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Se cret ary ~eillberger's Reco mme ndati ons
on Soci al Secu rity

Atta ched is Se cret ary Wei nber ger's summ ary
cove ying his reco mme ndat ions on how
to deal with the shor t term (5 year ) and
long
term (198 0 - 2000 ) fina ncin g prob lems faci
ng
the Soci al Secu rity syste m.

memorandlli~

The Secr etar y must test ify on May 20 befo
re
Ways and Mean s on thes e issu es and is seek
ing
spec ific deci sion s on the shor t term opti ons
prio r to that date .
We have aske d appr opri ate Ca bine t Hemb ers
and
yo u r seni or advi sers for comm ent and will
have
an o p tion pape r on the s h ort term issu es
for
y ou r cons ider atio n on May 16.
We inte nd, as the Secr etar y sugg ests , to
deve lop
long term prop osal s over the next few mon
ths.
The s e prop osal s will be read y for your cons
ider a tion by the end of the year .
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THE SC:CRETARY OF HEALTH, EDUCATION, AND
WASHINGTON, D

WELFARE

C-20201

May 2, 1975
MEMORANDUM FOR THE PRESIDENT
FROM

:

SUBJECT:

Caspar W~ Weinberger
Social Security

I have been called before the Congress later this month to testify
on the Administration•s position on the short-term financing problem
in the social security system and the longer term financial and
structural problems and prospects for social security. In addition,
the Administration has not yet, but should react more comprehensively
to the Social Security Advisory Council report delivered to you and
the Congress (and made public) in March. You and I commented unfavorably on its recommendation to finance Medicare from general
revenues, and have indicated general endorsement of some revision
in the future benefit structure. We have not, however, reacted to
its other recommendations on benefits and coverage, or to its
specific proposals for solving short~ and long-term financial deficitS.
This memorandum highlights a somewhat longer decision memorandum
that is attached.
Background
There is a serious short-term financing problem in social securi~
cash benefit programs. This problem was understated in the Advisory
Council report, but later-cost estimates are now available, and are
known publicly. The forthcoming Trustees Report will underscore it.
Given current projects and current law, outgo exceeds income by
a widening margin so that reserves, now 66 percent of annual outgo,
dwindle to nothing in the early-1980's.
These problems arise because the social security system is exceedingly
sensitive to changing economic conditions •. The recent-high inflation
rates followed by recession have caused large-unanticipated reductions
in income and increases in outgo. Also Congress has increased benefits
by about 70% in the last 5 l/2 years.
Beyond the near-term problems, there are a series of interrelated
financing issues. These issues are caused by the demographic shift
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toward a proportionately larger aged population as a result of falling
birth rates, and by the current computational structure for social
security benefits which automatically adjusts the benefits of future
retirees in such a way as to overcompensate 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 earnings base on which payroll taxes are collected
the future.
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 alternatives 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 continue to maintain our stance against it. I regard the Advisory
Council recommendation as a first step toward destroying the
discipline of connecting benefits and taxes.
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'~go, 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 recessionary 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 recommendation s 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 those low-cost items related
to unequal treatment of men and women, particularly 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 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 for increasing
short-term revenues and waiting until next year to put forward
long-range solutions, or alternatively acknowledging the issues
now and announcing all our proposals in January. The advantages
of proceeding now with a specific proposal include: attempting to
lead the debate, preempting 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-range proposals
together in one comprehensive Administration plan.
Recorranendations
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
alter 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.
With the exception of ~elected 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.

~-~~
~ecretary
\

Attachment

<
,.~ro
/o,..

/~.

Ro '

.

·-:;,;

,{
THE SECRETARY OF HEALTH, EDUCATION, AND WELFARE
WASHINGTON, D. C.

20201

May 2, 1975
MEMORANDUM FOR THE PRESIDENT
Through:

/
a_'r

Honorable James M. Cannon
Domestic Council

Purpose
The purpose of this memorandum is to obtain Presidential
decisions concerning:
1.

The Administration's response to the recommendations
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
Presidential decision.
I.

ADVISORY COUNCIL RECOMMENDATIONS

On December 11, 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 recommendations was also contained in the enclosed memorandum
of January 24 (Tab A) .
The Council's report, which has been transmitted to the
Congress, recommended a series of cash benefit proposals
to (1) modify coverage and benefits; (2) stabilize the
future benefit structure; and (3) finance both the shortand long-term deficit.
Coverage and Benefit Modifications
The first group of proposals affecting coverage and benefit
provisions (by eliminating differences in the treatment of
men and women, liberalizing the retirement test, changing
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the definiti on of disabil ity for older workers , etc.} are
describe d in Tab A. Some of them have merit. The Council 's
recomme ndations for promotin g equal rights for men and
women under social security are of particu lar interes t at
this time in light of the recent Supreme Court decision in
the Wiesenf eld case which held unconst itutiona l the provisio n
of present law under which social security benefits are
payable to a widow with a child benefic iary in her care but
not to a similar ly·situa ted widower . In the near future the
Departm ent of Health, Educatio n, and Welfare will forward
recomme ndations for changing those provisio ns of the social
security law which differen tiate between men' and women.
(The short-te rm cost of these legislat ive recomme ndations is
not large enough to have an effect on the short-te rm financin g
options discusse d in part II of this paper.}
Almost all of the Council 's other benefit recomme ndations
involve addition al program costs. All things conside red,
it is recomme nded that this group of recomme ndations be
opposed at this time on the grounds that the current economic
outlook and the tenuous financia l status of the social
security system militate against these changes in benefits
and coverage . Such a position would be consiste nt with the
Preside nt's "no-new -starts" policy.
Stabiliz ing the Benefit Structur e
The subject of stabiliz ing the benefit structur e replacem ent
rates was discusse d in some detail in a meeting with the
Preside nt on Decembe r 11 and in the enclosed memorandum of
Decembe r 23 (Tab B). It is recomme nded that the Preside nt
strongly endorse the princip le of stabiliz ation and the need
to develop and adopt a stabiliz ation proposa l as quickly as
possible but that we conside r the Council 's model as one
among a number of possible alternat ives. The Adminis tration
should take the position that it is examinin g alternat ive
ways of accompl ishing the objectiv e and will present a
specific recomme ndation to the Congres s at a later date.
Financin g the Deficits
As a practica l matter, the Council 's financin g plan is not
very helpful:
First, it will not complet ely solve the long-ter m
financin g problem . While their plan would finance
a long-ter m deficit of over 3 percent of taxable
payroll , the latest actuaria l estimate s 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_______________ 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.
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; 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.
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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)

1975

1976

Income.. . . . . . . • • . . . $66. 5
Outgo ..•..........•
69.5

$72.3
78.1

-3.0

Net (surplus/
deficit) .•...••

Calendar Year
1978
1977
1979

1981

--

--

1980

$81.8
87.5

$91.1
97.1

$100.3
107.1

$109.1
116.8

-5.8

-5.8

-6.0

-6.8

-7.7

$45.9

$42.9

$37.1

$31.3

$25.4

$18.6

$10.9

66%

55%

42%

32%

24%

16%

9%

Reserve at start
of year:
Amount . . . . . . . . . . .
As percent of
year's outgo •..

ur'

,
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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
The Administration has proposed a number of administrative
and legislative initiatives which would have the effect
(A complete list
of holding down social security costs.
The key measures
of these proposals is included at Tab D.)
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
(The Senate
or the Medicare cost-sharing legislation.
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
Nor, to the best of our knowledge,
sentiment against it.)
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.
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2.

Timi ng
Ther e are two ques tion s with resp ect to the
timi ng of
Adm inist ratio n shor t-ter m fina ncin g prop osal
s: When
must addi tion al reve nue- prod ucin g meas ures
take effe ct?
When shou ld the Adm inist ratio n subm it a fina
ncin g prop osal
to the Cong ress?
The timi ng of a legi slat ive effe ctiv e date
rais es broa d
econ omic and poli tica l cons ider atio ns, as
well as the
obvi ous conc erns abou t the fisc al inte grit
y of the soci al
secu rity syste m and publ ic conf iden ce in the
syste m.
View ing the issu e sole ly from the posi tion
of stew ards hip
of the trus t fund s, the Adm inist ratio n woul
d have to
advo cate legi slat ion to prov ide addi tion al
fina ncin g at
the earl iest poss ible mom ent-- that is, begi
nnin g in cale ndar
1976 , when , unde r pres ent law, expe ndit ures
ben efit fund s will sign ifica ntly exce ed inco from the cash
me.
It is
reco gniz ed, howe ver, that in the curr ent econ
omic situ atio n
such a prop osal is stro ngly cont rain dica ted.
The basi c prem ise ther efor e shou ld be that
, due to the
stat e of the econ omy, no tax incr ease s or
othe r soci al
secu rity reve nue- prod ucin g meas ures shou ld
be prop osed
whic h affe ct cale ndar year s 1975 or 1976 .
Then the
timi ng and desi gn of fina ncin g alte rnat ives
shou ld empl oy
the follo wing crit eria :
a.

