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Jordan, Vernon E., Jr., executive director, National Urban League.......
Kennedy, Rev. Robert P., chairman, Task Force on Adequate Income and
Services, Community Council of Greater New York; accompanied by:
Bernard M. Schiffman, executive director, CCGNY; and
Jerry A. Shroder, director of Information Services, CCGNY........

Keppler, John J., executive vice president, Federation of Protestant Wel-

fare Agencies of New York:; accompanied by: :
S8amuel Felder, consult@tt. v v mecececimneecccencccecnecrenaan
Kessler, Mrs. Gladys, Counsel, Working Mothers United for Fair
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Knebel, James D., executive vico president, National Association of Blue
Shield Plans; accompanied by:
Laﬁvf\egg% C. Morris, -vice president, Planning and Programing,
K(i&:h, I-{(on.k Edward 1., a Representative in Congress-from the State of
6W YOrK. .o e ecicccieccmeecememecammmm—————————
Kurfess, Charles F., speaker, Ohio House of Representatives, in behalf of
the National Legislative Conference ; accompanied by:
Allen Dines, State senator, Colorado; and
Richard 8. ﬁodes, State representative, Florida.- ..o aoooo
League of Women Voters of the United States, Lucy Wilson Benson, presi-
dent; accompanied by: |
Leonard Lesser, consultant;
Jack T. Conway, president, Common Cause; and
Jack Moskowits, consultant. .. ..o ocncenenmncnnanaanan
Leopold, Jonathan, M.D., commissioner, Department.of Mental ilealth,
ontpelier, Vt.; and Gaver, Kenneth, M.D. commissioner, Department
of Mental Hygiene and Corrections, Columbus, Ohio; accompanied by:
Harry C. Schnibbe, executive director, National Association of State
Mental Health Program Directors, Washington, DCoeieeae -
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Liberty Lobby, Washington, D.C., Warren 8. Richardson.......ocu.... 770

Licht, Hon. Frank, Governor, State of Rhode Island; accompanied by:
John J. Affeck director, Rhode Island Department of Social and Re-
habilitative éervlces; and
Joseph F. Murray, acting administrator, assistance payments program. 1037
Life Insurance Assoclation of America, John 8, Pillsbury, Jr., chairman
and chief executive officer, Northwestern National Lite' Insurance

Company..ccccucrccracnacacncccencanamraacaccacranaana vemmmmn—n 740
Life Insurers Conference, John 8. Pillsbury, Jr., chairman and chief exeou-
tive officer, Northwestern National Life Insurance Company....cceen.- 740

Loughery, Richard M., administrator, Washington Hosflta Center, on
behalf of the American Hospital Association 151 accompanied by:

Kenneth ‘Williamson, deputy director, AHA, and director, Washing-

ton Service BureauU. . coceccvcrcicrcanacncreacraranmanrn———- 2274
Louisiana Hospital Association, Warren W. 8imonds, president; accom-
panied by: Charles R. Gage, executive director LHA. ... . ... 2516
Louisiana State Medical S8ociety, Edward M. Harrell; accompanied by:
Paul Perret, assoclate secretary-treasurer, LSMS. . .o ccrrerrcenenn. 2663
MceDaniel, Durward K., national respresentative, the American Council
of the Blind, Washington, D.C.. oo oo o oeooomemoemeecmm e zom e me 780
MecLean, Mrs. Elaine, vice president, Washington State Welfare Rights
Organization. . ..o eiieesmeccnmccrccsanan oo - 2239
Maisonpierre, Andre, vice president, American Mutual Insurance Alliance. 2548
Management Systems Consultant, B T. Dibble, Atlanta, Ga. o e ... 2370
Meskill, Hon. Thomas J., Governor of the State of Connectiout......... 2007

Michigan University, School of Education, Hon. Wilbur J. Cohen, dean.. 2121
Minarchenko, Paul J., director of legislationf‘ American Federation of

State, County, and Municipal Employees, AFL-CIO...e.oocneeunnann. 1767
Mitcheli, Clarence, director of the Washington Bureau of the National
Association for the Advancement of Colored People.......oo.ooo...... 2220

Modlin, E. C,, president, North Carolina Social Services Association;
. accompanied by:

Beverlﬁ Heitman, chairman, H.R. 1 Task Force of North Carolina.. 1700
Montoya, Hon. Josepfx M., & U.8. Senator from the State of New Mexico. 12056
Moore, Florence, executive director, National Council for Homemaker-

Home Health Aide Services, Inoc.; accompanied by:
Patricia Gilroyf executive director, Homemaker Service of the Na-

tional Capital Area Washlnlgbon, DCaeecieeccecmccccaacanaan 2491
Morrison-Knudsen Co. of Boise, Idaho, Lee E. Knack, director of labor
TOlALIONS.. oo e e mereiimtana e cecmaceemn—mam———————— 1441

Murphy, Richard E., assistant to the general gresldent, Service Employees
. International Union, AFL-CIO; accompanied by:

Paul Quirk, presid’ent, looal 569, Boston, Mass. v cnveecncccnnnnn- 1789
Mpyers, Robert J., former chief actuary, Social Security Administration... 861
Nagle, John F., chief, Washlngton office, National Federation of the Blind. 775
National Association of Blue Shield Plans, James D. Knebel; accompanied

NABSP. . .iiiccccnacncaans P 2737
National Association for Mental Health, Hilda Robbins, member, Publio
Affairs Committee; president, Pennsyivania Mental ﬁealth, Ing., Fort

Washington, Pa. ... eenercnnnnncacnsananuaancncamannaannne . 2479
National Association for the Advancement of Colored People, Clarence
Mitohell, director, Washington Bureau. . ...cccceecoccamacnccaancnax 2220

National Association of Counties, Doris Dealaman, Freeholder, Somerset
County, N.J., chairman, Welfare Committee; accompanied by:
Ellis P, Mur&h , director, social services, Los Anlgelea County, Calif.,. -
president, National Association of County Welfare Directors;
David Danfel, director, public aid, Cook County, Ill.; and

Ratliph Tabor, director, Federal affairs, National Association of Coun- 1990
08 e e neee e e mamececaeeeaneeamem—mm——am—————————— —————
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National Association of Life Underwriters Committee on Federal Law and
Legislation, Burton C. Holmes, CLU, vice chairman; accompanied by:
fichale Kerley, staff counsel, NAL
National Association of Social W’orkers, Ine., Rev. Bernard J. Coughlin
chairman, Division Cabinet of Social Policy and Action; accompanie

by:
yGlen Allison, director, Washington Office, NASW____.__ ... .. ..
National Association of State Mental Health f’rogram irectors, Jonathan
Leopold, M.D., commissioner, Department of Mental Healtl'x, State of
Vermont; Kenneth Gaver, M.D., commissioner, Department of Mental
H}ifiene and Corrections, State of Ohio; accompanied by:
arry C. Schnibbe, executive director.......coucceocmencecancnnon
National “Conference of Catholic Charities, Rev. Msgr. Lawrence J.
Corcoran, 86CretATY . o convcceocacmoacasuonumcaran et nen .
National Coordinating Committee for Trade Union Action and Democracy,
Fred Gaboury, cochalrman. .. ..o iiecncconcanananacazsenn
National Council for Homemaker-Home Health Aide Services, Inc.,
Florence Moore; accompanied by:
Patricia Gilroy, executive director, Homemaker Service of the Na-
tional Capital Area, Washington, D.C... o curcrcemanccanannnan
National Council of Jewish Women, Mrs. Donald Brown, national board
member; accompanied by:

Mrs. Bernard Koteen, chairman, Day Care Committee.............
National Federation of Independent Business, James A. Gavin, legislative
director; accompanied by: '

Thomas Rae, Washington, D.C., staff..__._. dmmemmemameammamman—a
National Federation of the Blind, John F. Nagle, chief, Washington office..
National Federation of {Sogial Service Employees and Affiliated Organi-

zations, Ozzle Edwards. . . .- ccoermee e aecacicnencncmancnannas
National Federation of Student Social Workers, Thomas J. Banaszynski;
accom?anled by: oo

Hector Sanchez, coordinator of education, NFSSW __ ... ....._.....

National health and environmental law program, Margaret Ewing,

University of California, Los Angeles; accompanied by:
H:}:'veysl\%aszdon, health law project, University of Pennsylvania
aw School. . o oceeeer i ccccee e e memeemmeemmea————e
National League of Senior Citizens, Mike Burk, legislative advcoate,
Los Angeles, Calif . . ... o eciimimenncammcaacacaanaan
National Legislative Conference, Charles F. Kurfess, speaker, Ohio

House of Representatives; accompanied by: .
Allen Dines, State senator, Colorado; and

Richard 8. Hodes, State representative, Florida. . c.cceeno...
National Medical Assoclatfon, Emerson Walden, M.D.; accompanied by:

Drs. John Chissell, Erman Edgecomb, John A. Kenney, Jr.; and

Loy Kirkpatrick, counsel. . ... cccccccoccuounmoncaancncomamanann
National Retired Teachers Association, Peter Hughes, legislative represent-

ative; accompanied by: :

Robert Sykes, legislative representative ... ..ccccevececacacccaaan.
National Urban League, Vernon E. Jordan, Jr., executive director.......
National Welfare Rights Organization, George A. Wiley, executive director;

accompanied by:

Beulah S8anders, national chairman, NWRO_. .. .ocvmoeocaaaaaan-.
New YorktState Civil Service Employees Association, Theodore C. Wenzl,

president. . v.eeeoceeecccenncsoeecamaraomcccaeenscanmmnmmaenee
New York State Legislature, Hon. Henry A. Wise, former member. . ....
Nixonl (.?ltl)en, president-elect, Southern States Industrial Council; accom-
panied by: . ,

Anthony Harrigan, executive vice president_....cccocccccmocuanann

Noland Rche P., executive director, American Physical Therapy Associa~
tion, Was ington, D.C.. .. o iieeimenncmcaaeacenne.

North Carolina Social Services Association. E. C. Modlin, president;
accompanied by:

Beverly Heitman, chairman, H.R. 1 Task Force of North Carolina. ..
Northwestern National Life Insurance Co., John 8. Pillsbury, Jr., chairman

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

and chief executive officer... ... e iiamecemmemetmeemeemmemem—m——
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Ob%, Hon. David R., a Representative in Congress from the State of Pare
860

MBIN L e aie i crcecimiccacscmcascncsanacnan 1212
Oglivie, Hon. Richard B., Governor, State of Illinois; accompanied by:
Edward T. Weaver, director, Illinols Department of Public Aid___.. 1043

Oller, Jose Garcia, M.D., president, American Council of Medical Stafls;

accompanied It_>lv:
Edward S. Hyman, M.D,, secretary, ACMS._ . ..o ccaaoao... 2683
Pechman, Jost;gh A.; accompanied by:
Alice M. Rivlin, Brookings Institution... ... .o o o a_... 801
Pepper, F. J.,, M.D., vice chairman, American Veterans Committee...... 2288
Percy, Hon. Charles H., a U.8. Senator from Illinois.__ ... ... ...-. 1377

Pillsbury, John 8., Jr., chairman and chief executive officer, Northwestern
National Life Insurance Co., on behalf of American Life Convention,
Life Insurance Association of America, and Life Insurers Conference,
accompanied by:
Richard Minck, actuary, Life Insurance Association of America.. ... 740
Public Services Committee, P. Richard Stoesser, chairman, Board of
Commissioners, Midland éountv, Mich; accompanied by:
P. JerrK[Bennett, chairman, Board of Commissioners; and ]
- H. M. Meredith, county social services director._ ... . ... ...... 1303
Reagan, Hon. Ronald, Governor of the State of California; accompanied

y:

Robert Carieson, director of social welfare.. .. .. ocucccernuomuanann 1873
Reid, Joseph H., executive director, Child Welfare League of America;

accompanied by:

Jean Rubin, staff. .o irececmccccceccccccmarenaecaan 2020
Richardson, Warren 8., general counsel, Liberty Lobby, Washington, D.C. 770
Robhins, ‘Hilda member, Public Affairs Committee, National oociation

for Mental }fealth; president, Pennsylvania Mental Health, Inc., Fort
Washington, Pa. ..o oceoceeoeeeccccacccccacacecacaacasnnanan 2479
Rockeif%l%r, Hon. Nelson A., Governor of the State of New York; accom-
panied by:
Barry Van Lare, executive deputy commissioner, Department of
Sooial Services, New York State. ... ccoveocncrcmiacmcanccacnnan 2144
Ross, Hon. James E., chairman, Beaver County Commissioners, Beaver,
Pa.;: accompanied by:
dols,mo Morabito, assistant administrator, Beaver County Hospital, 2881
B e e e e e e e e e e e amm e mmMememmmmsmEme—meSmaeMscmasanen.
Salt Lake area community action program, William F. Biggs, Salt Lake
Citg, Utah; accompanied by: '
onn ﬁartley, vice Yresident, Utah Welfare Rights; and
And{e;lv Gallegos, Coalition of Spanish Speaking Organizations of

71 | NIRRT VS S 2358
Sargent, Hon. Francis, Governor of Massachusetts; accompanied by:
Leonard Hausman; and
Edward Moscovitch, economists. ... .occcecurmcmcoanccccccccaccans 042
Schloss, Irvin P., legislative analyst, American Foundation for the Blind,
Washington, D.C..ccccenumrcacccccccacacacsaczsauncsssazaannann 790
Service Employees International Union, AFL-CIO, Richard E. Murphy,
assistant to the general president; accompanied by:
Paul Quirk, president, local 506, Boston, Mass. . o cccucccccccannnen 1759
Shaker, Willlam H., Delta Associates International. ..o cemeanannaa.- 2299

Sheppard and Enoch Pratt Hospital, Robert W. Gibson, Towson, Md.... 2408
Shore, Chester, chairman, Committee on Federal Legislation, Health and
Weltare Council of the National Capital area. - . - vocceccccncuceo-a. 2289
Simonida bWarren W., president, Louisiana Hospital Association; accom-
anje : '
P Charle{ R. Gage, executive director, LHA ... uemamaacaeeaaoo 2516
Smith, Hon. Preston, Governor, State of Texas: accompanied by
Raymond Voweil, commissioner of public welfare, and
Ed POWOB. o e en i emcemdcmamamemammmmmecema—ama.——— 1088
Smith, Richard 8., welfare supervisor, Prince Georges County, Md,,
Department of Social Sciences. -..occvccoeoniecmaciencnancacanas w--- 887



e

X

Public Witnesses—Continued i

Social Security Administration, Robert J. Mf'ers former chief actuary...
Southern Illinois University, éarbondale, Ill,, Thomas M. Brooks, dean,
School of Home Economics, member, American Home Economics
Association; accompanied by:
Dorisi I;{ansen, executive director, American Home Economics As-
BOCAtION - o o e e ciccccccacmeccccccaccnmnaenaa
South?rg bStates Industrial Council, Allen Nixon, president-elect; accom-
panied by:

Anthony Harrigan, executive vice president...__ . .. .. .....

