ortio na·te ly larg er aged popu
latio n as a resu lt of falli ng
birth rate s, and by the curr ent comp utati
onal stru ctur e for soci al
secu rity bene fits whic h auto mati cally
adju sts the bene fits of futu re
retir ees in such a way as to over comp
ensa te for infla tion .
The Cong ress is awar e of thes e issu es,
and plan s to deba te the near c.e.c:ra i.:;su e soon . The relev an t comm ittees
have iP.itiated a revie •,.; on
a more deli bera te sche dule of the long
-term issu e. The Advi sory
Coun cil has offe red i"i::s solu tion . Many
idea s, inclu ding gene ral fund
finan cing , exis t in the Cong ress. A deba
te of imme nse impo rtanc e is
unde r way.
Disc ussio n
The firs t prob lem at hand is near -term
finan cing .
In brie f, we need
more reve nue, even thou gh curr ent law
prov ides for some incr ease s in
the futu re.
(The earn ings base on whic h payr oll taxe
s are colle cted
goes up for both soci al secu rity cash
bene fits and Medi care unde r the
inde xing featu res of curr ent law. Medi
care also has a smal l payr oll
tax rate incre ase sche dule d in law for
1978 .)
In my opin ion, the
real istic alter nati ves for incre asin g
reven ues are a smal l incre ase
in payr oll tax rate s, an incre ase in the
payr oll tax earn ings base ,
or a comb inati on ther eof. Whil e the Advi
sory Coun cil recom mend ed
gene ral reven ue finan cing , I stron gly
belie ve that we shou ld continu e to main tain our stan ce agai nst it.
I rega rd the Advi sory
Coun cil recom mend ation as a firs t step
towa rd destr oyin g the
disc iplin e of conn ectin g bene fits and
taxe s.
The timin g of the incre ase in reve nues
is part ly judg ment al, but is
stron gly deter mine d by the perc eptio n
of how large or how smal l the
rese rve shou ld be. Not long ago, we thou
ght it shou ld be 75-1 00
perc ent of annu al outg o. Ther e is no
"rig ht" numb er, but I thin k
less than abou t 30 perc ent woul d not suff
ice in rece ssion ary perio ds
and woul d begi n to erod e publ ic conf iden
ce in the syste m. If this
is corr ect, then incre ased reve nues shou
ld star t to flow in 1977 .
In addi tion , the long er we wait to incre
ase reve nues , the high er
and shar per the incre ases in any one year
must be.
~·le

also need to grap ple with the long -term
issu es, corr ectly iden tified by the Advi sory Coun cil. Ther e is
a subs tant ial cons ensu s that
we need to stab ilize the futu re bene fit
stru ctur e, but the Advi sory
Coun cil solu tion is only one of many .
Like the Cong ress seem s prep ared
to do, I belie ve we shou ld work our way
care fully throu gh this prob lem,
look ing towa rd a prop osal to Cong ress
next Janu ary. With resp ect to
othe r Advi sory Coun cil recom mend ation s
on bene fits and cove rage , I
think we shou ld open ly set thos e asid e
for now as too cost ly to conside r. I woul d make an exce ption for
thos e low- cost item s rela ted
to uneq ual treaL~ent of men and wome n,
part icul arly in ligh t of the
r e cent Supre me Cour t deci sion in this
area .

..
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The final are a of concern r elates to the timing of Administration
proposals to solve the short-term financing problem . I believe we
must take a position on this subject. We do, however, have the
choice of announcing now our specific proposals f or increasing
short-term revenues and waiting until next year to put forward
long-range solutions, or alternatively acknowledging the issues
no w and an~ounci ng all our ?roposals in January. The advantages
o f proceeding now wiL~ a specific proposal include: attempting to
lead the debate, preE~pting or competing early with other solutions
we would oppose, ~~d avoiding a new tax increase proposal in 1976.
Waiting would allow us to tie the s hort- and long-range proposals
together in one comprehensive Administration plan.
Recommendations
In the attached memo which contains the specific decision options,
I am recommending that you choose the following:
Adopt a specific proposal ~ to deal with the short-term
financing problem (through 1980). The proposal would adjust
upward the earnings base beginning in 1977 but would not
a lter the combined social security/Medicare payroll tax rate
currently scheduled in law.
Reconfirm endorsement of need for legislation to stabilize
future benefit structure and proceed with studies of alternative ways of accomplishing this. Ignore other Advisory
Council financing recommendations that are based on cost
estimates that are now out of date.
~Vith

the exception of selected measures on equal treatment,
set aside for now Advisory Council recommendations on benefits
and coverage in light of economic conditions and the overriding
importance of the short- and long-term financing problems.
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