Furt her reve nue deve lopm ent can be held in
abey ance unti l, but not beyo nd, a poin t wher
the rese rve leve l fall s so low as to seri ousle
y
erod e publ ic conf iden ce.
(Thi s is a judg men tal
mat ter.)

b.

The trus t fund s shou ld not be allow ed to oper
ate
with an annu al defi cit for any long er than
nece ssar y.
In othe r word s, incom e to the
fund s shou ld exce ed outg o as soon as it can
be
safe ly assum ed that addi tion al reve nue- prod
ucin g
meas ures will not adve rsely affe ct econ omic
reco very .

c.

Wha tever the reve nue- prod ucin g mea sure (s)
adop ted, it shou ld not prod uce a shar p rise
in
the tax rate s in any sing le year .
'
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Conside ring the first criterio n--publ ic confiden ce level
of the reserve s--trust fund balances must be at least
stabiliz ed at (and not fall below) a level equal to roughly
one-thir d of annual outgo.
(Ideally , the financin g plan
should produce or trend toward a higher level--s ay
50 percent --but there is also a need to restrain tax
increase s in the near future.)
The one-thir d level is to
a certain extent arbitrar y; it is probably as low as can
be safely countena nced, given previous public expressi ons
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-thir d
level (32 percent) by the beginnin g of 1978. Thus, any
financin g plan based on present law must either (1) generate
addition al OASDI revenues beginnin g in 1977 or (2) involve
a substan tial increase in revenues effectiv e January 1, 1978.
Although impleme ntation of addition al financin g measures
can be delayed until 1977 or beyond, dependin g on
circums tances, there remains the question of when to
propose financin g legislat ion. On balance , the
Adminis tration should introduc e legislat ion this year,
the earlier, the better. Controv ersy and public concern
about the financin g of the system is building rapidly,
and release of the Social Security Trustee s' reports
this spring, as required by law, will add fuel to the
fire.
(The reports will increase public awarene ss of
the deficit. )
The Congress is almost certain to take
the initiati ve if the Adminis tration does not. Absent
an Adminis tration initiati ve, the forces favoring major
general revenue financin g of the trust funds would likely
play a stronge r hand, particu larly in light of the
Advisory Council recomme ndations . We believe that in light
of these conside rations it is desirabl e for the Adminis tration
to take the initiati ve promptly , rather than delaying until
a compreh ensive proposa l dealing with both the short-ra nge
and the long-ran ge situatio n could be presente d.
The Subcomm ittee on Social Security of the House Ways and
Means Committ ee has schedule d hearings for later this month
on the status of the trust funds and possible financin g
initiati ves. These hearings would provide an ideal forum
for presenti ng the Admini stration '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 combinati on.
All require legislatio n. 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 .
Consisten t with previousl y stated Administr ation
views, the Administr ation should continue to oppose
any financing proposal involving substanti al general
revenues.
Further, unless it is assumed that the proposed
cost-cont rol legislatio n is enacted, any proposal
to rely solely on tax rate increases would involve
significa nt tax rate increases .
The Departmen t's preferred approach combines increases
in the earnings base with an adjustmen t in the tax
rate schedule to transfer some income from Medicare
to OASDI. The earnings base will increase annually
due to the "automatic " provision s of present law;
the Departmen t's preferred approach would speed up
the rate of the increases in the earnings base that
will be produced by the "automatic " provision s of
present law. Under one of the two earnings base/tax
increase options that we are proposing , the total
tax rate (OASDI-Me dicare combined) would increase;
under the other, the total tax rate would be
unchanged from present law.
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A tax-rate -increas e-only approach and an earnings
base increase combined with a tax increase would be
signific antly differen t in their impacts on the
taxpayin g populati on at differen t wage levels.
While any plan that depends entirely on an increase d
tax rate will impact on all workers , the greates t
relative impact would fall on the low-paid worker
as compared with the higher-p aid worker (i.e., the
tax is regressi ve). A plan which relies in part on
an increase in the earnings base would be more
progres sive, spreadin g more of the burden toward the
upper-in come worker. The degree to which this
occurs depends , of course, on how rapidly and to
what level the earnings base is increase d.
An increase in the earnings base reduces the cost of
the social security program expresse d as a percenta ge
of payroll and therefor e makes it possible to meet
long-ter m program costs with lower tax rates than
would otherwis e be necessar y. An earnings base increase
also increase s the protecti on provided for higher-p aid
workers by increasi ng the proporti on of their earnings
that is counted for benefit purpose s.
As a practica l matter, any plan incorpo rating an
increase in the earnings base would automat ically
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 program s, thereby helping to hold down the
combined OASDI/M edicare payroll tax rate needed to
finance the entire system.
It is recomme nded that any plan to improve the
short-ra nge financin g of the OASDI system include
provisio n for transfer ring any unneeded Medicare
income created during the period to the cash benefit
(OASDI) trust funds.
The transfer of taxes now
schedule d for Medicare to OASDI is a critica l element
1n all the f1nancin g plans discusse d below.
The proposed realloca tion of Medicare taxes could have
implica tions for the Admini stration 's Compreh ensive
Health Insuranc e Plan (CHIP) when the Adminis tration
resubmi ts it. Compreh ensive Health Insuranc e Plan
contemp lates the use of the Medicare taxes to finance
the principa l costs of coverage for the aged. The
plans presente d provide sufficie nt financin g for
Medicare and for that part of CHIP that is to be
financed from payroll taxes.
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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 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
1979
1978

1980

1976

1977

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

$15,000

$16,500

$18,300

$19,800

$21,300

Present law
OASDI tax
Medicare tax
Total tax
Earnings base
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.
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Calend ar Year
1979
1978

1976

--

--

--

--

1980
-

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

$15,000

$16,500

$18,300

$19,800

$21,300

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*

1977

Presen t law
OASDI tax
Medica re tax
Total tax
Earnin gs base
OE_tion A
OASDI tax
Medica re tax
Total tax
Earnin gs base

$15,000

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

$24,300

OE_tion B
OASDI tax
Medica re tax
Total tax
Earning s 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

Change s from presen t law in the total tax rates and
earning s bases require d for each option are identi fied
by an asteris k in the year they occur. An asteris k on
an earning s base amount denote s that automa tic increas e
provis ions in presen t law would be overrid den by a
legisla tive change affecti ng the amount of the base in
that year, but not affecti ng the functio ning of the
automa tic provisi ons in subseq uent years.
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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
Income Minus
Outgo
(in Billions}
1977
1978

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

--

--

Present law

$-5.8

$-6.0

Option A

-4.2

3.0

34

Option B

-2.0

2.5

36

-- -32%

9%

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 Wage Earners*

Employee with wages of
$24,000 or More

1975

1976 1977
- --

1978
-

1975 1976 1977
- -- --

$4 79

$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

4 79

508

554

636

825

878

1229

1452

Present law

1978

$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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Anothe r way of evalua ting the effect of the tax
increas es contem plated under presen t law and under
the altern ative approa ches is illustr ated below.
Percen t Increa se in Combin ed
OASDHI Tax Rates, 1975-78
OASDHI Tax Rates
1975
-

1978
-

Presen t Law

5.85

6.05

.20

3.4%

Tax Only Option

5.85

6.40

.55

9.4%

Base/T ax Option A

5.85

6.30

.45

7.7%

Base/T ax Option B

5.85

6.05

.20

3.4%

Increa se

Percen t Increa se

Sugges ted Presid ential Decisio ns on Financ ing and Timing of
Public Announ cements Concer ning Social Securi ty
1.

Endors e a two-pa rt financi ng plan as follow s:
Part I. A propos al now to provid e short-t erm financ ing-through 1980-- to handle the immedi ate problem and allow
suffic ient time to reform benefi t structu re and develo p
a long-te rm financi ng plan based on such reform .
Part II. An integra ted long-te rm financi ng and revised
benefi t structu re plan to be submit ted early next year.

2.