Stoesser, P, Richard, chairman, Public Services Committee, Board of
Commissioners, Midland County, Mich.; accompanied by:
. Jerry Bennett, chairman, Board of Commissioners; and

H. M. Meredith, County Social Services Director.. ... cooocon._..
Stone, Virginia, chairman, Executive Committee, Division of Geriatric

Nursing Practice, American Nurses’ Association; accompanied by:

Coxgéa‘&nce Hofleran, director, Governmental Relations Department,
Thompson, William, stated clerk, United Presbyterian Church, U.8.A,;

accompanied by:

Dorothy Height, vice president, National Council of Churches of

Christ in the U.8.A.; and .
Hobart Burch, general secrotary for health and welfare, United Church
of Christ Board for Homeland Ministries. . .. . oo o oouoa_...
Tresnowski, Bernard R., senior vice president for Federal programs, Blue
Cross Assooiation. .. ..o eeemmecicccicacicccccccaccacmcacanaan
Trister, Michael B., Washington Research Project Action Council; ac-
companied by:

Nanocy Duff Levk .............................................
Ullmann, Hon. Al, a Representative in Congress from the State of Oregon.
United resbyterlan Church, U.8.A., William Thompson, stated.clerk;

accompanied by:

Dorothy Height, vice president, National Council of Churches of

Christ in the U.S.A.; and
Hobart Burch, general secretary for health and welfare, United Church
of Christ Board for Homeland Ministries. ... oo aamacaaaa
U.8. Catholic Conference, John E. Cos%;ove, director, social development.
Walden, Iiﬂraxegson, M.D., president, National Medical Association; ac-
companied by:

Drs. John Chissell, Erman Edgecomb, John A, Kenney, Jr.; and Loy

Kirkpatrick, counsel. _ ... .o n e i iiccceiceaaeea
Washington Hospfta'l Center, Richard M. Loughery, administrator, on
behalf of the American Hospital Association; accompanied b{: -

Kenneth Williamson, deputy director, AHA, and director, Wash~

ington Service Bureau. .. .. ..cccocicocouociacecccaaccnanan
Washiingtgn Research Project Action Council, Michael B. Trister; accom-
panied by
+ Nancy Duff Lew .................................. ememememena-
Washington State Welfare Rights Organization, Mrs. Elaine McLean,
vice president . . .o coooc i iiircccndcccecaceincusasmneca———.
Webber, Clyde M., executive vice president, American Federation of
Government Employees; accompanied by:

Stephen A, Koczak, director of research . . - - oo o co oo

Weems, Samuel A., prosecuting attorney, 17th Judicial District, State of
Arkansas, legislative chairman of the Arkansas Prosecuting Attorneys
ARSO0IAbION . o e e e cnceceemccccmccccacesmcnccoanman -

Weleh, George A., Area Resources Improvement Council, Benton Harbor,
Mich.; accom%anied by:

J. Howard dwards, executive director, ARIC;

Roger Curry, executive vice president, Twin Cities Area Chamber of

ommerce; ang

An;}y Takacs, director, government and urban affairs, Whirlpool Corp.
Winzl, ml;?odore C., president, New York State Civil Service Employees
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Wiggins, Jack G,, Ps chologist, Cleveland, Ohio, member, Board of
overnors, Council for the Advancement of Psychological Professions
and Sciences (CAPPS), and executive committee; accompanied by :
A. Eugene Shapiro, diplomate, clinical psly('chologx, consultant in
p&yc oloiy, 8t. Michael's Hospital, Newark, NJ.oovvrevcenanann
Wiley, George A., executive director, National Welfare Rights Organiza-~
fon; accompanied by:
Beulah Sanders, national chairman, NWRO. . . oo oo
Wilt, Lynda, president, Aid to Dependent Children Association of Lane
County, Oreg.; accompanied by: )
Patricia Ban;
Robin Derringer; and
Loretta Daniel. ... ciccrccccccnncemenceamaa-
Wise, Hon. Henry A.; former member of the New York State Legislature..
Wolfbein, Seymour 1., Chamber of Commerce of the United States of
America; accompanied by: .
Karl T, Schlotterbeck, consultant on economic security..cccurevena.
Working Mothers United for Fair Taxation, Mrs. Gladys Kessler........
Wyman, George K., president, American Public Welfare Association;
accompanied by:
Wilbur J. Schmidt, chairman, National Council of State Public Welfare
Administrators; and
Lloyd E. Rader, director, State Department of Institutions, S8ocial and
habilitative Services, Oklahoma.. ... u oo iaiaaaaos
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Abzug, Hon. Bella 8., U..S Representative from New York.. . .. ..__...
Acuff, Charles E., president, National Association of Coordinators of State

Pro%'ams for the Mentalfy Retarded, Inc..... remmmmcmeeceemmam————
AFL~CIO, Andrew J. Biemiller, director, Department of Legislation.....
Agnes, Sister Mary, O.P., administrator, Holy Family Hospital..._ ... ..
Air Line Pilots Association, International, Capt. Paul Metealf, chairman,

Committee on Discrimination in Pilot Employment_.._ ... .. ...
Alabama State Agency for Social Security, Edna M. Reeves, director._..
Allied Pilots Association, Martin C. Seham, general counsel. . ... .....
American Association of Bioanalysts, Bernard Diamond, chairman,

Government and Professional Relations Couneil ... oo oo
Anerican Association of Blood Banks_..._. mmmcscmemmmsmamam——a———a
American Association of Dental Schools, John J. Solley, D.D.8,, president._
American Association of University Women, Mrs. Sherman Ross, chairman,

legislative program committee. ... oo cciccceaccacacaaa
American Bar Assoclation, Milton M. Carrow, chairman, section of admin-
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tion; and Dr. William 8. Day, president, International Chiropractors
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American Clinical Laboratory Association, James L. Johnson, president...

American Life Convention, Life Insurance Association of America, William

B. Harman, Jr., general counsel, ALC, and Kenneth L. Kimble, vice
president and general counsel, LIAA ... . . ciiiaiacaan..
American College of Nursing Home Administrators, Donovan J. Perkins,
D.P.A,, f)resi LT 1 U PRI
Amerioan Insurance Association, T. Lawrence Jones, president. .........
American Medical Association . ..o oo ececmemcccmccaanan
American Nurses Association, Inec.:
Constance Holleran, director Government relations. ... ... ...
Eileen M. Jacobi, R.N., Ed. D., executive director..... ... ........ .

American Nursing Home Association of the Medicare and Medicaid

Programs, John K. Pickens.. .. .o oo omeocccmcmmcccceaaeeman
American Optometric Assoeiation. ... ..o cco e cieecen
American Parents Committee, Inc., George J. Hecht, chairman_._ ... ...
American Pharmaceutical Association. .. ... ocvoocoeaoonooiaanans
American Podiatry Association, Ernest M. Weiner, D.P.M., president....
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SOCIAL SECURITY AMENDMENTS OF 1971

. THURSDAY, JANUARY 20, 1972

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 10 o’clock a.m., in room
2221, New Senate Office Building, Senator Russell B, Long (chair-
man) presiding. ) L

Present : Senators Long, Anderson, Talmadge, Fulbright, Ribicoff,
Byrd, Jr., of Virginia, Bennett, Curtis, Miller, Jordan of Idaho, Fan-
nin, and Hansen. .

OPENING STATEMENT OF THE CHAIRMAN

The Cammman. The committee is beginning its public hearings to-
day on H.R. 1, the administration’s social security, medicare, and wel-
fare expansion bill. As I have stated, this bill will be accorded top
priority by the committee this year.

True welfare reform certainly deserves our highest priority, for
there is widespread agreement that our present welfare system is
badly in need of overhaul. In our society we place a high value on
work as the means to economic independence, yet our welfare system
rewards recipients who do not work, places obstacles in the way of
their working, and penalizes them financially if they work despite these
obstacles.

Our society places a high value on family life and the responsibility
of parents for providing for their children, yet our welfare' system
rewards illegitimacy, and desertion, and penalizes efforts at self-
help among the poor. Significantly, illegitimacy and desertion are the
two major causes contributing to the phenomenal increase in the wel-
fare rolls in the last few years.

Speaking as one member of the Committee on Finance, this Senator
will be most interested in hearing testimony pointing out ways our
gresent welfare system can be reformed to remove this inconsistency

etween what our society values and what we are actually encourag-
ing through our welfare system.

It seems to me that true welfare reform must accomplish 'these ob-
jectives : It must discourage family breakup and foster family units;
1t must prevent cheating and dishonesty, and, when this fails, detect it
and deal firmly with it; it must reward efforts at self-help rather
than rewarding idleness among the employable; and it must provide
adequate child care services for children of low-income working moth-
ers and mothers on welfare.

(735)
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Unfortunately, the welfare provisions of H.R. 1 would not correct
the glaring deficiencies of our present welfare system but only make
them several billion dollars more expensive. To deal with these situa-
tions, I have already introduced legislation to involve the Federal
Government in collecting child support from fathers who desert their
families or who have never married the mother of their children and
to provide child care services.

I am also preparing legislation to reward individuals for working
rather than not working, and to mount an attack aimed at ending
welfare cheating and welfare deceit. *

For years now the Department of Health, Education, and Welfare
has been saying that welfare ineligibility was less than 1 percent.
Just a few months ago they released a pamphlet, entitled “Welfare
Myths,” in which they continued to propound this myth of 1-percent
ineligibility. But I am pleased to say that they are now replacin
welfare myths with welfare facts. For they have just recently release
a study showing ineligibility in aid to families with dependent children
to be about 6 percent, and they have admitted that even this figure is
probably low. ‘

In my view, eliminating the ineligibles from the welfare rolls is
an essential element of true welfare reform. The taxpayers of America,
who are supporting the welfare program with their own hard-earned
money, are entitled to a program under which welfare benefits go
only to the truly needy.

n summary, then, I would hope that we will hear testimony that
deals with the true causes of our welfare problems today and con-
s}t;ructive ways of dealing with those problems rather than aggravating
them. '

With respect to health care legislation, I would also hope that the
committee will receive testimony regarding my roposal to provide
insurance protection against the costs of catastrophic illness. A similar
proposal was agreed to by the Committee on Finance in 1970, by a
vote of 13 to 2. I am pleased that my amendment has attracted such
strong support. In my opinion, protection against the cost of cata-
strci? ic illness, coupled with the extension of medicare to the disabled
as H.R. 1 provides, along with improvements in medicaid would meet
the most pressing shortcomings of our Federal health care system.

I might also point out that there will be introduced shortly a bill
that will provide additional work incentive and tax relief to low-
income workers. Under my proposal, workers with incomes below the
poverty level would receive general fund payments equal to both the
employer and employee shares of the social security taxes paid on
their earnings. As I have said before, I do not believe we should use
the hard-earned tax dollars of American citizens to pay a welfare
allowance to an individual if we can help him directly by lifting some
of the Federal tax burden from his back. '

‘We will now call the first witness.

Senator Riercorr. I wonder, Mr. Chairman, if I might make a
few comments ¢

"Senator BENNETT. Mr. Chairman, I am sure that you and I are on
the same wavelength with respect to most 6f the reforms we want to
see made in this bill, dlthough we may differ in degree or in method;
but I am very hopeful that when we get through that we will have
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developed a bill which will reserve welfare for those who really need
~ it and who have no other reasonable expectation of taking care of
themselves. On that basis I am sure we do agree.
The Crairman. Thank you, Senator.
Senator Ribicoff ¢

- STATEMENT BY SENATOR RIBICOFF

Senator Ribicorr. Mr. Chairman, I think it is only fair to point out
that during the consideration of the tax bill you assured the Senate
.that the Finance Committee would start immediately on H.R. 1; and we
have done so and it was your objective to get this legislation before
the Senate on March 1, and I am confident that that can be done.

There is no question that H.R. 1 remains highly controversial ; some
call it a sham ; some call it an extravagance. You, Mr. Chairman, and
I have some differing opinions on different phases of this legisla-
tion. But I believe that before the Senate is through that we can enact
a worthy bill into law.

I have introduced a series of amendments beginning with the basic
guarantee that no welfare recipients will be worse off under H.R. 1
than they are now under the present welfare system.

My amendments would provide an additional payment level of
$3,000 for a family of four; each year payment levels would increase
until by 1976 no recipient would receive less than a poverty level ad-
justed annually for rises in the cost of living.

The State and local governments would also receive major fiscal
relief over the next-5 years. They would pay a decreasing percentage
of their calendar 1971 costs each year until by 1976 the welfare pro-

—&ram would be financed fully by the Federal Government.
.~ While most—welfare recipients are unable to work, my proposal
provides jobs for those who are able-bodied, 300,000 jobs in the public
sector, at no less than the Federal minimum wage, and day care for
those who need it.

‘Mr.- Chairman, I would like to point out.that my amendments
now have the support of 22 Senators, 14 Governors, and numerous
public interest groups. |

It is my personal opinion that passage of H.R. 1 with these im-
" provements will end the inadequate, debilitating system in operation
of our welfare program across our Nation.

Thank you, Mr. Chairman.

The Caamman. Thank you. I will insert the press release of the
committee announcing these hearings and then we will hear the first
witness.

