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THE SECRETARY OF HEALTH, EDUCATION, AND WELFARE
WASHINGTON, D. C. 20201

May 2, 1975

MEMORANDUM FOR THE PRESIDENT
FPROM : Caspar W. Weinberger

SUBJECT: 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 camprehensively
to the Social Security Advisory Council report delivered to you and
the Congress (and made public) in March. You and I commented un-
favorably 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 flnanc1al def1c1ts.

This memorandum highlights a somewhat longer decision memorandum;
that is attached.

Background

There is a serious short-term financing problem in social security
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 margln so that reserves, now 66 percent of annual outgo,
dwindle to nothlng 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 unantlclpated reductions
in income and increases in outgo. Also Congress has increased benefits
by about 70% in the last 5 1/2 years.

Beyond the near-—~term problems, there are a series of interrelated
financing issues. These issues are caused by the demcgraphic 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 near-
term issue soon. The relevant committees have initiated a review on
a more deliberate schedule of the long-term issue. The Advisory

Council has offered its solution. Many ideas, including general fund

financing, exist in the Congress. A debate of immense importance is
under way.

Discussion

The first problem at hand is near-term financing. In brief, we need
more revenue, even though current law provides for some increases in
the future. (The earnings base on which payroll taxes are collected
goes up for both social security cash benefits and Medicare under the
indexing features of current law. Medicare also has a small payroll
tax rate increase scheduled in law for 1978.) In my opinion, the
realistic 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 con-
tinte 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-ago, we thought it should be 75-100
percent of annual outgo. There is no "right" number, but I think
less than about 30 percent would not suffice in 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 identi-
fied 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 recommendations on benefits and coverage, I
think we should openly set those aside for now as too costly to con~-
sider. 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.

Recommendations

In the attached memo which contains the specific decision options,
I am recommending that you choose the following: :

. Adopt a specific proposal now to deal with the short~term
financing problem (through 1980). The proposal would adjust
upward the earnings base beginning in 1977 but would not
alter the combined social security/Medicare payroll tax rate
currently scheduled in law.

. Reconfirm endorsement of need for legislation to stabilize
future benefit structure and proceed with studies of alter-
native 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 sélected measures on equal treatment,
set aside for now Advisory Council recommendations on benefits
and coverage in light of economic conditions and the overriding
importance of the short- and long-term financing problems.
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the definition of disability for older workers, etc.) are
described in Tab A. Some of them have merit. The Council's
recommendations for promoting equal rights for men and

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

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

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

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

Stabilizing the Benefit Structure

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

Financing the Deficits

As a practical matter, the Council's financing plan is noti?
very helpful: L

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



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

Another consideration is that it would probably be a

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

Suggested Presidential Decisions Concerning 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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4. 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
Ogtion 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
for 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.
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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

1. Would impact most heavily on low income families
re1nforc1ng 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.

2. 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 conjunctlon 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.
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2. 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
pPresent law requires.

Pro

1.

2.

Con

1.

Total tax is not increased beyond present
law. :

Moves substantially toward greater pro-
gressivity.

Has more immediate corrective affect on
trust fund outgo.

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

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

under Social Security.

‘Concentrates total cost of correcting trust

fund problems on the higher income group,
thus having the most severe affect on savings
flow.

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. '



STAFF COMMENTS

Robert Hartmann: Base/Rate Option A

Jack Marsh: 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 reduced savings
flow and capital investment."”

Phil Buchen: "Any proposal advanced at this time...should
combine increases in both the tax rate and
earnings base."

Bill Seidman: 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




STAFF COMMENTS

Robert Hartmann: Base/Rate Option A

Jack Marsh: 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: "Any proposal advanced at this time...should
' combine increases in both the tax rate and
earnings base."

Bill Seidman: 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




STAFF COMMENTS

Robert Hartmann: Base/Rate Option A

Jack Marsh: 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: "Any proposal advanced at this time ...should
combine increases in both the tax rate and
earnings base."

Bill Seidman: 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 Tax Rate only option which simply
raises the social security tax.

Approve ' : Disapprove
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ITI.

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: 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.

BACKGROUNﬁ, 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?