Adopt financi ng plan represe nted by
Tax Only Option
Base/T ax Option A
Base/T ax Option B
Other
HEW recomm ends Base/T ax 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.
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THE SECRETARY OF HEALTH. EDUCATION, AND WELFARE
WASHINGTON

H&"10R.'\.NDUH FOR

'· January

24, 1975

THE PRESIDENT

As you have no doubt learned from press reports, the
,Adyisory Council on Social Security met over_ the \'ieekend
of Ja..l'luary 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 Cou.l'lcil reached final
decisions concerning proposals that will be made in
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
recow~endation, that is for restructuring social security
benefits t6 stabilize replacement rates~ However, their
~·
major recommendation has attracted so much attention that
I wanted you to have my personal opinion nm..;. .\'1e will
be giving you our appraisal of the other recomrr.enda~ions
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 i·l,.edicare from payroll taxes, as at prese~t, but that we use the Medicare
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
program increases_ This would be the first step in using
the general fund to finance social security - Heciicare ·
benefits, and, in my opinion, \·lOuld add to existing
pressures to fund all social security from the general
fund, thereby removing the discipline that now requires
tax increases to match (reasonably closely) benefit increases.
i

.'

\

Page 2
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 l'leinberger
Secretary

Slli"'!1r..::..ry of K·• .jor FinC.i~~G and Recor..mend~tions of ti\e
197!~ Advis ory Counc il

on Socia l

A.

*

Secu~ity

Cash Benef its
1.

Purno se and princ inles. The earnin gs-rel ated OPBDI progra
n should
be preser ved as the nation 's prima ry means of provid ing econom
ic
secur ity in the event of retire ment, death, or disab ility.
Futur e
chang es·in OASDI should confor m to the fundam ental princ iples
of
the progra m: U.."'li versa l compu lsory covera ge, earni ngs-r elated
benef its paid witho ut a test of need, and contri bution s towar
d the
cost of the progra m from covere d worke rs and emplo yers.

2.

Benef it struct ure--r enlace ment rates. The provi sions of
prese nt
law for compu ting averag e month ly earnin gs, on which benef
its are
based , and for adjus ting the benef it table in the law to
chang es
in prices may resul t over the long range in uninte nded,
unpre dictab le variat ions in the level of benef its. The benef
it
struct ure should be revise d to Inaint ain the levels of benef
its
in relati on to pre-re tirem ent earnin gs levels that nmr preva
il.
Benef its for worke rs co~ng on t~e rolls in the futtrre should
be
compu ted on the basis of a revise d benef it formu la using
past
earnin gs indexe d to take accou nt of change s during their
worki ng
lives in the averag e earnin gs of all covere d worke rs. As
under
prese nt law, benef its for people on the rolls would contin
ue to
be increa sed as price levels increa se.

3.

Retire ment test. The provis ions of the prese nt retire ment
test
should be modif ied so that benef iciari es who work can retain
more
of their benef its. Instea d of reduc ing benef its by one dolla
r for
every two dollar s of earnin gs above the exemp t arnoQnt of
earnin gs,
as under prese nt lmr, one dolla r of benef its shoul d be 1-rithh
eld
for every three dollar s of earnin gs betwee n the exemp t amoun
t and
twice the exemp t amou.."'lt, and one dolla r for two dolla rs above
that
level . Also, the provi sion under vhich a full benef it may
be paid
for any month in which a benef iciary earns less than one-tw
elfth
of the atmua l exemp t amoun t should be elimin ated, excep t
for the
first year of entitl emen t to benef its. The test should be
based
on annua l earnin gs.*

Latte r propo sal was includ ed in the l!ovem ber 26, 197h, Presi
denti al
messag e on recom menda tions for reduc ing Feder al outlay s and
is being
resubm itted to the Congr ess with the 1976 Budge t.

1/20/7 5
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4.

Treat:::1ent of men and ~,ramen. The requi!"ements for entitlement to
dependents 1 and survivors' benefits that are nm.; applied to women
should be applied to men, and benefits should be provided for
fathers and divorced ~en as they are for mothers and divorced
wo~en.
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
security program whic:h are .t he 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 marital status) should
not be changed.

5.

Other

reco~endations.

a.

Universal com~ulsory coverage. Although·social security
coverage is nearly universal, the gaps in coverage that remain
may result in unwarranted duplication of benefits. Social
security coverage should be applicable to virtually all gainful
emplo~ent.
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.

l·linimU!!l. benefit. Partly because o:f the gaps in social security
coverage, the minimum benefit is frequently a "windfall" benefit
to those, such as Federal retirees, who are already receiving
a pension based on earnings in employment not covered by social
security. .Alr;J.ost all workers 1-1ho have worked 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 t·he 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.

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.

.'
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d.

B.

Niscel laneou s. Furthe r study is needed on three matter s:
the effect s of the social securi~y program on differ ent racial
and ethnic groups , ways of simpli fying the social securi ty
program and its acl!nin istratio n, and the frequen cy of cost--o fliving adjustm ents in benefi ts. In additio n, a genera l study
of social securi ty by a full-ti me non-Go vernme nt bo~ is
sugges ted.

Financ ing
l.

Actuar ial status . \{bile the cash benefi ts . program will have adequa
te
funds to meet its obliga tions for the short range, additi onal shortrange financ ing would be needed to mainta in trust fund levels and
to meet the cost of the Counc il's benefi t recomm endatio ns. Over
the 75-yea r valuat ion period , the program faces a seriou s defici t.
Steps should be taken soon to assure the financ ial integr ity and
long-ra nge financ ial SOQ~dness of the program .

2.

Contri bution rate.

3.

a.

Employ ee-emp loyer: No increa se should be made in the total
contrib ution rates for employ ees and employ ers for cash
benefi ts and hospit al insura nce. Howeve r, the OASDI contri bution rate should be gradua lly increa sed, as OASDI costs
increa se, and the increa ses shotlid be met by reallo cating
contrib utions now schedu led in the law for Part A (Hosp ital
Insuran ce) of the r-Iedica re program . Income lost to the
Hospit al Insuran ce program by this reallo cation should be made
up from the genera l funds of the Treasu ry.

b.

Self-em ployed : Tne presen t 7-perc ent limita tion on the
contrib ution rate for the self-em ployed should be remove d.
The self-em ployme nt OASDI contrib ution rate should be the same
multip le of the employ ee contrib ution rate as was fixed at the
time the self-em ployed were first covere d--150 percen t.

Retirem ent age. The Counci l reco8n izes that under curren t
demogr aphic projec tions there will be a sharp rise in the number
of people who have reache d retirem ent age relativ e to the workin g
age popula tion in the first severa l decade s of the next centur y.
Althou gh the Counci l is not now reco~ending an increa se in the
age of eligib ility for social securi ty retirem ent benefi ts in the
next centur y, the Counci l does believ e that such a change might
merit consid eration by the Congre ss in later years, when the burden
on people still workin g may become excess ive.
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Dece:mber 23, 1974

f·:.S:·-10P,__1\NDW·1 FOR THE P.RESIDENT

On Dece:mber 11,
issues.

\-Je

discussed social securi t:y. problems and

At the close of our meeting, I indicated that we would suggest
appropriate language concerning social security for inclusion
in the State of the Union Message. We have already t~ansmitted
such language under separate cover as a part of this Department's
general proposals for tha State of the Union Message . The
language that \ve recommend ('I'ab A) concerning social security
would indicate your awareness of the problems and issues facing
social security and your intention to make specific proposals
sufficient to maintain the future financial integrity of the
system--as soon as you have had an opportunity to consider the
conclusions and reco~aendations of the 1975 Advisory Council on
Social Security, which is expected to finish its work in late
January or early February. The language deliberately avoids
any co~mitment to a specific course of action at this time on
the assumption that specific reco~~endations should a\vait receipt
of th~ Advisory Council report.
At the close of our December 11 meeting, I also indicated that
I would submit action proposals on each of the social security
Since that meeting, the Advisory
issues that we discussed.
Council has had another session and is now considering several
ne\·1 proposals affecting financing that ;;.;ere not anticipated
\vhen \ve met with you. They have also moved a step closer to
recommendations tha·t \·muld liberalize several features of the
existing program. These liberalizations, if adopted, would
increase the cost of the program for both the short and long
term.
Perhaps the most significant proposal now being considered is
one that would increase the retirement age beginning in the 21st
century. This is being reviewed by the Council as one means of
reducing the long-term costs of the program and thereby limiting
future tax require1nents. The Council is also debating some rather
rapid and early increases in the so-called \vage bc:tse (-the maximum
amount of earnings taxable for a worker) . An early increase in
the wage base would produce new revenues and might facilitate
postponement of tax rate changes in the near term.
Adoption by the Council of any or all of these new considerat ions
could hc:tve a significant effect on the design and timing of tax
and other financing proposals--including any that the Administration might want to consider.
<

..
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Given these devc:!lopments , I bel "i:c~v-2 T..'le ·neel1 to knm·1 more about
the Council's finill conclusion~ before the Administrati on makes
its own decisions and choices. ~e should kno~ precisely what
the Council 'dill finally recorru.~end by around mid-Janue1ry.
This
would still give us adequate time to make decisions and to draft
legislative proposals, to the c;ctent needed, for ea.rly submission
to Congress.
'l'herefore, it is my recorn.Inendati on that t'~.-70 matters be decided
at this time and that decisions on all other items be deferred
un ·til 'I.·Je knm·7 more abou·t the Council's final recornillendat ions.
The two decisions that I believe to be necessary at this time
are:

1.