(The press release follows:)

TS -
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FRESS RELEASE

"FOR'IMMEDIATE RELEASE COMMITTEE ON FINANCE

December 29, 1571 .UNITED STATES SENATE
2227 New Senate Office Building

FINANCE COMMITTEE FIXES HEARINGS ON SOCIAL
SECURITY AND WELFARE

Senator Russell B, Long, (D., La,), Chairman of the Finance
Committee announced today that on Thursday, January 20, 1972, the
Committee will begin public hearings on Social Security and Welfare
legislation in connection with its consideration of H. R, 1. The hearings
will begin at 10:00a. m. on Thuraday, January 20 in Room 2221 New
Senate Office Building.

Senator Long noted that the Committes had already received
testimony from Administration witnesses on H, R, 1. He recalled
that the President had asked the Committee to set aside its work-on
the bill in order to act on the economic program involving the restora-

.tion of the investment tax credit, He stated that the President had also

urged that the Committee return to consideration of the welfare measure
after the work on the tax bill had been completed.

" Senator Long statédr 'Now that that bill has been signed into
law, the Committee will be according top priority to action on Soclal

"Security, Medicare and Welfare-legislation.

' expect.that the Committee will'be most interested in hearing
testimony on the ways the welfare provisions of H. R, .1 can be revised
to bring about true welfare roform. It is elementary common sense
that soclety should pay for those things it values rather than those things
it looks down upon, .This means an acceptable welfare program must

‘pay people to work rather than not to work if they are employable, and-

must reward marriage and responsible parenthéod rather than illegeti~
macy and'desertion, ¥'hen we speak of the 'welfare mess' today we
mean that We are rewarding people for doing exactly the.opposite of
what our society values,

“"Unfortunately, H. R. 1 doeg little about the pulent welfare
meu, except to make it'worse by several billions of dollars. The major
causes of the tremendous increase in the welfare rolls in recent years
have been illegitimacy and desertion. No welfare proposal can be true
reform unless. it deals with these problems, It was for this reason that
I introduced S, 3019 to add strong new provisions to-the laws involving
the Federal Government-in collecting child support from fathers who
desert their families or who have never married the mother of their
children,

“Far from providing incentives to work, the Wwelfare provisions
of H..R. 1 reprasent & tremendous expansion of our welfare rolls with--
little hope of reduction at any time in the future. ILike the present wel-
fare mess, H. R, 1 pays money to persons who do nothing and then

“starts taking it away from them when they start working,

T intend shoxtly to introduce legislation.to do exactly the
,opposite~~to réward individuals fox working rather than not working.

I also plan to offer amendments to put a stop to the widuprea(l
cheating that permeates today's welfare system,

YIf we are going to reform the welfare program, then we should’™
include in the bill those provi-lonrwhlch will make it true reform. The
uxpayqa ) of Araerica, desexve no less. "
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Requests to Testify -« SenatorLong advised that witnesses desiring

" to testify during this hearing must make their request to-testify to Tom Vail,

Chief Counsel, Committee on Fimnco, 2227 New Senate Office Bullding,
Washington, D. C., not later than Wednesday, Januvary 12, 1972, -Witnesses
will be notified as soon as possible sfter this cutoff date as to when they are
scheduled to appear. Once the witness has been advised of the date of his
appearance, it will not be possible for this date to be changed, 1If for.some
reason-the witnesa~is unablé to'appea¥ on the date scheduled, he may file a
written statemont’Ior the record-of the hearing in'liéu of a personal appearance.

Consolidated Testimotiy =~ Thié Chairman-also stated that the Com«
mittee'urges all witnesses who have a“zommon position or with the same
general interest to consolidate their teatimony and designate a single spokess
man to present their common viewpoint orally to the Committee. This pro-
‘cedure will enable the Committes to receive a wider expression of views on

.the total bill than It might otherwise obtain. The Chalrman praised witnesses

who In the past have combined their statements in order to conserve the time
of the Committee, And he urged very strongly that all ‘witnesses exert a
maximum effort, taking. into account the limited advance notico, to consoll~
daterand coordihite their statements.

Legislative Reorganization Act =~In this respect, the Chalrman ob=
urved that the Legislative Reorganization Act of 1946, as amended, requires
all witnesses appearing before the Committees of Congress ~~

"to file in advance written statements of.their proposed
testimony, and to lithit their oral puuntatlons to brlef
cguymmaries of thelr argument, " :

The statute also directs the staff of ‘sach Corfimittée to pxepuo digests of all
“tastimony for the use of Committee Mémbers.

Senator Long stated that in light o! this. statute and-in view of the large
nufmber of witnesses who dedire to appear before the Committes in the limited
tlmn available for the hearing, ll! wltnelu- who are lchedul to tutlty
' must comply wm\ the following rules;

(1) A lhtementl .must be filed with the Committee st least

one day in advance of the day on which the witness is to appear,
) Ia witness is achedulod to testify on a Monday or Tuuduy,

" he must file his written’ statement with the Commltteo by the’

Friday pueedlng Bll appearance.’

(2) 'All witnesses must include with their written statement :
Y nmﬁmu of the grlnclal golnt 8 Included In the statement,

(3) The written statements must bo typed on lettér-size paper,.
(not logal size) and at least so cogln must bo submitted to the
* Committee.

(4) Vitnesses are not to yead their written statements to the.

Commmeo. ‘but are to confine their ten-minute oral presenta=
tions to a summary of the points lncludod in the statement.

(8). Not more than ten minutes will be alléwed -for }ho ‘oral summary,

Witnesses who fail to comply with these rules will forfeit thelr p#ivilege to
tutlfx. Those who have already requested to testify need not submita -

second request.

Written Statements -~ Witnesses who are not scheduled for oral presen~
tation, and others who desire to present a statement to the Committes, are..

*-arged to prepare a written position of their views for submissionand inclusion

in the printed record of the hearings, These written statements éhould be
submitted to Tom Vail, Chief Counsel, Committee on Finance, Room 2227,

Niw Sanu Omco Building not later than Friday, February !8, 1312.

72-87130-18-pL3-3 B

'
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The CuarrMAN. The first witness is Mr. John S. Pillsbury, Jr.,
chairman and chief executive officer of Northwestern National Life
Insurance Co. of Minnesota, and on behalf of the Life Insurance Asso-
ciation of America and the American Life Convention.

Mr. Pillsbury ¢

STATEMENT OF JOHN S. PILLSBURY, JR, CHAIRMAN AND CHIEF
EXECUTIVE OFFICER, NORTHWESTERN NATIONAL LIFE INSUR-
ANCE COMPANY ON BEHALF OF AMERICAN LIFE CONVENTION,
THE LIFE INSURANCE ASSOCIATION OF AMERICA AND THE LIFE
INSURERS CONFERENCE, ACCOMPANIED BY RICHARD MINCK,
ACTUARY, LIFE INSURANCE ASSOCIATION OF AMERICA

Mr. Priurssury. Mr. Chairman and gentlemen, my name is John S.
Pillsbury, Jr., and I am chairman and chief executive officer of the
Northwestern National Life Insurance Co., Minneapolis, Minn.

I appear today on behalf of the American Life Convention, the
Life Insurance Association of America and the Life Insurers Confer-
ence. These three associations have an aggregate membership of 407
life insurance companies, accounting for 93 percent of the life insur-
ance in force in the United States. These companies also hold 99 per-
cent of the reserves of insured pension plans in the United States.
We very much appreciate this opportunity to express our views on
H.R.1 and I might add that my testimony is directed to the social
security provisions of the bill more than to—and not to the welfare
provisions, o : g

‘While my prepared statement covers a number of the provisions;
however, I would like to discuss for a moment the relationship of
the social security system to the private retirement system.

Since the inception of social security, we have always understood
it to be the policy of Congress that this system is not intended to be
the onliy means for providing retirement security for American work-
ers and their families. Rather, social security has properly been de-
signed to provide individuals with a basic floor of protection in their
retirement. It has been left for various private savings media, includ-

ing insurance company products, to provide retirement income above’

this level. . . , ‘

These private plans offer flexible arrangements which can be de-
signed to fit an individual’s particular needs. It is important, there-
fore, that the social security system not be structurego or expanded

80 as to prevent the ability of individuals to use private savings media

to provide retirement income for themselves beyond the social secu-
rity floor of protection. 4 : _
aintenance of a strong private retirement income system is also
important for the economy as a whole. Savings through life insur-
ance, pension funds and other private savings media make a major
contribution to the supply of private capital needed for an expand-
ing economy. The social security system, quite properly, I might add,
does not generate capital but redistributes virtually all of the tax
revenue as received. : '
Thus, maintaining a proper balance between the social security
system and the private retirement media is important. If the proposed

S

o
-
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increase in the earning base, that is, the base on which social security
benefits and taxes are computed, which is included in H.R. 1, is
adopted, we believe that the balance will be seriously distorted. On
J anuarﬁ’ 1 of this year the earnings base was increased to $9,000 pursu-
ant to the social security bill passed last year. H.R. 1 would now further
increase this base to $10,200. We strongly onose this further increase.

We believe that the average earnings of regularly employed male
workers represent an appropriate dividing line between the area in
which the Government should have responsibility to provide basic
retirement benefits and the area in which the individual, acting alone
or with his employer, should have responsibility to provide retirement
security through private media. In our opinion, the social security
system olearly reaches beyond its role of providing basic economic
protection when it provides benefits on earnings above this
average.

Under our estimates, the average earnings of regxlarly employed
male workers will not even reach the $9,000 wage base presently in
effect until 1973 and will not reach the proposed $10,200 wage
until several years thereafter. Thus, an increase to $10,200 would bring
the earnings base to a level substantially in excess of the estimated
average earnings.

. What is the practical effect of raising the earnings base above a justi-
fiable level? First, the increase would entitle workers with above-
average earnings to additional social security benefits based on their
earnings included in the newly covered earnings band and, in this
manner, would raise the benefits of these workers substantially above
the floor of protection standard. Moreover, the increase would require
workers at these earnings levels to pay substantially higher social
security taxes. , -

For example, the social security taxes payable by an employee earn-
ing $10,200 would be increased in 1973 by 18 vercent, from $468 to
$551, largely attributable to the earnings base increase in H.R. 1. This
increase would be added to the 15-percent increase in his social security
taxes which already took effect in January 1972, resulting in a total ta;
increase over a 2-year period of 36 percent from $406 to $551. X
. It is also important to note that, for younger employees, these in-
creases are far in excess of the cost of the new benefits they will receive.
The g)roposed earnings base increase would thus seriously impede
the ability of and undermine the incentive for the affected individuals
and their employers to provide -for retirement income through the
many tvpes of private media available. ‘ -

Finally; and of substantial importance, is the interrelationship of
the proposed earnings base increase and the provision in HL.R. 1 for
automatic adjustments in the earnings base to ‘account for future
increases in earnings. Although our industry, in‘the past, has opposed
the concept of automatic increases in both benefit levels and the earn-
ings base, we accept the fact that such provisions are likely to be
enacted. However, such automatic adjustments should be made to an
otherwise proper earnings base. If the initial base is too high, the
excess will forever be built into the system as the fnture automatic
increases will merely be a&de(il to an inflated earnings base.

For all of these reasons, we strongly urge that the earnings base be
continued at its existing é9,000. level. Additional costs arising under
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H.R. 1 should first be financed through any favorable actuarial bal-
ance in the present program and beyond that the social security tax
schedule should be drawn upon as a source of funds, In this connection,
we have noted the possibility that the methods for measuring the
ﬁn@ncéal needs and resources of the social security trust funds may be
revised. |

I believe Secretary Richardson testified on this matter last summer.
If such a revision is made and a significant actuarial surplus arises, we
strongly believe that a part of such surplus should be used to meet
those revenue needs of the system that would be met under H.R. 1 by
an increase in the earnings base. -

Turning to another provision, H.R. 1 would increase social security
benefits by 5 percent across the board effective June 1972. We believe
that this increase should be deleted and instead the provision for auto-
matically increasing benefits to reflect cost-of-living increases, which
we recognize, as I have already said. will be included in the bill, should
be allowed to operate as intended, effective January 1973.

If a benefit increase is to be specifically included in the bill, it should
not, in any event, exceed the rise in the cost of living since January
1971, the date of the last benefit increase, and should, as the House bill
provides, be in lieu-of any increase that would otherwise result under
the automatic provisions. It is unnecessary to go beyond this inasmuch
as there have been two substantial across-the-board benefit increases
within the past 2 years which, in the aggregate, considerably exceed the

- intervening cost-of-living increases.

Again, let me express appreciation for this opportunity to present
the views of our three associations. I would, of course, be happy to try
to answer any questions you may have. Moreover, I hope that we may
be permitted to file such additional material for the record as may be
appropriate in the light of matters raised during the remainder of
your hearings on H.R. 1.

Thank you very much. Are there any questions?

The CuarmaN. Thank you. Are there any questions?

Senator Curtis. Do you happen to know what the median wage is?
You referred to the average wage.

Mr. Prissury. I don’t know whether my associate here—from
one of our associations—has that information or not. '

Mr. Minck. My name is Richard Minck. I am actuary of the Life

.Insurance Association of America.

Senator, the wage we refer to in our testimony is the median wage
for male workers who are working on a full-time basis and—

Senator Curtis. The figure used, then, was the median wage?

Mr. Minck. Yes, sir, ‘ ‘

Senator Cortis. That is a median wage for what?

Mr. Minck. Male workers gainfully employed full time, four quar-
ters of coverage each ¥ear under the social security system. -

Senator Curris. All male workers?

My, Minck. Yes, sir.,

Mr. Pruispury. Full time. o

Mr. Minck. Excluding tiose working }’)@ﬁ time.

Senator Corris. What was that figure? 4
~ Mr. Pruissury. $9,000. ‘ L N

Mr. Minck. We estimate sometime next year it will be $9,000; it is
currently $8,500. , »’
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Senator Curris. By its very terms, roughly half of the full-time em-
ployed people earn less than the median{ :

Mr. MinoE. Yes. | :

Senator Curris. So if increased benefits are financed by raising the
base, it means increasing benefits by raising the taxes upon a part of
the workers and part of the employers; is that correct?

Mr. Minck. I think that is correct, sir. o

Senator Curtis. I think without a doubt there are times that the
base should be raised and thus to carry part of the costs, but it does
present an easy way for the Congress that is not a sound way to make
a practice of financing increased benefits by raising the base because
it is entirely possible that someone could make the claim, and it will
be true, that the majority of people under social security would have
no tax raise and still get an increase in benefitsf |

Mr. Minok. That is correct.

Mr. PrursBury. Senator, I call your attention to the fact that H.R.
1 as it now stands has an automatic provision for increasing the base.
Isn’t that correct ? |

Mr. Minck. Yes, sir.

Senator Curris. Was that in the bill of a yearago?

Mr. MinoK. Yes,sir. ‘ )

Senator Curris. I have mixed feelings about automatic increases of:
benefits. From one standpoint, I am for it, in that the people, par-
ticularly the people of low income and small social security benefits
would get their increase without having to wait on the Congress.
Oftentimes it gets tied up in controversial things like it is right now.
On the other hand, knowing the bent of Congress wanting to vote bene-
fits to give to people, we may end up perpetually with a system of
both—automatic increases and congressional increase. *~

I won’t take further time but I want to thank you for your testimony.

Mr. PiLispury. Senator, let me say that the bill has a provision in 1t
which requires that the Congress be notified before an automatic in-
crease would normally go into effect under an increase in cost of living
which gives Congress the opportunity to vote its own increase—

Senator Curtis. I understand that. .

Mr. Pruissury. Which would then preempt the automatic increase
for that time. - . . : o :

Senator Curtis. I can’t help but feel that the increase in social
security has been held a captive now for a number of months to try to
- get through a guaranteed annual income and that is unfair to the social
security beneficiaries, o

The CHammaN. Time is going to be short on us in these hearings as
well as in our executive session and whenever I can submit my ques-
tion—I am going to submit it rather than ask it.

‘We will have a secretary in the room right behind us where the wit-
ness can respond to the written question. I am going to submit this ques-
tion to Mr. Pillsbury and ask him to give us the answer to the secretary.
If I find the answer is not adequate then I will find him before he gets
out of town and pursue it.

Thank you very much. : -

(The Chairman’s question with the response follows:)

Question. Mr. Pillsbury, in your prepared statement you mentioned the

notch effect of the life insurance excludable amount. Would you please explain
more fully the notch effect and how you would suggest eliminating it.
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Response, Under H.R. 1, if a family has less than $1,500 of life insurance,
the full cash value of its policy is an excludable amount in determining the
family’s resources. However, if a family has more than $1,500 in life insurance
(for example, $1,600) none of the cash surrender value is excludable,

This in effect is an all-or-none provision. This could be corrected by providing

-that families with more than $1,600 of life insurance may exclude the portion of

cash surrender value attributable to $1,500 of life insurance.

As indicated in ouy testimony, we also propose that the $1,600 figure be in-
creased to $4,000.

Senator Fannin. Mr. Chairman, just one question before Mr. Pills-
bury is excused.

e are trying to make HLR. 1 into a workfare program, to be fair to
everyone. I wonder if it would be possible for you to expand, not at
this time, but if you could give us more information about the savings
through life insurance pension plans and other private savings making
a major contribution to the supply of capital? Not at this time but
could you give us more information on that?

Mr. PiuLssury. We would be very happy to. As a matter of fact,

there is more information in the full statement which we have sub-

mitted. .

Senator FaAnNiN. Thank you. -

The CrarMAN. Thank you very much, Mr. Pillsbury.

(The prepared statement of the previous witness and material re-
ferred to by Senator Fannin follows. Hearing continues to page 750.).

STATEMENT OF AMERICAN LIFE CONVENTION, LIFE INSURANCE ASSOCIATION OF
- AMERICA AND LIFE INSURERS CONFERENCE

SUMMARY

It has been the clear policy of Congress that the Social Security system is not
intended to be the sole means for providing retirement security for American
workers and their families. Rather, the system has properly been designed to
provide individuals with basic economic protection in their retirement. It is im-

‘portant that the system not be structured or expanded so as to impede the ability

of individuals to provide additional income for their retirement through private
savings media. ’

Within this framework, the statement discusses the following provisions con-
tained in H.R. 1.

(1) Increase in Earnings Base

H.R. 1 would increase the earnings base to $10,200. We strongly urge that this
increase be deleted and that the base be retained at its existing $9,000 level. The
proposed increase would raise the earnings base to a level substantially in excess
of the average earnings of regularly employed male workers which we estimate
will not reach $10,200 for several years. In this regard, the increase would seri-
ously breach the proper relationship between the Soclal Security system and
the private retirement media and, in addition, would severely distort the opera-
tion of any provision for automatic increases in the earnings base to reflect in-
creases in average earnings. ,

(2) Across-the-Board Benefit Increase

We believe that the 5 percent across-the-board benefit increase in H.R. 1 should
be deleted and, instead, the provision for automatically increasing benefits to
reflect cost-of-living increases—which we recognize will probably be included
in the bill—should be allowed to operate as intended, effective January 1973. If
a benefit increase is to be enacted, it should not, in any event, exceed the rise
in the cost of living since January 1971-—the date of the last benefit increase—
and should (as H.R. 1 provides) be in lieu of any increase that would -otherwise
result under the automatic provisions.

(8) Certain Other Benefit Liberalizations -

We serlously question whether the aggregate cost of certain of the benefit
liberalizations in H.R. 1 can be justified at the present time when there is serious
concern on the part of many people over the financial impact of the high Social
Security taxes on American workers.
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(4) Retirement Earnings Test ‘
nglsupport the liberalization in the retirement earnings test contained in

(5) Payments to Survivor or Estate of Deceased Employee

We support the provision in H.R. 1 which would exempt from Social Security
taxes any amounts which are earned by an employee in covered employment but
which are not paid until after the year in which he died. Moreover, we believe
it would be appropriate to extend the exemption to cover disabled employees.

(6) Treatment of Life Insurance in Measuring an Individual's Resources for
Welfare Purposes .

Under H.R.1 an individual's life insurance policies need not be counted in
determining his resources for purposes of qualifying under the family assistance
program if the face amount of such policies does not exceed $1,500. We believe
the $1,500 should be raised to $4,000 and that the notch effect of this exemption
should be eliminated.

STATEMENT

My name is John 8. Pillsbury, Jr. I am Chairman and Chief Bxecutive Officer
of the Northwestern National Life Insurance Company of Minneapolis.

I appear today on behalf of the American Life Convention, the Life Insurance
Association of America and the Life Insurers Conference, These three associations
have an aggregate membership of 407 life insurance companies accounting for
98 percent of the life insurance in force in the United States. These companies
also hold 99 percent of the reserves of insured pension plans in the United States.
We appreciate this opportunity to express our views on H.R. 1, especially as it
relates to the old-age, survivors, and disability insurance program.

SOCIAL SECURITY'S ROLE

Since the inception of Social Security, we have always understood it to be the
policy of Congress that this system is not intended to be the sole means for
provldlng retirement security for American workers and their families. Rather,

Social Security has properly Leen designed to be a vehicle for providing individ-
uals with basic economic protection in their retirement. It has been left for
various private savings media, including insurance company products, to provide
retirement income above this level.

Private plans offer flexible arrangements which can be designed to fit an
individual’s particular needs. The necessity for providing nearly universal cov-
erage does not permit the Social Security system to offer this flexibility. Another
difference between Social Security and the private system is that the latter
offers products with benefits fully geared to the level of contributions. Thus, an
individual in the private market is able to determine for himself—on the basis
of his own spending priorities—the level of retirement income he desires and
to provide accordingly. Consistent with this framework, it is'important that the
Social Security system not.be structured :or expanded so 48 to pre-empt the
ability of individuals to use private savings media to provide retirement income
for themselves beyond the Social Security floor of protection. -

Maintenance. of a strong private retirement income systemi i also important
for the economy as a whole, It is generally agreed that, if our economy and pro-’
ductivity are to grow. in the years ahead, there must be an increasing supply
of new investment capital. Savings through ‘life ‘insurance ahd pension funds-
and other private savings media make a-major contribution to this supply of
capital. For example, in 1970, noninsured private pension plans invested $4.7
billion' in stocks and $1.6 billlon in bonds of U.S. corporations. During the same -
year, life insurance companies invested $2.0 billion in U.8: corporate stocks, $1.6

_ billion in U.8. corporate bonds, and $1.8 billion in mortga 5& on business property.
on

Other savings media, such as savings and loan assocld s, mutual funds, and

state .and local pension plans also make substantlal ihvestments in ithése seetors' .

of the economy.

It Social Security beneﬂts are. expanded at the expensesot private pension
funds and savings, there will be a reduction in the generation:of capital; since, -
in contrast.to private savings, the Social Securlty system,:yuite properly, does -

“mot geex:rate capltal but redistrlbutes each year virtually all ot the tax: mexme
;- recelv : LR
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Since the inception of the Social Security system, it has been customary for
Congress to review it from time to time to determine whether it is properly
carrying out its role. Proposals to revise the system must be considered, how-
ever, not only in terms of broad social need but also in terms of the cost and
the proper relationship between public and private programs. While necessary
changes and improvements have properly been made, we cannot stress enough
“the fact that undue expansion of the Social Security system would have a far-
reaching impact on voluntary private mechanisms and, in turn, on our economy
as a whole,

Within this frame of reference, I would po'w like to discuss vtarious provisions
of H.R. 1.

INCREASH IN mnmzms BASB

On January 1 of this year, the eamings base—that is, the base on which the
Social Security taxes as well as benefits are computed—increased to $9,000 pur-
suant to the Social Security amendments passed by Congress last year. HR. 1
would now further increase this base to $10,200. (While the House-passed version
of H.R, 1 would make this increase effective on January 1, 1972, we assume that,
because this date has already passed, any further increase would not take effect
until 1978.)

To put this proposed increase in historical perspective, it should be noted
that, in the years from 1986 to 1965, the earnings base was increased $1,800 from
$3,000 to $4,800-—an increase of 60 percent in a thirty-year period. The increase.
to $10,200 would mean an increase of $5,400, or 113 percent, in a period of only
eight years.

We believe that the increase in the base from $9,000 to $a10,200 would seriously
breach the proper relationship between the Social Security system and the pri-
vate retirement media and, in addition, would severely distort the operation of
any provision for automatic increases in the earnings base to reflect future
increases in earnings,

Let me be more specific:

We believe that the average earnings of regularly employed male workers
represent an appropriate dividing line between the area in which the govern-
ment stould have responsibility to provide basic retirement benefits and the area
in which the individual, acting alone or with his employer, should have respon-
sibility to provide retirement security through private media. In our opinion,
the Soclal Security system clearly reaches beyond its role of providing basic
economi¢ protection when it provides benefits based on above-average earnings,
as would be done under H.R, 1. Likewise, when the system raises revenues through
taxes at these above-average earnings levels, it drains off financial resources
which the individual and his employer might otherwise put into private savings.
- In each situation, the freedom of individual choice is eroded.

Under our estimates, the average earnings of regularly employed male work-
ers. will not even reach the $9,000 earnings based presently in effect until 1973
and will not reach the proposed $10,200 wage base until several years thereafter.
Thus, the increase to $10,200—effective January 1, 1978—would bring the eatn-
ingtshba:? to a legel substantially in. excess of such estimated average earnings
at that time. K

What is the practical effect of ralsing the eamings base above a Justifiable
‘level? First, u{e increase would entitle workers with above-average earnings to
additional Soclal Security benefits ‘based on their earnings included in the newly
covered earnings band and, in this manner, would raise the benefits of these

workers substantially above the floor-of-protection standard. Moreover, the in- -

crease in the earnings base would require workers at these earnings levels to pay
substantially higher Social Security taxes, For example, the Social Security taxes
payable by an employee .carning $10,200 would be iricreased in 1978 by 18 percent
from $468 to- $551—largely attributable to the earnings base increase in H.R. 1.

. This increase would be added to the 15 percernt increase .in his Soclal Security

. taxes which already took effect in January 1972, resulting in a total tax increase
over a two-year period of 36 percent from $406 to $551. It 1s also important 'to
note that, for younger employees, these increases are far in excess of the cost
.of the new benefits they will receive, The proposed earnings base increase would,

. thus, seriously impede the-ability of—and undermine. the incentive for--the

‘affected individuals ‘and  their employers to proyide. for retlrement income,
through the many types of private media available, © : Thee ‘
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Moreover, using an increase in the earnings base as a mechanism for financing
benefit increases or other provisions of H.R. 1 is an inefficient process. This
results from the fact that part of the additional revenue which is raised will be
drained off into providing benefits on earnings above the level presently appro-
priate for Social Security. Thus, only a portion of the increased revenues will be
available for meeting the cost of the benefit liberalizations which are the primary
objective of H.R. 1.

Finally, and of substantial importance, is the interrelationship of the proposed
earnings base increase and the provision in H.R. 1 for automatic adjustments
in the earnings base to account for future increases in earnings. Although our
industry has, in the past, opposed the concept of automatic increases in both
benefit levels and the earnings base, we accept the fact that, in light of the
current provision in the House bill and the action by the Senate in 1970, such
automatic increase provisions are likely to be enacted. Since the automatic ad-
justments would be applied to increase the earnings base currently in effect, it
is important that the initial earnings base be set at a proper level. If it is too
high, the excess will forever be bulilt into the system as the future automatic
increases will be added to,an inflated earnings base, _

For all of these reasons, we strongly urge that the earnings base be retained at
its existing $9,000 level and that the increase in the House bill be deléted. Any
additional costs arising under H.R. 1 should firat be financed through any favor-
able actuarial balance in the present program and beyond that the Social Secu-
rity tax schedule should be drawn upon as a source of funds. In this connection,
we have noted the possibility that the methods of measuring the financial needs
and resources of the Social Security trust funds may be revised. If such a revi-
sion is made and a significant actuarial surplus arises, we strongly believe that
a part of such surplus should be used to meet those revenue needs of the system
that would be met under H.R. 1 by an increase in the earnings base. Adherence
to these principles will ensure that the Social Security system remains in a self-
supporting posture while at the same time financing its benefit increases in an
eficient manner that is consistent with its role in relation to private retirement
;rtxedla, ghese, we think, are extremely important objectives for the Soclal Secur-

y system. . , . ’
. ) ACROSS-THE-BOARD INCREASE . .