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

2.

A decision as to 111hether you \van·t to adopt, in ·
principle at least, the idea of stabilizing
replacement rates.
In this case, ,..,e already know
that the Advisory Council \•iill recom.<'llend
s·tabilizatio n of replacemen·t rates.

whetner to include language in
Union Hessage--vrh ich \·1e would
I gather that this has all but
that all that remains is
language itself.

Although a great 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 v1ill ·take some
time. For this reason, 'l.·le believe it \vould be \vise to make
a basic decision now.
It is our belief that the replacement rate criteria that have
been adopted by the Advisory Council would provide a sound
basis for any Ac11'Ttinistrat ion replacement rate proposal. The
criteria being follov7ed by the l~dvisory Council are:
1.

The ne':l 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 weighted benefits for lmv-income Harkers.

3.

Criteria 1 and 2 would result in stabilized
replacement rates of about 60 percent for
low-income workers, about 40 percent for
median-incom e workers, and about 30 percent
for higher-incom e work~rs.
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4.

A trc.nsi t.io:ll period sh·oulcl be -' prbvid ed during
which no worker would be disadv antage d at the
time of his retirem ent by reason of the new
formul a.

In decidin g the que stion of whethe r or not to proc~ed with
develop m2nt of an Ad~inistration propos al to stabil ize
replace ment rates based on the above criter ia, you should
consid er the follow ing pros and cons:
Pro
1.

Stabil ized replace ment rates \vould result in a
more ration al social securi ty system .
In other
\vords, future benefi ts would be based on public
policy decisio ns as to how much of a person 's
earnin gs should be replac ed rather than on the
happen stance of future shifts in wages, prices ,
and produc tivity.

2.

Stabil izatio n should improv e public unders tandin g
of what a worker earns for his tax contri bution .

3.

Under curren tly predic ted econom ic circum stance s
{or under any econom ic circum stance in \vhich
inflati on occurs or in which produc tivity falls) ,
a decisio n to stabil ize has the advant age of
signif icantl y reducin g long-te rm costs.
In
turn, future tax rates would not have to be as
high as othenv ise predic ted. Rate stabil izatio n
should reduce the ultima te tax rate as applie d to
the individ ual by 1 to 2 percen t.

4.

All actuar ies and econom ists who have been consul ·ted
on this matter , whethe r by the Adviso ry Counc il, the
Social Securi ty Admin istratio n, or the Congre ss, have
suppor ted stabil izatio n of replace ment rates. Any
propos al to do so should receiv e strong suppor t
from profes sional s in these fields .

Con

1.

Becaus e future benefi ts would not rise as much as
under curren t lavJ, some are apt to oppose it.
Organi zed labor might oppose such a propos al for
this reason .
(At this writin g, labor repres entativ es
on the Adviso ry Counci l have tentat ively voted for
it.)

\
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2.

Such a ch~nge coul d, perhaps,~pr~voke a deba
te
abou ·t ·the adeq uacy of e~~ist.ing repla ceme nt rate
s.
(Tim es bein g what they are, we doub t that this
argu.m cn t "i.·lOuld prev ail.)

3.

Some migh t accu 3e us of m~king this prop osal
for
pure ly fisc al reaso ns and at the e~pense of
lowe r
futu re bene fits.

A furth er disc ussio n of the repla ceme nt rate
issu e is encl osed
unde r Tab B.
Recom ..rnen dation s
~1e

recorr ul1en d tha·t :

1.

Lang tiage conc ernin g soci al secu rity be inclu
ded
in the Sta ·te of the Unio n Hess age.

2.

That a Pres iden tial deci sion be made now to
proc eed with deve lopm ent of a spec ific plan
for
repla ceme nt rate stab iliza tion that woul d becom
e
an early Adm inist ratio n initi ativ e.
-

3.

That , with the exce ption of the repla ceme nt
rate
stab iliza tion issu e, Pres iden tial deci sion s
conc ernin g what to do abou t othe r soci al secu
rity
issu es, inclu ding the ques tion of tax chan ges,
be
held in abey ance unti l abou t mid- Janu ary or
as
soon as \·7e knmv "~:lith grea ter cert aint y \·That
the
Advi sory Coun cil Hill recom .rnend on thes e issu
es.
(At tha ·t time , we t.voul d prov ide you 1.vi th a set
of actio n choi ces o~ each of the item s.)

Deci sions
1.

Inclu de soci al secu rity as topi c in Stat e of
the
Unio n Ness age.
Appr oved

----

2.

Disa ppro ved

----

Othe r

----

Proc eed with imme diate prep arati on of repla ceme
nt
rate stab iliza tion legi sla·t ive prop osal for
my
late r revie \·7 and appr oval .
Appr oved

----

Disa ppro ved

----

Othe r

----

5

Defer o ·ther sociu.J scct1r-!_ ·ty is_su~ un ·til Advisory
Council recomme :tdatiqn::; become final (ILlid-January)
and present sp e cific d e cision pro?osals at that
time.

3.

Approved

----

Disapproved

----

o -ther

----

/s/ Caspar W. Weinberger
Secretary
Enclosures
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DR.!H·'·J' SOC IAL SF!C li:!.JT

LAl,7(;:U .'\p~: F01{
--·--S'.i1ATI~ -OF-;--THS .U lJI Y
ON-I·lE s S~L~-GT:___ __ _

Thi s yea r mar ks th2

~Oth

ann iver sary of soc ial sec urit y.

Tod ay, alm ost eve ry .z'u'11erican far:- .ily
is pro tect ed· by the
prog rarn , and one out of eve ry sev en
Arr. eric ans is cur ren tly
rec eiv ing soc ial sec urit y ben efit s.
In rec ent yea rs,
gre at stri des hav e bee n mad e in upg
radi ng ben efit lev els
and ass urin g ade qua te ben efit s for
the futu re.
Our con cern
now mus t be to insu re tha t soc ial
sec urit y is ade qua tely
fina nce d for the futu re.
The sys tem 's fina nci ng and
a nuiT ber of oth er soc ial sec urit y
issu es hav e bee n
und er s ·tud y by this Adm inis trat ion
and the cur ren t Adv isor y
Cou ncil on Soc ial Sec urit y. The Adv
isor y Cou ncil is now
pre par ing its fin al rep ort.
Aft er I hav e an opp ortu nity
to con side r the Cou nci l's con clu sion
s, I wil l pre sen t to
the Con gres s my own reco iTLr nend ation
s for ins urin g the
futu re ade qua cy of the soc ial sec urit
y syst em.

Th2 1r.o::;t meaningful i.vay to measure the effect oE social security
is to look at repl~cement rates--the share of a worker's most
recent earnings that is replaced by his retirement or disability
ber12fit. ~

Current law results in replacement rates with two characteris tics:
1.

They are '\·leigh ted in favor of lm.;er- income workers.
This is the result of a deliberate public policy
choice , adopted because lo~ wage earners l1ave less
margin for reduction in their incoQe due to
retirement or disability.

2.

They
They are not stable or fixed for the future.
can change dramatically , depending on what happens
This clouds public understandin g
to the economy.
and does not reflect any deliberate public policy
choice.