H.R. 1 would inérease Social Security benefits'by 5 percent across-the-board,
effective June 1972. We believe this increase should be deleted from the bill.
As I have already mentioned, we accept the likelihood that the final version of
H.R. 1 will provide a :gsbem for automatic increases in Social Security benefits
to reflect increases in the cost of living. As we understand the House bill ih this
regard, the automatic provision standing alone will most likely result in a
benefit intrease, effective January 1973, of a magnitude in the neighborhood of
the 5 percent increase specified in the bill. On the other hand, if H.R. 1 itself
provides a benefit increase, this will pre-empt the automatic increase, Given thig
choice, we believe that it would be most consistent with the objective of the new
automatic provision to let it operate as intended instead of accelerating the
benefit increase to June 1972. o = }

"It a benefit increase is to be specifically included in ‘the bill, it should not,
in any event, exceed the riso in the cost of living since January 197i—the date of
the last benefit increase—and should (as H.R. 1 provides) be in lieu of any
increase that would otherwise result under the automatic provisions. It is unnec-
essary to go beyond this inasmuch as there have been two substantial across-the-
board benefit increases within the past two years—108 percent effective January
1970 and 10 percent effective January 1971. In the aggregate, these two increases
amounted ¢ 2614 percent——considerably more than the 1614 percent increase in
the conwamer price index from its level in February 1968, the effective date of
the last prior Social Security benefit increase, to its level in January 1971

CERTAIN OTHER BENEFIT LIBEBALIZATION

In addition to the across-the-board increase, H.R. 1 contains several other
benefit liberalizations which, when taken in the aggregate, will add substantially
‘to the cost of the Social Security system. These provisions include (1) a special
minimum benefit—which could be substantially higher than the regular mini-
mum-—-for employees who have worked under Soclal Security for at least 156
years, (2) increased benefits for individuals who continue working after age
65, (3) additional drop-out years for computing average monthly wage, and (4)
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computation of benefits on the combined earnings of a husband and wite under
certain conditions. While there may be good reasons for each of these liberaliza-
tions, we seriously question whether their aggregate cost can be justified at the
present time when there is a very real concern on the part of many people over
the financial impact of the high Social Security taxes on American workers.

LIBERALIZATION OF THE RETIREMENT TEST

We support the provisions in H.R. 1 for increasing the amount an individual
may earn without a reduction in Social Security benefits and for revising the
formula for reducing Social Security Lenefits when earnings exceed the exemp-
tion level. We believe that these changes are not inconsistent with a sound retire-
ment test.

TAX TREATMENT OF PAYMENTS TO THE SURVIVOR
OR ESTATE OF A DECEASED EMPLOYEE

We support the provision in H.R. 1 which would exempt from Social Security
taxes any amounts which are earned by an employee in covered employment but
which are not paid until after the year in which he died. As indicated in the
House Committee Report, present law—which requires Social Security taxes to
be paid in this situation— has worked a hardship in the case of decensed life
insurance salesmen whose renewal commissions have been taxed for many years
after their death, since these tax payments do not result in any additional
Social Security benefits for their survivors. We believe it would also be appro-
priate to extend the provision in the House bill in a similar manner to disabled
employees.

TREATMENT OF LIFE INSURANCE IN MEASURING AN INDIVIDUAL'S
RESOURCES FOR WELFARE PURPOSES

Under H.R. 1, a family would not be eligible for benefits under the new family
assistance program if it has resources in excess of $1,500. However, certain
items may be disregarded in.making this determination. Among the exclusions
is a life insurance policy or policles if the total face amount does not exceed
$1,600. If the face amoun. does exceed $1,500, then the cash surrender value of
the policy or policies must be counted in applying the resource test.

We believe two changes should be made regarding the treatment of life
insurance:

First, the full exclusion should apply to a larger face amount of insurance.
Unlike other assets, if a family is required to surrender a life insurance policy,
it may be difficult, if not impossible, to replace if the family’s income subse-
quently increases. A savings account, for example, can always be rebuilt to
its previous level without any substantial loss. If a life insurance policy is sur-
rendered, the individual may no longer be insurable when he goes to replace it.
If he 18 insurable, the premium rates will be higher to reflect his being older than
when the first policy was issued and the new contract will have to bear the
costs of commissions and underwriting expenses. Thus, it is important that the
exclusion level be set at a realistic amount so as not to require families to
surrender life insurance coverage which is basic to their needs. .

Familles need more life insurance than the $1,500 excludable under H.R. 1.
The costs incurred in terminal illnesses, and for burial and other attendant
expenses normally run much higher than that. On the average, families earning
$3,000 or less currently own $4,000 of individual life insurance and we suggest
granting a full exclusion to policies up to this face amount.

Second, the notch effect in the House bill should be eliminated by providing
that only the cash surrender value attributable to the face amount in excess of
the excludable amount should be counted in determining a family’s resources.

- Such treatment is consistent with the rules in the bill applicable to other ex-
cludable items. For instance, a family’s home, household goods, and personal
effects are excludable to the extent of a reasonable amount. Presumably, under
this provision, if the value of the family’'s home exceeds the excludable limit,
only the excess is counted in determining the family resources. The rule for
life insurance is different under the House bill—if the face amount exceeds
$1,600, even by only a small amount, the entire cash surrender value is included
in countable resources. This is an inequitable rule and should be modified as
suggested. .
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AMERICAN Lire CONVENTION,
LIFE INSURANCE ASSOCIATION OF AMERICA,
WASHINGTON OFFICE,
Washington, D.C., February 14, 1972.

HoN. PAuL J. FANNIN,
U.8. Senate,
Washington, D.O. .

DEAR SENATOR FANNIN: During the appearance of Mr. John 8. Pillsbury, Jr.
before the Senate Finance Committee during the hearings on H.R. 1, you asked
for additional information on capital formation through life insurance com-
panies, pension plans and other savings media.

In response to your inquiry, Mr. Pillsbury alluded to a portion of his full state-
ment which he had submitted for the record but which the time limitation
precluded his reading. That portion of the statement follows: ]

“Maintenance of a strong private retirement income system is also important
for the economy as a whole. It is generally agreed that, if our economy and
productivity are to grow in the years ahead, there must be an increasing
supply of new investment capital. Savings through life insurance and pension
funds and other private savings media make a major contribution to this supply
of capital. For example, in 1970. noninsured private pension plans invested
$4.7 billion in stocks and $1.6 billion in bonds of U.S. corporations. During the
same year, life insurance companies invested $2.0 billion in U.S. corporate
stocks, $1.6 billion in U.S. corporate bonds, and $1.8 billion in mortgages on
business property. Other savings media, such as savings and loan associations,
mutual funds, and state and local pension plans also make substantial invest-
ments in these sectors of the economy. .

“If Social Security benefits are expanded at the expense of private pension
funds and savings, there will be a reduction in the generation of capital, since,
in contrast to private savings, the Social Security system, quite properly, does
not gvenel,-’ate capital but redistributes each year virtually all of the tax revenue
received.

We thought that you might also be interested in the attached table which
shows the growing importance of pension savings as a part of personal savings.

The savings accumulated through private pension funds are invested in cor-
porate secnrities, mortgages, state and municipal bonds, and U.S. Government
obligations. They thus provide financing for the construction of industrial plant
and equipment, single-family homes, apartment buildings, commercial prop-
erties of all kinds, public utilities, transportation and communication facilities,
roads and other public facilities, and many other kinds of capital projects. .
The capital expenditures made possible by pension savings provide increasing
job opportunities in our economy and contribute heavily to improved pro-
ductivity and thus-to higher living standards. : :

Should you desire any additional data, please let us know.

Sincerely yours,
AMERICAN Lire CONVENTION,
WiLriaM B. HARMAN, JB., : -
General Oounsel,
-LIFE INSURANCE ASSOCIATION OF AMERICA,
KeNNETH L. KIMBLE,
Vice President and General Counsel.

Attachment.

THE CONTRIBUTION OF PENSION FUND SAVING TO THE ECONOMIC GROWTH OF THE UNITED STATES
[Dollar amounts in billions]

Average per snnum
1946-50 1951-55 1956-60 1961-65 1966-70

Personal income .. ........ e aeeee $203.0 $283.4 $366.0 . $472.3 $691.9
Personal savingt. ... . ... . i... ... ...... $1.7 $12.2 $20.0 .$23.5 - $40.9
Pension saving?_ .. . ... .. ... ... $2.7 $4.6 $1.2 $10.8 - $16.4
Personal saving as percent of personal income. ... 5.8 6.1 5.5 5.0 5.9
Pension saving as percent of personal income_ ... .. 1.3 1.6 2.0 2.3 2.4

1 National incomie accounts of the U.S. Department of Commerce, Survey of Current Business,

2 Flow-of-funds accounts of the Board of Governors of the Federal Resarve System. This figure measures the incresss
in assets held by private pension plans, gonslon programs administered by state and local government units, and the Fed-
ar:lss;nployn and railroad retirement benefit programs, 1t includes both insured ‘and noninsured plans. It extiudes

Note: National income accounts prepared by the U.S. Department of Commaerce, the importance of pension fund saving.
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The Caamman. Now, the next witness is Mr. Peter Hughes, Legisla-
tive Representative of the American Association of Retired Persons
and the National Retired Teachers Association.

Mr. HucuErs. Good morning, Mr. Chairman.

The CHAIRMAN, Mr. Hughes.

'STATEMENT OF PETER HUGHES, LEGISLATIVE REPRESENTATIVE,

NATIONAL RETIRED TEACHERS ASSOCTIATION AND THE
AMERICAN ASSOCIATION OF RETIRED PERSONS, ACCOMPANIED
BY ROBERT SYKES, LEGISLATIVE REPRESENTATIVE, NRTA
AND AARP )

Mr. Huenes. Mr. Chairman, my name is Peter Hughes and I am the
legislative representative of the National Retired Teachers Association
and the American Association of Retired Persons. With me today is
my colleague, Mr. Robert Sykes, who is also a legislative representative
for our associations. ‘

Mr. Cyril Brickfield, our legislative counsel, was unfortunately
called out of town and was not able to appear so, Mr. Chairman, in the
interest of time, I should like to just submit our statement, make the
request that we may submit additional material on the medicare sec-
tion of H.R. 1.

The CuarmaN. Thank you very much, sir. We will print your state-
ment just exactly as written and you may be assurec{) it will be con-
sidered by the committee.

Mr. Hueuss. Thank you very much.

Senator BENNETT. Mr. Chairman, I assume we have the privilege
of submitting questions to the association based on that statement——

Mr. Hucues. Yes, sir; we would be very happy to answer it.

Slenator BeNNETT (continuing). And expeot them to give us written
replies?

r. Hveues. We would be very happy to reply.

The Cuairman. Thank you very much, sir.

(The prepared statement and a subsequent statement received on
medicare follows. Hearing continues on page 754.)

TESTIMONY OF THE NATIONAIL RETIRED TEACHERS ASSOCIATION
AND AMERICAN ASSOCIATION OF RETIRED PERSONS

) SUMMARY

Cost of Living Adjustments

Our Associations favor the automatic cost-of-living adjustment but we feel
that benefits should be raised before the automatic adjustment is employed.
Benefits Increase

Our Associations urge an across-the-board increase of 159 with a minimum
monthly benefit of $120. :
Liveralization of Earnings Test

Our Associations recommend an earnings figure of $3,000 without loss of
benefits. :
Widow's Benefits :

Our Associations support the increase in the widows’' benefit from 82149
to 100% of her deceased husband’s benetits.
Uniform Method of Computation of Bencfits: Men and Women

Our Associations support this principle of uniform ecomputation and the
resulting benefits-increase. ' .
Out-of-Hospital Prescription Medicines

Our Assoclations agree with the HEW Task Force and recommend that out-
patient prescription medicines be included in Medicare coverage.
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Special Age 72 Payments :

Our Associations recommend a greater increase in benefits to those persons
age T2 or over who were originally excluded from Social Security benefits but
now receive a meager sum under the “Transitional Insured Status”; and, also
urge that the restriction placed on persons in that category who receive public
pensions be raised to $150 per month, before they are denied the meager Social
Security benefit.

Universal Medicare Eligibility at 65

Our Associations strongly support the provision for voluntary enrollment at
age 65 of those persons otherwise ineligible for hospital insurance benefits

~under Medicare.

TESTIMONY =4

Mr. Chairman, my name is Cyril F. Brickfield. I am Legls%ative Counsel of
the National Retired Teachers Association and the American Association of Re-
tired Persons. Accompanying me today is Mr. Peter Hughes and Mr. Robert
Sykes, Legislative Representatives for our two Associations.

Our Associations have a combined national membership of more than 3.4
million older Americans. We are nonprofit, nonpartisan organizations of per-
sons age 55 and over, dedicated to the belief that dignity, independence, and
purpose enable the older person to continue a life of meaningful activity, use-
fulness, and service to others.

We appreciate this opportunity to appear before the Committee in continua-
tion of our Associations’ support for the fine work of the Committee on legislation

«designed to provide economic security for all older and retired Americans.

Mr. Chairman, during 1970 the Sennte Special Committee on Aging, under the
leadership of Senator Williams, conducted a study entitled: The Economics of
Aging: Toward a Fiill Share in Abundance. Even before this series of hearings
began, our Associations were well aware of the economic plight of large numbers
of elderly persons in this country. The Task Force Report, the Background Pa-
pers, and the testimony of dozens of witnesses before this Committee offered
additional documentation and forceful dramatization of the harsh realities faced
Ly so many older people. But, this work of the Senate Special Committee on
Aglng accomplished much more. It gave us an assessment of the great strides
we have made in the past and the tremendous tasks still facing our Nation in
dealing with the economic problems confronting all Americans facing retire-
ment years.

Fundamental to creating a meaningful life in old age is ensuring sufficient
economic resources to support it. While possession of monetary resources does
not necessarily guarantee happiness, the absence of such resources can keep
people of any age level from dignity, happiness and usefulness.

In 1970 the income in the United States for a 35 year old skilled worker avei-
aged $11,000 per year. In the same year the income need of an elderly couple

" with a moderate living standard was about $4,600. In contrast, one finds that

the maximum Social Security retirement benefit which a worker (and spouse)
can receive under today’s Social Security law is a little over $3,800. The truth
is that nearly one-third of the more than 20 million Americans 65 years of age
and older are living below the poverty level. An even more shocking fact is that
many of these people were not poor until they became old.

One of the ways in which we may meet the economic problems of older Am-~r-
icans is by liberalizing and updating the existing Social Security laws. Our
Assoclations are happy to note the passage of the Soclal Security Amendments
of 1971 by the House of Representatives in June of 1971, These Amendments are
most welcome and our Associations support them. However, we feel that there
are major reforms still urgently needed to improve this vital but still imperfect
program,

In assessing the current Social Security system in light of immediate and
future needs, one characteristic stands out: it does not adjust quickly enough
to the fast moving economy of today. The record is clear. First, rising prices
have usually outdistanced Social Security beneflt increases making older per-
sons more acutely aware of the increased costs experienced during inflatibhary
periods. Secondly, despite the fact that average living standards of those still in
the work force have risen year after year, Social Security benefits in real terms
have improved very little,

The need to develop a dynamic Social Security system which keeps pace with
the changes in the economy is apparent. Of course Congress in the past has pe-
riodically adjusted Social Security benefits but the increases have not even kept
pace with increases in the general price level, ,
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COST OF LIVING ADJUSTMENT

The history of Social Security adjustments is that benefits are voted in election
years. What is the overriding motive? Is it to provide justice and equality in keep-
ing with our spiraling economy or is it used as a vote-getting device? If Social
Security increases for older Americans are to any degree a political football in
election years, the House passed bill has a remedy to offer. The automatic cost-
of-living adjustment mechanism which will take effect in 1972 as provided in the
House passed bill is urgently needed and most welcome. This provision indicates
the willingness of Congress to take Social Security adjustments out of politics
and gear such adjustments to our ever increasing national productivity. However,
we believe that benefits must be raised to a more realistic level than provided in
the House bill before this automatic escalator is employed. ' -

BENEFIT INCREASE

We note that the bill contains a 59, across-the-board increase on benefit pay-
ments. Due to the rising cost of living since the last across-the-board increase, our
Associations urge a 169% across-the-board increase at this time. The House bill
fails to deal adequately with the problem of minimum benefits. Because of the
present inadequate base, a 5% raise will only increase the minimum monthly
benefit for a single person from $70.40 to $74.00 a month. For this reason our As-
sociations urge a minimum monthly benefit of $120. Only through such an in-
crease can we begin to move millions of older Americons out of poverty and
ensure that millions more who are on the poverty border are not pushed below
it. Such an increase would permit our older citizens to live their remaining years
in dignity and free of severe economic hardship. In addition, we believe that the
Congress, by adopting our suggestion for a minimum payment of $1,440 a year
for the single person age 65 and older, could take the greatest step toward the
elimination of poverty among our elderly that has ever been taken in_our
Nation’s history.

LIBERALIZATION OF EARNINGS TEST

We are very disappointed with the provision contained in the House bill con-
cerning the earnings limitation. Under the present law, an individual who is
eligible for Social Security benefits loses $1 for every $2 he earns in excess of
$1,680 a year, up to $2,880. He loses dollar for dollar on earned income above
$2,880. H.R. 1 would amend this provision to permit earnings up to $2,000. The
eligible recipient would then forfeit $1 in benefits for every $2 of earned income
above that amount. .

Such a severe limitation imposed on the earnings of an individual eligible for
Social Security benefits acts as a penalty clause and s, in fact. a partial denial of
the very basis upon which the Social Security program has been constructed—
that basis being one of insurance of retirement income. The proposal contained in
H.R.1islittle more than a token gesture. .

Because Social Security originated at a time when this Nation was trappea
in the depths of a great economic depression, it was understandable policy in
those years to discourage the continued employment of older Americans in order
to open up the ranks of the working force to the thousands of middle-aged Amer-
icans looking for jobs. .

Today, however, we are facing an entirely different situation. Not only do we
have a different labor climate, but many businesses and industries have a vital
need for the skills and labor which can be provided only by the older, more ex-
perienced worker,

And yet thousands of older Americans who possess these needed skills, who are
willing and able to work will not work because of the penalty which will be im-
posed upon them by the earnings limitation contained in the present law. Nor will
this penalty be meaningfully reduced by the proposed change.

Results of the latest medical research in the aging processes seem to indicate
that one of the major problems crucial to the well-being of older people—perhaps
almost as important as the slowing down of the physical mechanism—is the
inability to contribute. A job. even on a part-time basis, may enhance not only
the financial health of an older person, but may be therapeutically and psyeho-
logically invigorating as well.

Older Americans simply do not understand why this Country, which is now
reaping the fruits of their hard labor, is at the same time denying them the op-
portunity, indeed the right, to both add to their own financial security and
contribute their talents to an environment in which they are needed. Should
the right to a job, and with it dignity. a feeling of independence and sense of ac-
complishment, be legislatively denied to millions of older Americans?
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It ig our recommendation that the older person be permitted to earn at least
$3,000 in the year before he suffers any loss of his Social Security beneﬂts.

100 PERCENT BENEFITS FOR WIDOWS

We were pleased to learn that the House Bill would increase widows’ benefits
from 8214 to 1009% of the deceased husband’s primary benefit. This improvement
in the Social Security program is long overdue. This provision alone if enacted
by the Congress this year will correct a long-standing inequity for almost three
milion widows and at a relatively minor cost.

Providing the widow with same benefit for which the husband was qualified,
in addition to the monetary benefit, will provide the widow with an additional
measure of self-respect and independence.

UNIFORM METHOD OF COMPUTING BENEFITS FOR MEN AND WOMEN

We are pleased to note that H.R. 1 also provides that Social Security benefits
for men and women be computed on the same basis, The increased benefit which
would result from such a change is notable ; the resulting principle of uniformbty
may be even more important. We urge your Committee to accept this important
suggestion for uniform treatment between the sexes.

OUT OF HOSPITAL PRESCRIPTION MEDICINES

We believe thalt the time has arrived when the Congress must take action to
include the costs of prescription drugs for hospital out-patients within the
coverage afforded in-patients by the Medicare program.

Under the present program, patients in hospitals and extended care facilities
are provided with these drugs. However, out-patients who must have the very
same drugs in order to keep themselves healthy and out of the hospital are denfed
reimbursement for their costs.

Although older Americans represent only 10 percent of the population, they use
nearly 25 percent of all prescription drugs, and their per capita expenditures for
medicines are more than 38 times that of younger Americans.

These proportions take on increased meaning when we hote that the Nation’s
total expenditures for health and medical care, which includes drugs, increased
by 1.9 percent during fiscal 1969. This one year rate of increase was more than
one-third faster than the growth rate of the gross national product.

The unconscionable burden which this situstion has placed upon the millions
of older Americans lHving on fixed retirement incomes is obvious.

The Senate recognized the importance of enacting legislation to remedy this
situation in 1966, when it passed a Prescription Drug Program. Unfortunately,
the House did not agree, But in 1967, the Congress directed the Secretary of
Health, Bducation and Welfare to study the feasibility of such a program. A
Task Force appointed by the Secretary recommended that prescription drugs
be covered by Medicare. Soon after assyming office, Secretary Finch appointed
a Committee to study the recommendation of the former Secretary’s Task
Force. Not only did Secretary Finch’s Committee agree that Medicare should
cover out of hospital prescription drugs, but it urged an even more extensive
coverage than had been recommended by the Task Force. :. ‘-

Thus, Mt. Chairman, we urge that the Congress a¢t now to make these changes
recommended by the Senate in 1966 and the Special Study Groups of two Secre-
taries of Health, Education and Welfare. ‘

BPECTIAL AGE 72 PAYMENTB

Four years ago, in 1965, Congress estabhshed a “Transitional Insured Status”
for persons§ age 72 or over, who were excluded from Social Security benefits be-
cause their working lives were completed or swbstantially completed before cov-
erage was extended to their former occupations, .

We are pleased that the House members recognize the need to increase the-
present meager $48.30 a month benefit now permitted these older people. How-
ever, we feel that the increase.of $2.50 to $50.80 is in itself meager.

“We do deplore the fact that the blanketing-in amendment added by Congress
in 1966 denied the special benefit (now $48.30 a month) to the 72-year old teacher

“or other retiree who was drawing as much as $46 a month in any form of public.

pension. Such a restriction is contrary to:the originsl- intent of the Prouty
Amendment and should be corrected by the Congréss. - -

. We.recommend that the Congress eliminate that restrictlve eammgs llmitation
and ngplace it, if necessary, with a more reuuatlc one: If a: limitation must be'“

PO
“
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applied to the special benefit for these older persons, we would suggest that they
be allowed to receive at least $160 per month in public pension before being de-
nied the meager special Social Security benefit.

Such a restriction would prevent a member of Congress from drawing the
benefit, but it would not deny it to the 80-year old teacher, for example, who has
qualified for a small pension but has never worked in employment covered by
Social Security.

ALL PERSONS WILL BE ELIGIBLE 'FOR MEDICARE UPON ATTAINING AGE 65

Our Associationg traditionally took the position that health insurance benefits
did not need to be tied to the Social Security program, However, when the Medi-
care bill was passed in 1965, eligibility for part A of the Medicare program was
made dependent upon eligibility for Social Security, and a cut-off date was set
at January 1, 1968, which provided that the person who had not qualified for
Social Security benefits by that date, was not eligible for the benefits of Part A
of the Medicare program, This provision has worked a genuine hardship and
injustice on many thousands of retired teachers and some other persons retired
from public retirement systems. Many of these were people who were partici-
pants in a retirement system in which the teachers or other members had been
permitted by legislation passed by the Congress to exclude themselves from the
Social Security program. When Medicare and Social Security were joined in
1965, many of these people had therefore, excluded themselves from the benefits
of Medicare.

In each of our Association Conferences, held in nine areas of the Country in
1971, I requested an indication by our retired teachers of the number ineligible
for Part A of the Medicare program. In most areas, at least 14 of these older
retirees are excluded from the benefits of that part of the Medicare program.

1t is our posgition that no person should be excluded from any part of the
Medicare program because he made the choice of remaining outside of the cov-
erage of Social Security. We are therefore pleased that the House Bill includes
a provision which would allow people reaching age 65 who are ineligible for hos-
pital insurance benefits under Medicare to enroll on a voluntary basis for hos-
pital insurance coverage. While the cost to the individual is high we feel this
provision ig a step in the right direction.

Mpr. Chairman, we have additional comments which we should like to make
with respect to specific portions of the Medicare section of H.R. 1, with the Chair-
man's permission, however, we should like to submit these for the record at a
later date.

MEDICARE-MEDICAID

Our Associations, the National Retired Teachers Association and the Ameri-
can Assoclation of Retired Persons, have come before Congress on numerous
occasions in the past seeking the changes necessary to improve the Medicare-
Medicaid system. As organizations representing over three and one-half million
older persons, we feel that we speak with authority on the responsiveness of
the present system to the hospital and medical needs of the intended  bene-
ficiarles—over twenty million eldeérly citizens.,

Our Associations recoghize that the present system may, perhaps soon, be
superseded by a national plan of health care for the entire population, However,
until that time, we shall continue our efforts to perfect the present system by
improving and expanding the quality and comprehensiveness of care, increas-
ing operating efficiency, expanding our limited hospital and medical _resources,
and reducing waste in the allocation of these resources.

In order to. secure for our older citizens ai1 adequacy of hospital and medical’

protection, our Associations make the following recommendatlons for the Com-
mittee’s consideration :
Since most persons who survive to 80 years ot age have need of some form

of long term -care, but lack the financial resources necessary for private pur-

chase, Medicare benefits should be extended to include long term care (without
limitations of calendar days or kinds of care and -gervice covered), for such
persons.

Medicarg should also ‘provide an intermediate care benefit tor those who re-
quire institutional care and service; greater than room and board, but less than
skilled nursing .care. Such an ‘extension of: Médicare benefits would increase

" comprehensiveness and reduce the unnecessary demand made upon more’ costly”
_ fotms of coverud service. ‘

«
. ne,
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Parts A and B of Medicare should be combined, with the increased cost of
such improvement perhaps alleviated by a reasonable reduction in the number
of covered hospital days.

The present “insurance” definition of a spell of illness should be changed to
eliminate such contingencies as an individual’s place of abode or his ability to
survive a certain number of consecutive days without need of institutional care
or service. .

The present requirement of at least three days of hospitalization as a prereq-
uisite for the receipt of non-hospital benefits should be eliminated since the
requirement only contributes to the costly and wasteful over-utilization and
misallocation of hospital resources in order to secure eligibility for other Medi-
care benefits.

The Secretary should be given authority to determine norms for care regimens,
length of stay required by diagnosis, and area-wide cost factors, with payment
guaranteed whenever such norms are not exceeded and payment of excess cost
denied in the absence of reasonable justification by the provider of service or
attending physician.

Moreover, Medicare should provide a guaranteed minimum number of days of
post-hospital benefits upon proper transfer from a hospital to another participat-
ing institution or to home-health care. A guaranteed period, for so long as is
necessary for the receiving agency’s utilization review committee to make a
determination of the need for covered care and service, would eliminate that
retroactive denial of benefits which unjustly penalizes the receiving agency and
the patient (who is thereby rendered liable for the cost of care and service
received) for the actions of those who preceded them in the continuum of
care—the transfering hospital and attending physician.

In order to stimulate investment in those facilities which provide care and
service to Medicare beneficiaries, present law could be amended to include, as
an element of the reasonable cost of covered services, a reasonable return on the
equity capital invested in such facilities by nonprofit providers of service. While
the present system allows a reasonable return to, and thereby provides an incen-
tive for investment by, profit-seeking entrepreneurs, it illogically fails to provide
any such incentive for investment by nonprofit organizations. Such an incentive
for the investment of nonprofit capital should be provided to accelerate the rate
of expansion of those hospital and medical facilities providing care and service
to Medicare beneflciaries.