Current Replacement Rates
Today, social security retirement benefits replace about
62 percent of the most recent earnings of a person with an
For a person earning about $7,700 per year
inco~e of $3,200.
(the median earnings), the current replacement rate is about
In the case of a person earning $13,200 per year
44 percent.
(the maximum earnings base against which the tax is assessed) ,
the replacement rate is about 30 percent.
The latest long-range forecasts show, beginning in about 1995,
They will
that replacement rates will start to rise sharply.
the turn
at
reach about 75 percent for the low-income worker
of the next century and will exceed 85 percent by the year 2040.
In some cases, it will even be possible for benefits to replac~
signific antly more than 100 percent of an individual's most
(This would be true only for low wage earners.)
recent earnings .
Although replacerr.ent ra ·tes will not rise as sharply for median
earners and maximum earners, unplanned increas es are also predicted
for these groups.
Effect of "Double Indexing" Under Presen ·t

La~.v

Because the cost-of-livin g indexing system now in the law is
driven by changes in both wages and prices, replacement rates
\·Jill alr.-:ays rise whenever both \·7ages and prices rise over a
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future benefit amounts for current workers were geared solely
to change::; in Hage levels rath e .r than to both -v,;ages and prices,
as under present law, replacem ent rates would be stabiliz ed
and long-ter m progr nm . costs woul d not incre a se to the extent
now estimate d.
Under tl1iB concept , cost-of -living ~ncreases
based on price rises would affect benefit s only after a person
came onto the ben ef it rolls.
In other words, under a stabiliz ed
system, the benefit a current work e r would receive when he
retired would increase based on increase s in his wages, and
after retirem ent it would be kept up to date with the cost of
living.

Ot·

' ,.-,.
-- . ' •
c
C.
. o ~...-l.ln8.::>

If the benefit formula were changed so as to stabiliz e replacem ent
rates at current levels, long-ter m costs to the system could be
reduced . The Advisor y Council has develop ed a rate stabiliz ation
formula that would (1) stabiliz e replacem ent rates at about
current levels, (2) continue the existing weightin g in the
benefit formula , (3) assure 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 m actuari al deficit .
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NOTE:

This memorandum was prepared on the assumptio n that the
automatic 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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Lawrence Alpern

Operations of the OASI and DI Trust Funds Under Present Law,
on the Basis of Two Sets of Economic Assumptions, Calendar
Years 1974-80

Estimates of the operations of the old-age and survivors insurance (OASI)
and disability insurance (DI) trust funds under present law in calendar
years 1975-80 have been completed. The presentation of such estimates
necessarily calls for full recognition of the difficulties of estimating
the income and expenditures of a system that is highly sensitive to
economic change. This is particularly true today because of the uncertainty of future economic developments.
One set of estimates was prepared on the basis of the economic assumptions
set forth on page 41 of the President's 1976 Budget. Since significant
changes in economic trends have t~~en place after those assumptions were
.prepared (e.g., a lower level of economic activity, a somewhat slower rate
of increase in the CPI, hi&~er rates of unemployment), a second set of
economic .assumptions was just completed in SSA for use in preparing an
updated set of estimates.
The results of the two sets of estimates are summarized in the table shown
at Tab A. The economic assumptions underlying the two sets of estimates,
together with a brief narrative sta~ement relating to the SSA assumptions,
are shown at Tab B.
The future path of the CPI and future increases in average annual wages
in covered employment are different for the two sets of assumptions, as
shown in the following table.

Calendar
year

1975
1976
1977
1978
1979
1980

\

Increase over prior year in annual averageWages underCPI under1976 Budget
SQ'
SSA
1976 Budget
...Ji-1.
assumptions
assumptions
assumptions
assurrmtions

7-0%
9.8
10.5
9.2
8.0
1·9

6.2cf.,
9.0
11.0
8.8
1·1
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 expenditures of the OASDI system. The estimates
presented herein reflect the following changes assumed to occur, under
the automatic increase provisions, in each year 1975-80 (actual amounts
for 1974, together with the already-established contribution and benefit
base for 1975, are also shown, as a basis for comparison):
..

Calendar
_year

General benefit increase
for June z under1976 Budget
SSA
assumptions
assumotions

Contribution and benefit base
on January 1, under1976 Budget
SSA
assumptions
assumptions

1974

ll.oef,

ll.oef,

$13,200

$13,200

1975
1976
1977

8.7
9.2
6.9

8.1
6.6
6.4

14,100
15,300
16,800

14,100
15,000
16,500

1978
1979
1980

5·7
4.4
4.0

6.3
4.8
4.0

18,600
20,400
21,900

18,300
19,800
21,300
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Est~ted

operations ot the old-age and survivors insurance (OASI) and dioabi1ity insurance (DI} truot funds under present lav,
on the basis ot two nets of economic assumptions, calendar years 1974-80
·
(Amounts in billions)

a.lcndo.r

year

Income
1976 Buiget
aasumptions

SSA
asaumEtions

l976 Dudget
aaoumEtions

Out 5o

SSA
aaeumEtions

Net increaoe
in funds
SSA
1976 Budget
assumptions
BSBUin;Etions

Assets at end
of rear
SSA
1976 Budget
aasum;etions
llSSUin:J2tiOOS

Assets at beginning o
year as a percentage
of out~o durin~ ~ear
SSA
1976 Bud3et
aesum;etions
MStr.:Et

OASI and DI trust funds 1 combined
73~

73%

42.9
37.0
31.1

66
55
41

66

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
-7.8

20.1
10.6

119~9

Y.

y

y

o.9

OASI truat fund

55

42

'.

$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
97.0

80.1
88.2
96.0

87.2
95·7
104.0

84.5
93.1
101.4

-7.0
-7.2

-4.1·
-11.9
-5·5

18.4
11.2
4.1

22.7
17.8
12.3

29
19
11

1974 .

_., .o

·-

32
24
18

DI truot fund.
1974

$7.4

$7.4

~7.2

$7.2

$0.2

$0.2

$8.1

$8.1

lle>:'

llO'J

1975
1976
1977

8.0
8.7
9·7

1·9

8.8
10.1
11.4

·0.7
-1.5
-2.1

.o.8
-1.5
•1.8

7·4
5.8
3.8

1·3
5.8
4.0

92
72
50

93
72

9.6

8.8
10.2
11.7

1978
1979
1980

11.1
12.2
13.2

n.o
12.1
13.1

13.1
14.5
15.8

12.7
14.1
15.4

-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
12
·4

32
17
2

8.6

51

DI trust !uod exhnunted in l979 UDder 1976 Budget assumptions nod in 1980 under SSA assumptions; reflccta 11 borrovina" from OASI trust fund.
. I
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Selected Numerical Values Under ~wo Sets of Economic Assumptions, 1975-80

calendar years; dOllar amounts in billions

Gross national product
, Current dollars
!· Amount

i

~get

(1976) .••••••••••.•••••••••

Social Security Administration (SSA)
Percent change
Budget ••••••••••••••••••••••••••••

SSA••••••••••••••••••••••••••••• ••
Constant dollars
Amount
Budget ••••••••••••••••••••••••••••

1975

1976

1971

1978

1979

198o

$1,498

$1,686
1,67i

$1,896
1,912

$2,123
2,l.47

$2,353

$2,606

7-2

5-"r

12.6
13-l.

12.4
14.4

12.0
12-3

10.9

$794

1,477

2,38o

2,615

10.8

1o.e
9-9

$832

837

$879
898

$936
958

$997

7f!i7

l.,020

$1,061
1,07E

-3-3

4.8
6.4

5.6

6.5

1·3

6.7

6.5
6.5

6.;

-4.1
$792
.78o

$884
f!i73

$999
998

$1,ll7
l.,ll5

$1,236
1,232

$1,36"1

10.8
10.3

7-5
6.4

6.5
6.7

5-l.
5·3

4.1

SSA••••••••••••••••••••••••••••• ••••

4.c
4.c

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

11.3

7.8
6.6

6.6
6.5

5.2
5-7

4.1

9.0

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

s.:
4.[

8.7

9.2
6.6

6.9
6.4 ..

5-7
6.3

4.4
4.8

4.f

SSA••••••••••••••••••••••••••••• ••

Percent cbange
Budget ••••••••••••••••••••••••••••
SSA ••••••••••••••••••••••••••••• ••

'llaees e.nd salaries
Budget ••••••••••••••••••••••••••••• •••
SSA••••••••••••••••••••••••••••• ••••••

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

SSA ••••••••••••••••••••••••••••• ••••

Unemployment rate (percent)
Budget ••••••••••••••••••••••••••••• •••
SSA ••••••••••••••••••••••••••••• ••••••

.Addendum:
Autooatlc benefit increase for
June (percent)
:P.udget •••.••••••••••••••••••••••••• •

SSA •••••••••• • • • • • • • • • • • • • • • • • • • • • • •

8.1

Social Security
March 31., 1975
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SSA ECONOMIC ASSUMPTIONS ,

\

The path of prices, wages, and employment betveen 1975 and 1.980 assumed
by SSA is intended to reflect the following factors:
1.

a lover level of economic activity in 1975 than was assumed in
the 1976 Budget.

2.

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 1976-78 than was assumed in the Budget.

5.

failure of output per manhour to recover fully recent shortfalls from its trend rate of growth, thus lowering projected
constant dollar

mrP

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 assumptions .

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 1977.

Current dollar

GNP is higher than the Budget assumptions in 1977-80, despite a somewhat
lower GNP deflator, reflecting the higher level of constant dollar GNP in
the alternative assumptions throughout that period.
Constant dollar GNP is lower in the alternative assumption only in

1975· The higher level of constant dollar GNP 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 differenc es in constant dollar GNP growth rates betveen the
Budget and the SSA assumptio ns occur in 1976 and 1977·

As a result,

constant dollar GNP is 2.4 percent higher in 1978 in the alternati ve
assumptio ns than in the Budget assumptio ns.
The unemployment rate averages 8.8 percent in 1975 in the alternati ve
assumptio ns compared to 8.1 percent in the Budget assumptio ns.

This

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

The more stimulati ve policy embodied in

the alternati ve causes the unemploym ent rate to fall.belo w the unemploy ment rate projected in the Budget, starting in 1977·
unemployment is assumed to be

The trend rate of

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

Percentag e increases in the CPI between the first quarter of each
year (the relevant measure for social se~urity benefit increase s) are
lower in 1975-77 in the SSA assumptio ns.

The indicated automatic social

security benefit increase effective in 1975 is reduced from 8.7 percent
{Budget) to 8.1 percent.
behavior will continue.

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

mentation of an energy program contribut es to the reduction in the 1976
benefit increase (compared with the Budget assumpti ons).

It is assumed

that the total impact of an energy program on the CPI will be to raise
the CPI by 2 percent, with the full effect being felt by the end of 1977·
The delay, along with the generally lower rates of price increase

\

contained in the alternati ve, reduces the 1976 benefit increase by 2.6
percentag e points, while the lower rates of price increase reduce the

1977 benefit increase by 0.5 percentag e point.

Because some of the
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increase in the CPI attributable to the energy program has been delayed
until after the first quarter of 1977, the CPI increase in the alternative for 1978 is 0.6 percentage point higher.
Wages and salaries are lower than the Budget assumptions in 1975,
because of the lower levels of economic activity and average wages
assumed by SSA.

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.

The increase in wages and salaries

after 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 Security Legislati ve and Administ
rative Proposals
in FY '76 Budget

OASDI and SSI
Legislati ve Proposals :
Limit to 5 percent the amount of the automatic social security
and SSI benefit increases scheduled to be paid in July 1975.
2. Eliminate retroacti vity of social 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.
l.

I

·I

Administ rative Proposals :
None
Medicare
Legislati ve Proposals :
Impose a hospital insurance (part A) coins,u rance amount equal to
10 percent of charges a'bove the $92 deductibl e amount.
2. Increase the suppleme ntary medical insurance (part B) deductib le
automati cally in proportio n to the increase in cash benefits .
Current deductibl e is $60.
3. Impose an a:1nual cost-shar ing liability limit under parts A and B
each of $750 increased in the future in proportio n to increases
in cash benefits.
4. Authorize 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 premium.
l.

...

Administ rative ~roposals:
l. Conduct utilizati on review concurren t vith a patient's admission .
2. Set upper limits on the arnounts lvhich Med icare ·Hill recognize as
reasonabl e and will reimburse to hospitals . The current lintt,
which is set at the 9oth percentil e, vrill be reduced so that no
routine costs above what the majority of hospitals incurred in
payment will be automati cally recognize d as reasonab le.
3. Limit Medicare reimburse ment for drugs to the cost of less
expensive generic equivalen ts if they are available .
4. Reduce the balances held by balli~s that service Medicare intermed iaries.
5. Eliminate the allovance for higher than average nursing cost for
Medicare patients. At present Medicare reimburse s hospitals
8.5 percent more for routine nursing care for aged benefici aries
than for other patients.
.;
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EFFE CT OF COST -CON TROL PROP OSAL S
Whil e it is virt uall y cert ain that the
Adm inis trati on's cost -con trol
legi slat ion will not be enac ted, it is
usef ul to unde rstan d the
spec ific effe ct 0f thes e prop osal s.
The effe ct on the trus t fund s,
if the prop osed soci al secu rity cost -red
ucti on legi slat ion were
enac ted, is illu stra ted in the attac hed
tabl e usin g pres entl y
sche dule d taxe s.
It shou ld be note d that an effe ctiv e date
of
Janu ary 1~ 1976 , has been assum ed for
that port ion of the cost redu ctio n legi slat ion carr ying a budg eted
effe ctiv e date of
Marc h 1, 1975 .
The 5-pe rcen t limi t on the July 1975 ben
efit
incr ease cann ot, of cour se, be dela yed.
(It woul d have to be
enac ted by late Apr il or earl y May in orde
r to be refl ecte d
in the July bene fit paym ent.)
Enac tmen t of the cost -con trol prop osal s
woul d so subs tant ially
impr ove the fina ncia l stat us of the prog
ram that , with some
real loca tion of incom e from Med icare to
OASD I, the tax rate
incr ease now sche dule d for 1978 coul d be
redu ced.
The atta ched
tabl e also comp ares the tax rate s sche dule
d unde r pres ent law
with thos e that woul d be suff icie nt to
adeq uate ly fina nce both
OASD I and Med icare if the cost -con trol
legi slat ion were enac ted.
This spec ific alte rnat ive tax rate sche
dule perm its a larg e
real loca tion of Med icare incom e begi nnin
g in 1976 only beca use
of a majo r and almo st imm ediat e redu ctio
n in Med icare outl ays
resu lting from the cost -sha ring prop osal
s.
Sinc e thes e prop osal s
woul d not affe ct CHIP , howe ver, the Med
icare tax rate s show n
in the attac hed tabl e, altho ugh adeq uate
to fina nce the Med icare
prog ram, woul d not adeq uate ly fina nce
CHIP .
Atta chm ent

Option Assuming Enactment of- Cost-Control Legislation

1976

Calendar Year
1978
1977
1979

1980

Present law
OASDI
Medicare
Total

4.95%
0.90
5.85

4.95%
0.90
5.85

4.95%
l.lO
6.05

4.95%
1.10
6.05

4.95% .
1.10
6.05

Cost-Control Option
OASDI
Medicare
Total

4.95
o.8o
5.75

5.05
0.80
5.85

5.20
0.85
6.05

5.20
0.85
6.05

5.20
0.85
6.05

$15,000

$16,500

$18,300

$19,800

$21,300

OASDI .
Present law
Cost-control option

-$5.8
- 1.5

-$5.8
- 0.6

-$6.0
2.6

-$6.8
3.4

-$7.7
3.9

Medicare
Present law
Cost-control option

$0.4
0.3

$0.9
1.1

$3.7
1.4

$3.9
Oo9

$3.4
0.3

OASDI
Present law
Cost-control option

55%
58

42%
50

320/o
45

24%
43

16%
43

Medicare
Present law
Cost-control option

82
90

73
83

69
79

79
77

86
73

Tax rates for employer
and employee, each

--

.

Earnings base
Present law and
east-control option
Income minus
outgo (in billions)

Reserve at beginning
of y_ear as a :2ercentage
of outgo during y_ear

,......

HOW TO l'SE
THESE SEPAHATORS
Use Ollf' page for
each separation.
Select arpropriate
t tt b, a rl d fur t h f' r
identificntio n if
rlesirerl, and cover
i t with scotch
t .11pe.
Ct~t

off anrl db•card
all tab~ except thf'
oue coverf'rl by tape.

.---

(".

TABBED SEPARATOR SHEET
Form SSA - 69D (ll- 69 )

Effect of Tax Only Option

\.

1976

Calendar Year
1979
1978
1977

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

5.40
l. 00
6.40

5.40
1.00
6.40

5.40
l. 00
6.40

Tax rates for emEloy_er
and em.Pl:2l.ee, each

Earnings base
Present law and
Tax elnly Option

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

Income minus
outgo (in billions)
OASDI
Present law
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 lmv
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

l.l

1.2

0.2

CHIP (Tax Orily Option)*
Reserve at beginning
of ;year as a 12ercen-:._· .::=.
of outgo during ;yea~
OASDI
Present law
Tax Only Option

55%
55

42%
42

32%
38

24%
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)*

Il

*Ass umes effective date for CHIP of l/l/77.