Finally, as a condition to participation in health care programs funded by the
Government, providers of service should be required to afford the Government
access to their financial records for the purpose of determining the true cost of
such service. ’

-With these recommendations in mind, our Associations now turn to the specific
provisions of H.R. 1 to make the following comments and suggestions:

Our Associations endorse S. 201 of the bill insofar as it would extend coverage
under Medicare for hospital and supplementary medical insurance to disabled
qualified railroad retirement annuitants, who have been entitled to disability
benefits for at least two years. However, we believe that such extension of bene-
fits makes it imperative that rehabilitation be clearly established as an tdentifi-
able group of services and rehabilitation facilities as categorical providers of
such services, since rehabilitation services will be among those primarily required
by this new category of Medicare beneficiaries. )

Since it is our Associations’ position that Congress should assure that each
person will become eligible for the benefits of Medicare at such time as he reaches
the statutory age or otherwise becomes eligible for Social Security cash benefits -
based on age, whichever first occurs, we must, therefore, approve the general
purpose of § 202 of the bill, which would make available hospital insurance cov:
erage under Medicare, on a voluntary basis, to persons age 65 and over who are
not entitled to such coverage under existing law. However, our Associations be-.
lieve that the attempt to make this extension of coverage contingent. upon the
full financing of the cost of such coverage by electing enrollees, who would be
required to pay a monthly premium, initially set at $31. will effectively preclude
receipt of any medicare benefits by those intended beneficlaries who are most in
need, but lack the economic resources to pay the premium costs. Consequently,
we urge the Finance Committee to consider alternative forms of financing this
desirable and necessary extension of Medicare benefit protection. . o

Our organizations continue to advocate the consolidation of Parts A and B of
Medicare, elimination of the premium payment under Part B; and removal of all
deductibles and coinsurance features of both parts. In the light of our declared
position, we must actively oppose the proposed.increase (from $50 to $60) in
the annual deductible under the supplementary medical insurance program

W, 13313012 51 4
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provided by § 204 of the bill. Also, our Associations must oppose §205(b), which
provides for the application of a daily coinsurance amount (equal to % of the
inpatient hospital deductible for each day of inpatient hospital coverage during
a benefit period) beginning with the 81st day and continuing through the 60th. To
enact these sections without change would indicate an insensitivity to the im-
position of additional financial burdens on those most in need of relief-—elderly
patients requiring medical and hospital care. .

The increasingly severe financial burden that the amount of the supplementary
medical insurance premium will come to represent in future years is of serious
concern to NRTA-AARP. We continue to advocate consolidation of Parts A
and B and elimination of premium payments under Part B precisely because the
probable significant increases in the premium rate will occur without the slight-

est consideration being given to the ability of beneficiaries, living on reduced.

retirement incomes, to meet these increased costg. With the hope that the
Congress will move further toward the adoption of our position, our Assoclations
endorses § 203 of the bill, under which an increase in the supplementary medi-
cal insurance premium will be allowed in any given vear only if monthly cash
sociil security benefits have previously been increased and under which the
amount of any such premium increase will be limited to a percentage not in
excess of the percentage by which cash social security benefits had been in-
creased. Consequently, while premiums would still be required under the supple-
mentary medical insurance program, any increase in such premiums would at
least bear some relation to the beneficlary’s ability to pay.

Health maintenance organizations, their development and their effective
utilization have all been strongly endorsed by our Assoclations. Organized plans,
particularly those on a prepaid basis, have, in some cases, demonstratively dis-
couraged overutilization of more expensive inpatient care. Consequently, we
support the provisions of § 207 which would encourage states to contract with
health maintenance organizations, neighborhood and community health cen-

ters and similar organizations by increasing (by 269, up to a maximum of 959%).

Federal matching on premiums paid by the states under contracts with such
organizations. However, our organizations oppose those provisions of § 207 which
would impose new limitations on care in general and tuberculosis hospitals
and the length of stay in mental institutions and which would reduce the Fed-
eral medical assistance percentage for inpatient services in skilled nursing
homes. While we generally support legislative and administrative action to in-
sure efficient, economic delivery of Medicare/Medicaid services and effective

utilization of our medical facilities, nevertheless, we feel that these provisions

are overly restrictive and insensitive to the reeds of individual patients.

If unnecessarily higher health care costs are to be avoided in the future,
where such costs result from duplication or irrational growth of health care
facilities, our Associations must agree with the House Ways and Means Com-

mittee that the connection between sound health facility planning and the pru-,

dent ‘use of capital must be recognized and that Medicare/Medjcaid programs,
must Be consistent with state and local health facility planning. Accordingly,

to avoid the use of Federal funds:to support unjustified capital expenditures and
to support health facility and service plannitig activities in the various states,

our assoclations approve the provisions of § 221 of the bill whereby the Sec-’

retary of H.E.W. will be authorized to withHold or reduce reimbursement amounts
to providers of services and health maintenarice organizations under Title XVIII
for depreciation, interest, and, in the case of proprietary providers, a return on
equity capital, related to capital expenditures determined to be inconsistent
with state and local health facility plans. However, since out primary concern
is the.development and maintehance of quality health care in every state and
locality; we believe thaf, prior to any such withholding or reduction, the Sec-

retary should be requifed to determine that the quality level of health. serv-
" lee in the appropriate ‘drea will not be impaired as a result of any such action.

- Also'in support of the Federal Goverhment’s attempts to control rising health
care ‘¢osts, our organizations approve § 222 under which experiments and dem-
onstration projécts would bé authorized to develop incentives for economy in
the provision of health Bervices and test’'the concept. of prospective reimburse-

ment’: a8 & meank"‘of-‘encouraging institutiondl policy-makers and managers, -
- through- financial incentive nnd'wnéqmita&t risk of loss, to plan, ifinovate, and
“'manage effectively ifi order’ to maximize fir 1, '

this gection be amended to authorize the development and conduct of demonstra- .
tion projécts designed to.test bétter ways, of praviding care both in and outside

ncial réward. However, we urge that

e pro . ‘ . i
LA . v s
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_, of institutional settitige, Moreoyer, this section should: require that consumer -
- and professional groups be afforded the. opportunity to participate in the plan-
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‘ning and conduct of all such projects and that the Secretary of Health, Bdueca-

tio(ril and Welfare be required to document the maintenance of quality service
under them.

While our Associations share the concern of the House Ways and Means Com-
mittee over escalating costs for skilled nursing homes and intermediate care
facilities, we serlously question the wisdom of super-imposing arbitrary limits
(as §226 of H.R. 1 would do) on Federal financial participation as the proper
inethod of limiting further cost increases.

NRTA-AARP have long advocated the establishment of a system of rapid de-
termination and screening procedures, under the Medicare/Medicaid program, to
determine an individual’s eligibility for coverage prior to admission to an ex-
tended care facility or prior to receipt of home health services. Under present
law, a determination of whether a patient requires the level of care that is neces-
sary to qualify for such benefits cannot generally be made until some time after
the services have been provided, with the result that, in many cases, benefits are
retroactively denied, unexpectedly shifting the financial responsibility for such
benefits to the patient, who may not be able to pay. As a progressive step toward
the elimination of eligibility uncertainty with respect to these benefits, our As-
sociations welcome the provisions of § 228 whereby the Secretary of Health, Edu-
cation and Welfare will be authorized to estabilsh periods for which a patient
would be presumed eligible for benefits, with such periods of coverage limited, for
the present, to those conditions, which program experience has indicated, are
mtz?t appropriate for extended care or home health service following hospitall-
zation.

To supplement efforts to control the rising costs of the Medicare/Medicaid
program, our organizations endorse § 229 which grants the Secretary authority
to terminate or suspend payments for services rendered by any supplier of health
or medical services found to be guilty of program abuses. However, we feel that
the section should be amended not only to require the Secretary to make public
the name of such persons or organizations, but also to require that such persons
or organizations disclose any such action taken against them to each potential
Medicare/Medicaid patient, before any services are provided.

Our Assoclations must oppose § 230°’s elimination of the requirement that states
move toward developing comprehensive Medicaid programs as regressive and
detrimental to the development and maintenance of quality health care on n
nationwide basjs. -

‘Since the meeting of medical needs and the meeting of psycho-social needs are
known to be mutually reinforeing, the requirement of present law, that an insti-
tution must engage the services of a professional social worker in order to qual-
ify, under the Medicare program, as an extended care facility, is a valuable move,
Consequently, our organizations strongly oppose § 265’s elimination of that re-
quirenmient as a condition of participation as an extended care facility under the
program,

Our Associations believe that every extended care facility should have a full-
or part-time medical director and at least one registered nurse, depending on the
number of patients served. Consequently, we must vigorously oppose § 267 of the
bill, under which the Secretary would be authorized to waive the Medicaid re-
quirement, ‘with respect to skilled nursing homes in rural areas, that all such
facilities have an organized nursing service under the direction of a full-time
professional registered nurse. If this requirement of present law constitutes an
undue hardship for skilled nursing homes in some areas, the remedy should not
be its elimination, with the consequent encouragement of substandard nursing
services, but legis)lation and appropriations to encourage the education and train-
ing of more nursing personnel and to induce the location of such personnel in
those rural areas where the need is great.

Finally, while our organizations approve of § 273, under which the Secretary
is required to conduct a study of chiropractic services covered under state plans
approved under Title XIX, we believe the scope of any such study should be ex-

_ panded to determine which professional services, presently excluded under the

Medicare/Medicaid programs, should be included.

As our statements should indicate, our Associations are not entirely satisfied
with the House-passed revision of H.R. 1; too many inadequacies would still
remain in the Medicare/Medlcaid system. It is our hope that the Senate Finance
Comnittee will, in its wisdom, correct these.

The CHAIRMAN. The next witness is Mr. Paul F. Henkel who is
chairman of the Social Security Committee of the Council of State
Chambers of Commerce.
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STATEMENT OF PAUL P. HENKEL, CHATRMAN, SOCIAL SECURITY
COMMITTEE, COUNCIL OF STATE CHAMBERS OF COMMERCE,
ACCOMPANTIED BY WILLIAM R. BROWN, ASSOCIATE RESEARCH
DIRECTOR « o o

‘Mr. Henger. Mr. Chairman and members of the Senate Finance
Committee, my name is Paul Henkel and I am manager of payroll
taxes for Union Carbide Corp. I am chairman of the Social Security
Committee of the Council of State Chambers of Commerce and I am
appearing on behalf of the council’s 28 member State chambers of com-
merce which are listed at the end of our prepared statement as having
endorsed our positions. Accompanyin% me 18 Mr. William R. Brown,
associate research director of the council.

We thank the committee for the opportunity to present our state-
ment on the welfare reform and social security provisions.of H.R. 1.
Our oral presentation will be contracted as required by the rules of this
committee. : : '

Concerning welfare reform issues, we support the continued sep-
arate treatment and the increased Federal funding for the indigent
aged, blind and disabled persons under the categorical aid programs.
We would prefer, however, that the Federal benefit vary according to
geographical differences in the cost of living rather than being
uniform. . -

. We feel the greater share of Federal funding, however, for these
benefits will in effect be revenue sharing which should help lighten
the State and local government financial burdens. - -

We urge this committee to weigh heavily the July 1971, Tella report
which was included as part of the report of this committee in its hear-
ings on H.R. 1 last year. The Tella report indicates that income main-
tenance plans, including the one proposed in H.R. 1, could discourage
welfare recipients from working. We think this is cause for concern.

~ We object to the provisions of H.R. 1 which would supplement: the
“ income of the working poor above poverty levels and thus add 10 mil-
]io‘r,xvpeople to relief rolls. ' ,
e support the objectives of H.R. 6004, which was introduced by
Representative Ullman, and which makes a sharper distinction be-
tween employable and unemployable welfare recipients. That bill ex-
cludes the working poor from receiving FAP payments, but it pro-
vides a work expense allowance and free child care for them. It also
provides special revenue sharing to help State and local government
welfare financing. Its provisions seem to us to be more reasonable and
more acceptable to the working public. ‘

We are glad to see that the mandatory State supplementation of
FAP payments above poverty levels as originally proposed in H.R. 1
has been eliminated. We have long contended, that there should be a
minimum of restraints and obligations imposed upon the States by the
Federal Government. We believe that in the past there have existed
dituations in welfare where the States have been actually pressured
by HEW actions to overextend their financing of welfare through
broadened eligibility and narrow disg}ualiﬁéat;ion procedures and to
relax their investigations into financial needs. :

. Itis our view that the provision for a $720 annual earnings disregard
in connection with FAP payments on the basis of it being a work
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expense item is rather costly when it a ({)lied to family incomes above
the poverty level. We suggest that it could be scaled down or eliminated.
Its elimination could cause the reduction in the H.R. 1 welfare reform
bill, a reduction of costs of approximately $1.1 billion annually.

We disagree with the proposition that H.R. 1 would discourage
fathers from leaving home so that the family could qualify for welfare.
Last year’s hearings on H.R. 1 held by ‘this committee indicated that
there would be no substantial discouragement. We strongly support
the objectives of S. 3019, sponsored by the chairman of this committee,
which would provide more vigorous Federal action in requiring child
support by deserting fathers and fathers of illegitimate children.

e hearings on welfare reform thus far have established that there

.are unmet needs. The é)rincipa,l question appears to be how much more

and how the Federal Government will appropriate funds to meet these -
needs. But throughout these hearings there have been areas that have
received little attention.

There has been a widespread public impression—a man-in-the-street
attitude, if you will—that too many abuses continue to exist and that
welfare officials may not be doing all that they could to contain the
costs of welfare.

We have been deeply disturbed by Federal court decisions that have
held unconstitutional some State actions to limit welfare payments.
We urge the Congress to consider all possible avenues to help reinstate
the rights of the States to protect the majority taxpaying segment of
its citizens, We suggest that no individual should be able to invoke
constitutional rights as a protective cover to perpetrate a fraud or
other abuses upon tne public. :

With respect to issues of social security, we are certain that this
committee is well aware of the positions of State chambers of com-
merce and, in general, the views of business and industry. Our state-
merit; reiterates those positions and includes data for committee staff
analysis,

e cannot agree that an increase in the social security taxable wage
base to $10,200 is justified at this time. We have indicated that it
would generate some excess social security tax collections of $57 billion
over the next 7 years. Moreover, the base has been raised to $9,000 this
year and we submit that a $2,400 increase in the wage base in just 1
year is too much for employers and employees to shoulder.