\

•

I

'

.
.'
Effec t of Ba se/Tax
OJ2.tion
A

1976

1977

Calend ar Year
1978

Presen t law
OASDI
Medic are
Total

4.95%
0.90
5.85

4.95%
0.90
5.85

4.95%
1.10
6.05

Option A
OASDI
Medic are
Total

4.95%
0.90
5.85

4.95%
0.90
5.85

5.30%
1.00

$15,00 0
15,000

$16,50 0
18,000

1979

1980

4.95%
1.10

6.05

4.95%
1.10
6.05

5.30%
1.00
6.30

5.30%
1.00
6.30

$19,80 0
22,500

$21,30 0
24,300

Tax rates for emElo rer

and emElo yee, each

6.3o

Earnin gs base
Presen t law
Option A

$18,30 0
20,700

Income minus
outgo (in billio ns)
OASDI .
Presen t law
Option A

-$5.8
- 5.8

-$5.8
- 4.2

-$6.0

3.0

-$6.8
4.5

-$7.7
5.3

Medic are
Presen t law
Option 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 (Optio n A)*
Reserv e at begi nning
of r ear a s a percen tage
of out go during year
OASDI
Presen t law
Option A

55%
55

42%
42

32%
34

24%
34

16%
35

Medic are
Presen t law
Option A

82%
82

73%
73

69%
71

79%
75

86%
76

56%

49%

49%

50%

CHIP (Optio n A)*

*Assu mes effect ive dat e for CHIP of 1/1/77 .

'"'

Effec t of Base/ Tax Optio n B,
\

1976

1977

Prese nt law
OASDI
Medic are
Total

4.95%
0.90
5.85

4.95%
0.90
5.85

Optio n B
OASDI
Medic are
Total

4.95%
0.90
5.85

$15,0 00
15,00 0

Calen dar 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

$16,5 00
21,00 0

$18,3 00
24,00 0

$19,8 00
26,10 0

$21,3 00
28,20 0

Tax rates for emElo ler
and emElo lee, each

Earni ngs base
Prese nt law
Optio n B
Income minus
outgo (in billi o~s)
OASDI
Prese nt law
Optio n B

-$5.8
- 5.8

-$5.8
- 2.0

-$6.0
2.5

-$6.8
3.5

-$7.7

Medic are
Prese nt law
Optio n B

$0.4
0.4

$0.9
1.7

$3.7
2.2

$3.9
1.9

$3.4
1.2

$0.2

$1.3

$1.3

$0.6

CHIP (Optio n B)*

4.1

Reser ve at begin ning
of lear as a Eerce ntage
of outgo durin g lear
OASDI
Prese nt law
Optio n B

55%
55

42%
42

32%
36

24%
35

16%
35

Medic are
Prese nt law
Optio n B

82%
82

73%
73

69%
73

79%
75

86%
75

56%

50%

49%

48%

CHIP (Optio n B)*

l
-

' !.l '

*Assu mes effec tive date for CHIP of 1/1/7 7.-

\
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THE WHITE HOUSE

ACTION

W A S HINGTON

May 15, 1975

MEMORANDU.f\1 FOR:

THE PRESIDENT

FROM:

JIM CANNON

SUBJECT:

Social Security

The purpose of this memorandum is to present for your
decision key issues facing the Social Security system raised
in the attached memorandum from Secretary Weinberger. The
Secretary must testify on these issues before the Ways and
Means Committee on May 20th.
·
CURRENT SYSTEM
Under present law benefits are financed out of current income
from Social Security taxes. These taxes are applied equally
to employer and employee. The revenue flows through trust
funds
one set of funds for Old Age, Survivors, and
Disability (OASDI) which accounts for what is
usually considered Social Security.
and one for Medicare to finance health care for
the aged.
Benefits are related to actual income (the wage base subject
to Social Security taxes) but are also adjusted according to
the cost of l i ving. The wage base subject to taxes is also
adjusted for infla tion.
Under present law:
Ca lendar Year
-1976
-

--

--

1978

1979
-

1980

OASDI Tax

4.95 %

4.95

4.95

4.95

4.95

Medicare Tax

0.90

0.90
--5.85
16,500

1.10

1.10

1.10

6 . 05
18,300

6.05
19,800

6.05
21,300

Total Ta x
Earning s Base

5.85
15,000

1977

-2ISSUE
Financing

A.

1.

Short Term

Since the Social Security syste m is exceeding ly sen~ sitive to changing economic condition s most recent
trends indicate that Old Age, Survivors , and Disabilit y
·~
outgo will exceed income by a widening margin so that
trust fund reserves will be exhausted in the early
1980's. The Medicare Trust Fund is projected to be
relativel y stable.

e~
(1
~
,, ~

2.

Long Term
Current demograph ic projection s and recent provision s
for automatic adjustmen ts tied to cost of living
increases raise serious questions about the fiscal
stability of the system over the next 50 years.

B.

Selected Advisory Council Recommen dations
The Advisory Council on Social Security recommend ed
action to deal with a number of specific items such as:
maintaini ng retiremen t test
equal treatment of men and women
minimum benefits
older disabled workers

STRATEGY FOR DEALING WITH ISSUES
Secretary Weinberge r recommend s that:
1.

b

A specific decision be made now on a proposal to - ~
(
deal with the short term financing problem and
.
testimony
/
announced in his May 20

2.

In that testimony we sho
tion intends to submit ~n
with the long term issue~ --

3.

The s e lected Advisory Council r e commenda tions, with
the exception of e qual tr e atme nt for men and women
which has rec e ntly b ee n s ubj e ct of a Supre me Cotirt
d e cision, b e includ e d in the long term proposal.
Action on the equ a l treatment can b e announced on
May 20th.

•I
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THIS PROPOSED STRATEGY
ncurr ence with strate gy items two and three
have been raise d on these point s and
--

the long term probl em needs to be addre ssed and
Janua ry would be an appro priat e point in time.
equal treatm ent of men and women has been the
subje ct of a court decis ion and the optio ns avail able now are not likel y to chang e with time.

There is, howe ver, a sharp diffe rence of opini on on
the
quest ion, point one, of wheth er the short term probl em key
shoul d
be:
dealt with now and a spec ific optio n shoul d be annou
nced
by the Secre tary on May 20th, or
shoul d be inclu ded with the longe r term probl ems
and a singl e comp rehen sive plan to stabi lize the
Socia l Secu rity syste m shoul d be prese nted in January 1976.
ARGUMENTS IN FAVOR OF ACTING ON THE SHORT TERM PROBL
EM NOW
1.

The publi c is conce rned about the stab ility of the
system and a spec ific propo sal now will help calm that
conce rn.

2.

Failu re to prese nt a spec ific recom mend ation could
provi de incre ased impet us to Cong ressio nal moves
towar d gene ral reven ue fundi ng.

3.

Actio n now would put the Adm inistr ation in the
posit ion of takin g the initi ative .

ARGUMENTS AGAI NST ACTION NOW

~

1.

Since propo sals, eithe r now or in Janua ry, would
not becom e effec tive until 1977 at the earli est
there is no need to make a decis ion imme diatel y.

2.

OMB belie ves the data furni shed by HEW is insuf fici e
nt
to make a decis ion as impo rtant as this.

3.

Any adjus tmen ts now have a long term affec t anywa y
so th e y will have to be inte grate d in the long term
propo sal.

-44.

The long term proposal is needed not just for
financial problems but also for basic structural
changes. Action now could r emove the leverage needed
to gain support for these changes.

STRATEGY DECISIONS
Option I: Act now on the short term problems by having
Secretary Weinberger announce a specific proposal on
May 20th.
Favored by:

b1£
~~
Bill Seidman

Option II: Defer action on the short term problem,
proceed with work on both long and short term problems
and submit in January 1976 a single comprehensive plan
for stabilizing the system.
Favored by:

~ ~~

Phil Buchen
RECOMMENDATION

That you approve Option I, act now on the short term issues
selecting one of the three specific proposals below to be
announced in the May 20th testimony.
Approve ________~------

Disapprove----------------

SPECIFIC OPTIONS FOR ACTION NOW
The Secretary suggests three basic options if you wish to
deal now with the short term problem.
He suggests that the
aim be to maintain OASDI Trust Fund reserves of no less than
30 percent of outgo. The options available are:
l.

TAX RATE ONLY OPTION:

Simply raise the tax rate.

In 1977 increase total tax from 5.85 to 6.20.
The OASDI tax would go from 4.95 to 5.30.
In
1978, take the scheduled .20 percent Medicare
tax increase and apply it in part. A total tax
of 6.20 would apply in 1977 and 6.40 in 1978.
Pro
l.

Would stabilize trust fund at about 36
percent of outgo.

)

-44.

The long term proposal is needed not just for
financial problems but also for basic structural
changes. Action now could remove the leverage
needed to gain support for these changes.

STRATEGY DECISIONS
Option I: Act now on the short term problems by having
Secretary Weinberger announce a specific proposal on
May 20th.
Favored by:

HEW
Bill Seidman

Option II: Defer action on the short term problem,
proceed with work on both long and short term problems
and submit in January 1976 a single comprehensive plan
£or stabilizing the system.
Favored by:

OMB
Phil Buchen

RECOMMENDATION
That you approve Option II, deferring action on short term
issues now and including short term issues in a single
comprehensive plan in January 1976.
Approve

Disapprove

SPECIFIC OPTIONS FOR ACTION NOW
The Secretary suggests three basic options if you wish to
deal now with the short term problem. He suggests that the
aim be to maintain OASDI Trust Fund reserves of no less than
30 percent of outgo. The options available are:
1.

TAX RATE ONLY OPTION:
~

Simply raise the tax rate.

In 1977 increase total tax from 5.85 to 6.20.
The OASDI tax would go from 4.95 to 5.30. In
1978, take the scheduled .20 percent Medicare
tax increase and apply it in part. A total tax
of 6.20 would apply in 1977 and 6.40 in 1978.
Pro
1.

Would stabilize trust fund at about 36
percent of outgo.

-5-

2.

Utilizes relative stability of Medicare
Trust Fund to assist troubled OASDI system.

3.

Has promptest corrective affect on trust
fund.

4.

Would have the least detrimental affect
on savings flow and capital investment.

Con

2.

1.

Would impact most heavily on low income families
reinforcing charge that Social Security tax
is regressive.

2.

Largest total tax increase of any option.

3.

A higher tax yields no increase in benefits
by itself.

BASE/RATE OPTION A: Modest increase in earnings
base coupled with some tax increase.
Rather than the scheduled 1977 increase to $16,500
in earnings base subject to tax, increase the
base to $18,000. In addition, raise total tax
rate in 1978 from scheduled 6.05 to 6.30. Part
of scheduled Medicare increase would be shifted
and coupled with an additional increase to
protect OASDI Trust Fund.
Pro
1.

Would spread burden to higher income levels
thus moving toward greater progressivity.

2.

Change in earnings base is not severe and
will have a lesser affect on savings.

3.

Occurs in conjunction with previously
scheduled increases.

Con
1.

Tax increase beyond present law.

2.

New level of wages subject to tax.

3.

Slowest affect on stabilizing trust fund.

•
-62.

BASE/RATE OPTION B:
Increase wage base substantially
and shift part of Medicare increase.
This proposal would increase wage base to $21,000
in 1977, shift part of the 1978 Medicare increase
to OASDI but not increase total tax beyond what
present law requires.
Pro
1.

Total tax is not increased beyond present
law.

2.

Moves substantially toward greater progressivity.

3.

Has more immediate corrective affect on
trust fund outgo.

4.

It gives something back in higher benefits
to those who will be paying the higher rate.

Con
1.

It has long been agreed that Social Security
protection should not extend to the total
earnings of covered workers for this coverage
would substitute for private insurance
funded in the private sector. Under this
option, 95 percent of the covered work force
would have their entire salary protected
~nder Social Security.

2.

Concentrates total cost of correcting trust
fund problems on the higher income group,
thus having the most severe affect on savings
flow.

3.

This is a short-term proposal, but the effect
of an increase in the wage base goes well
into the long range future.
A wage base
increase results in a higher base for the
computation of benefits.
It increases the
cost of the system in the future (i.e., not
all of the revenue is available for covering
the deficit.
Some is lost in higher future
benefits). Thus, it is a more costly and
permanent change than a tax rate increase
for the same amount of revenue.

-7STAFF COMMENTS
Robert Hartmann:
Jack Marsh:

Base/Rate Option A

Tax Rate Only Option with Base/Rate Option A
as a fall back position.

Alan Greenspan:

Phil Buchen:

Bill Seidman:

"If there is to be action now ... tax rate
only .... more progressivity reduced savings
flow and capital investment."

"Any proposal advanced at this time ... should
combine increases in both the tax rate and
earnings base."
Supports the three recommendations by Secretary
Weinberger including Base/Rate Option B.

RECOMMENDATION
I recommend that if you choose to act now you select the
Base/Rate Option A which provides for a modest increase in
earnings base and a tax increase.
Approve _______________

Disapprove_________________

~
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STAFF COMMENTS
Robert Hartmann:
Jack Marsh:

Base/Rate Option A

Tax Rate Only Option with Base/Rate Option A
as a fall back position.

Alan Greenspan: "If there is to be action now ••. tax rate only ..••
more progressivity reduces savings flow and
capital investment."
Phil Buchen:

Bill Seidman:

"Any proposal advanced at this time ... should
combine increases in both the tax rate and
earnings base."
Supports the three recommendations by Secretary
Weinberger including Base/Rate Option B.

RECOMMENDATION
I recommend that if you choose to act now you select the
Base/Rate Option B which provides for a substantial increase
in the earnings base and no increase in the total payroll
tax.
Approve _______________

Disapprove_________________

•
-7STAFF COMMENTS
Robert Hartmann:
Jack Marsh:

Base/Rate Option A

Tax Rate Only Option with Base/Rate Option A
as a fall back position.

Alan Greenspan:

Phil .Buchen:

Bill Seidman:

"If there is to be action now ... tax rate only •..
more progressivity reduces savings flow and
capital investment."

"Any proposal advanced at this time ... should
combine increases in both the tax rate and
earnings base."
Supports the three recommendations by Secretary
Weinberger including Base/~ate Option B.

RECOMMENDATION: I recommend that if you choose to act now
you select the Tax Rate only option which simply
raises the social security tax.
Approve

Disapprove

THE WHITE HOUSE

~

WASHINGTON

May 16, 1975
MEETING WITH SECRETARY WEINBERGER
Saturday, May 17, 1975
10:15 a.m. (15 min.)
The Cabinet Room
From:

I.

Jim Cannon

PURPOSE
Secretary Weinberger has asked for the meeting to
determine whether in testimony before a Ways and Means
Subcommittee on Tuesday, May 20th, he should propose
a specific increase in the payroll tax to deal with
the short term financing problem facing the Social
Security system.

II.

III.

BACKGROUND, PARTICIPANTS & PRESS PLAN
A.

Background: Secretary Weinberger has recommended
a specific expansion of the payroll tax to deal
with the short term Social Security financing
problems. He recommends announcing this on
Tuesday. Questions have been raised as to whether
this is the right time to act on what would be,
in effect, a tax increase. The meeting is to
determine how the Secretary deals with this issue
in his testimony on Tuesday.

B.

Participants: Secretary Weinberger, Alan Greenspan,
Jack Marsh, Max Friedersdorf, John Dunlop, Jim
Cannon and Art Quern.

c.

Press Plan:

Meeting not to be announced.

TALKING POINTS
1.

Cap, what are the reasons why we should announce
a specific proposal now?

·~"?lwJ!'_
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May 17, 197 5

Cabinet Room
Social Secur i ty financi ng
title IX

Mr. President, we have t wo major issues ko be discussed
this morning.
The fistt

~ relates

to

~cial

security financing, and

we will have on e group of participaants for th i s.
The second issue is Title IX, and we have a second group
of particmpants for that issue.

-------------·--~·
~

As to

Social Security , Cap is testifying before Jim

Burke's ~ Social Secur i ty Subcommittee on Tuesday, May 20 .

(Bill Archer is ranking minority member).
In brief, Cap recommends that he
the Social Security income

effective

p~ose

i~~ 7

now to increase

-- as one way to avoid

dipping into general revenue funds for gsxx Social Security

which

Jim Burke favors.
Bill Simon, who c ould not be here HH this morning, believes
the projections of Social Security revenue are too conservative, a nd
favors dealing with short'
in a

~ingle

term and long term social security financing

comprehensive plan to be submitted in January 1976.

Bill Seidman, who also
genera~pports C~~·

&

F M¥ktX!l!JR

x%~

c ould not be her e t h is morning,

posit i on.

options as to how:
l.xraise the tax rate

2 . broaden base and raise tax rate

·- 2 --

T i tle IX

- - enormously c omplex -·Cap,

Broad agreement

E~x

on Cap's proposed reuglat i ons by

Justice, OMB, BRM Phil Buchen office, and Domestic Council staff.
on which
Five points we feel should be discussed Domestic Council
the HE8 proposals
and others have some diff~eences with ~B~, a nd since this is such
a senstiva matter, we feel tha t

y®xx«H~H%Mx

we should present these

points to you.
chief
Dick Parsons, counsel for the

Domestic Council,

has

exami ned these in detail and is prepared to speak to the points
and oth ers
wex~£x on which the Domestic Counc il differs with HEW .