It would seem illogical for the Congress to consider this during
a period of wage and price controls. Last year the congressional Joint
Economic Committee pointed out the adverse consequences of raising
the taxable wage base to $10,200. It suggested that the time was not
propitious because of the size of the proposed tax increase and because
of the state of the economy. We concur. - : :

We suggest that the proposed substantial reallocation of social
security taxes to the hospital insurance trust fund for medicare bene-
ficiaries should be considered along with the payroll tax costs of any
proposed national health insurance program. _ N

. We stress our objection to the proposed automatio escalation in the
taxable wage base, in benefit levels and in the retirement earnings off-
set provision. In our prepared statement we have shown the proposed
tax increases that will be placed upon the young people at the end
of this century and the beginning of the next. , :
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We have shown also how the major change in the concept of financ-
ing by rel in%l solely on increases in the taxable wage base will work
a double disadvantage to the future semiskilled and skilled workers.
Their tax costs—and we are speaking only of social security tax costs—
will escalate tremendously. Also, the wage replacement ratio of their
ultimate benefit levels will not be as great as that of today’s retirees.

‘We have also stressed alternatively how, through individual initia-
tive—Mr. Chairman, may I request that Mr. Brown continue? I am
developing a cough.

The CHARMAN. Yes. . -

Mr. Brown. I will carry on here so you won’t be delayed. We have
also stressed alternatively how through individual initiative-the mere
accumulation in savings accounts of amounts equal to the proposed
tax increases could generate a far %reater amount of private benefits

Finally, we have reiterated our deeply felt concern that the exces-
sive expansion of the social security program will cause the existing
complimentary aspects of that program and industrial retirement plans
to disappear. We envision the day when employers will not be able to
maintain and absorb the costs of both social security and private retire-
ment plans. The social security program inexorably will force indus-
trial retirement plans out of existence if present trends continue to
accelerate.

We agree that there will be inevitable future changes and improve-
ments in the social security program; we remain adamantly opposed
to the adoption of the automated escalation provisions which are likely
to develop overly liberal benefits for low-income recipients and overly
repressive taxes for the middle and higher income recipients.

At the hearings held thus far on both welfare reform and social
security, the views of the individual taxpayer unfortunately have been
largely conspicuously absent. We urge this committee to evaluate these
two major issues as only two facets, but important facets, of the total
national needs and to share our concern :.ver the :qually important
and mounting overall tax burdens of ¢i: - pub’ic. ‘ '

Thank you. :

The CHAmMAN. Thank you very much for your statement here today,
gentlemen. : : :
. What I have to say, I think, is more of just a brief statement than it
18 & question. : n

.Mr. Brown. Fine. ‘ ,

The Caamman. But I really do say this as-one who has not always
supported the position of the chamber of commerce. I suppose in some
years I have been marked as public enemy No. 1 by the chamber of
commerce because of differing with them on some issue where I would
gee it one way and they would see it another. But in this area of what
I call the guaranteed annual wage for not working, I believe the cham-
ber of commerce, more than any organization in this Nation, has seen
the threat that that posed to this Nation: I, for one, am in favor of
providing a comfortable income level to those who are disabled, those
who are unable to work, those who are aged, for little children if you
can’t make parents do their duty. But this thing of providing a pro-

_gram.where parents are able to victimize their childrén and live on
the public with a comfortable guaranteed annual wage for not working
" could ‘destroy this Nation, in'my judgment, and merely because you
call it welfare reform doesn’t make it anything other than what it is.
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This idea of making it possible by means of people having it within

their power to cheat ané) get away with it or b{lcmeans of people
victimizing a program or victimizing their own children could very
well establish a new type of morality which eould make this a second
or third rate nation, if it could survive at cll. The fact that your orga-
nization saw the dangers in this bill when the catch phrases and nice
words and the welfare reform slogan caused others to gloss over it

-and failed to look at the fine print, I think, marks the national chamber
of commerce—and the State chambers—as the organizations more than
any other one that saw the dangers that were inherent in this proposal
when it came down.

T will be as strong as I know how in support of all we can for those
who can’t help themselves, but for those who can work, they ought to
be provided the opportunity to work.

I think that we have reached that point now that the Government
should provide everyone an opportunity to work if he wants to work.
But if he doesn’t want to work I don’t think that we ought to try to
pro}\lfide any guaranteed level of income for a person who prefers to do
nothing. ,

Mr. %ROWN. Thank you, Mr. Chairman.

In that regard we would certainly concur with the objectives that
you stated in your opening statement this morning as to what you
would like to achieve; and we will be pleased to cooperate in any
way we can in achieving them. We simply have not been able to con-
vince ourselves that true welfare reform means adding a lot more
people to the welfare rolls. We think that true welfare reform means
putting them to work and getting them off the welfare rolls.

The CHarMAN. Exactly. Thank you. : :

Senator BENNeTr. Mr. Chairman, may I have a question? .

_ You have raised a question that I think is here for the first time, and
that is the possible effect of increases in the welfare system on the pri-
vate employer-supported or employer-employee-shared insurance.
- Do you have any figures showing the comparative cost of the social
security system and the comparative benefits that that cost produces
alongside of th: amount of money that is being spent for private in-
surance system; ..nd the benefits that those produce to the employer?
Which is the larger? ‘
I realize you may not be able to answer the question here, but I would
appreciate it if you could get those figures. , o
Mr. Brow~. We will be pleased to get that for the record, Senator.
Mr. HenkeL. I think the first witness would be in a better position to

\

supply that information, from the life insurance companies and the

banks and trust companies that administer industrial retirement plans.
Mr. Brown. We will be pleased to contact them though and get
what figures are available. : , S
Senator BENNETT. It is your testimony,.and it would be good. I
think you should support it if you can. A
“Mr. Brown. Certainlﬁr‘. ’
‘Mr. HenkeL. T see what you mean.
Senator Bennerr. Thank you, Mr. Chairman, .
(The witness subsequently supplied the following table:)
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EMPLOYER CONTRIBUTIONS FOR OASDI AND PRIVATE PENSION-DEFERRAL PROFIT SHARING PLANS

{n millions}
iPo«:cnt Pen;log; ]Pomnl
ncrease 10| ncrease
Year . OASDy1 from 1950 sharing$ from 1950
: g

16,335 ...
18, 600 22

1 Source: U.S. Department of Commerce, Bureau of Econom:c Analysis.
s Source: HEW, Social Security Bulletin, April 1971, p, 27.
3 Not available.

Comparable data is not availabla on benefits financed by employer contributions.

The CHAIRMAN. Any further questions?

Senator Curtis. Based upon past experience, has it been the States
or the Federal Government that has sought to reduce the welfare rolls,
restrict their expansion, and eliminate what most people would classify
as abuses?

Mr. Brown. Senator, I can speak from personal experience in that
regard since I worked at the State level for 16 years before coming to
Washington ; and I was back at the State level in the 1950’s when we
first saw this problem coming on, when the aid to dependent children
program started to mushroom. :
" In the State of Missouri, we made very serious efforts to try to
contain it. We had numerous legislative proposals introduced, one by
the present Governor of Missouri when he was a State representative,
and another by a present Co an, and inevitably what we ran
into when we tried to push legislation to restrict eligibility to those who
were truly in need, we were advised by the State welfare director that
he had received word from Washington, “You enact that legislation
or we will cut off your funds.”

We were stymied every time,.

Senator Curtis. As a matter of fact, a review of the court cases or
any other observation shows that it has been the States that have made
an effort to reduce, and curtail, and eliminate abuses; isn’t that right ?

Mr. Brown, Right ; very definitely.

Senator Curtis. Can you point to any such effort on the part of
the Federal Government ¢ *

Mr.-Brown. I would have to do some considerable research, I think,
to find any such effort.

Senator Curtis. That leads to my next question. :

If we move either abruptly or gradually to a total federally ad-
ministered and financed welfare program, we eliminate all the restraint
that has come from the States in the past; isn't that right ¢

Mr. Brown. Very definitely. '

Mr. HenkeL. That is our position.
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Senator Curtis. Now, isn’t that true partially when we adopt a hold
harmless clause and advise the States that if these future costs get out
of hand it will be no financial concern of theirs; isn’t that right?

Mr. Brown. I think it can definitely work that way.

Senator Curtis. Yes. I think the country must realize that the so-
called welfare reform of H.R. 1 is in a practical way abandoning all
restraints we have had in the past and turning it over to agencies that
haven’t by the record shown any great diligence at all in curtailing,
and restricting, and eliminating abuses.

Now, I am sympathetic to Governors and others in State legis-
latures who are just scrambling for money everywhere they can turn;
but I think the burdens of this committee and the burdens of the
Congress become much greater by reason of the fact that in their
desperation tc solve their own budget problems some State officials
are willing to buy anything that takes an obligation off them and,
puts it on the Federa{, Government.

Mr. BrowN. We would certainly concur, Senator.

Senator Curtis. But the same people pay the Federal taxes as pay
the State taxes; is that right? ,

Mr. Brown. That’s right.

Senator Curtis. That is all.

Mr. Brown. Definitely. The facts in our prepared statement are
along the lines of the statement you made in regard to the actions of
the Federal Government—we make a statement something to the effect
that what is proposed here in IL.R. 1 in effect, in our opinion, is asking
the “fox to guard the henhouse,” that instead of moving in a logical
direction in terms of what the record shows, they are moving just
the opposite.

Senator Curtis. My first concern is to stop the enactment of some
of these very destructive features that can only lead to near disaster.
My own solution to it, my second one, is that we ought to enlarge
t}}:e roles of the States. We ought to turn the administration back to
them.

Mr. HenkeL. That has been the historic position of the Council
of State Chambers of Commerce and State chambers generally. They
would like to see the States retain a greater measure of responsibility.

Senator Currtis. I had a measure pending on that and I didn’t know
whether you had any comment on that or not. That is all, Mr.
Chairman.

The CuamrmaN. Any further questions, gentlemen ?

Well, thank you very much.

Mr. Henker. Thank you, Mr. Chairman and members.

The Caarman. Thank you, Mr. Henkel and your associate. I cer-
tainly appreciate the advice you have given us here today.

(The preceding witness’ prepared statement follows. Hearing con-
tinues on page 770.)

STATEMENT OF PAuL P. HENKEL, ON BEHALF OF -MEMBER STATE CHAMBERS OF
THE COUNCIL OF STATE CHAMBERS OF COMMERCE ‘

SUMMARY

1. Bupport welfare reform, but not a form of guaranteed income that will cw-
tend welfare coverage to the working poor. This includes support for day care
facilities for welfarc recipicnts participating in work and training programs,
1t is suggested that the Committee consider elements of several bills, the Ull-
man Bill (H.R. 6004), the Curtis Bill (8. 2037), and the Long Bill (8. 3019) in
arriving at its welfare reform proposals.



760

2, Sup‘port the perindic Congressional review and tmprovements in Social
Becurity benefits, the retirement test, and financing, but oppose most stren-
uously automatic escalation as provided in H.R. 1.

STATEMENT

Mr. Chairman and members of the Senate Finance Committee: My name is
Paul Henkel and I am Manager of Payroll Taxes for Union Carbide Corpora-
tion. I am Chairman of the Social Security Committee of the Council of State
Chambers of Commerce and I am appearing on behalf of the member State
Chambers of Commerce of the Council which are listed at the end of this state-
ment as having endorsed our statement. Accompanying me is Mr. William R.
Brown, Associate Research Director of the Council.

Briefly with respect to public welfare, we support “welfare reform,” but not
‘guaranteed income.” We view the Family Assistance program contained in
H.R. 1 as a form of guaranteed income. We support provision for day care
facilities for welfare recipients participating in work and training programs.
We oppose extending welfare coverage to the “working poor” who are not now
entitled to welfare, which is a basic element of the Family Assistance pro-
posal. We recognize that Congress enacted very significant welfare reforms
last year in H.R. 10804 that tightened up work and training requirements for
welfare recipients, but more might be done in this direction.

With respect to Social Security, we support the periodic Congressional review
and improvements in Soclal Security benefits, the retirement test, and financing,
but we oppose most strenuously automatic escalation as provided in H.R. 1.

When we appeared before this Committee in 1970 on H.R. 16311 we said that:
“The State Chambers of Commerce and, we believe, the general public support
constructive welfare reform. Constructive reform is long overdue. Most Ameri-
cans agree on this point.”

This is certainly still true today. But, making almost 10 million more recipi-
ents eligible for government income maintenance, as H.R. 1 would do, is not the
kind of “welfare reform” which the public is demanding. We understand that
many of the additional 10 million recipients woul be “working poor” and a “theo-
retical” argument for including the “working poor” can be made on the basis of
“equity.” We urge the Committee to take cognizance of the substantial taxpayer
resentment against the idea of further supporting low income families.

THE OBJECTIVE OF WELFARE REFORM SHOULD BE TO REDUCE WELFARE ROLLS

It is recognized that in some respects the welfare provisions of H.R. 1 are an
improvement over the Family Assistance Plan as passed by the House in 1970.
We believe that much credit for this should go to this Committee because of the
exhaustive critical examination it gave to the 1970 House Bill. Although some
defects have been corrected, the most basic weakness of all remains-—that is, mak-
ing up to 10 million additional persons eligible for government income mainte-
nance payments. ‘

The primary objective of “welfare reform” should be to get people off welfare.
Theé supporters of H.R. 1 are hopeful that the bill will eventually reduce the wel-
fare rolls. Although this is their goal—and ours, we feel that this hope is unreal-
istic. We are convinced that there are much better ways to reduce the welfare
rolls than by making 10 million additional pervons eligible.

SUPPORT FOR WELFARE RFFORM

We support moves to improve the financial position of the unemployed poor by
bringing their income Up to poverty levels, but we object to the supplementation
of the income for the working poor above the poverty level. In this regard, when
the Ways and Means Committee held hearings on Universal Health Care prob-
lems late last year, we supported the Government financed medical benefits for
the poor but not the working poor. We urge the Committee to assess the future
impact indicated by the July 1971 Tella Report included as Appendix B, pages
493-531 in the Report of Hearings on H.R. 1 of this Committee. That report indi-
cates that the income maintenance plan such as is proposed in H.R. 1, could in
itself n(iiiscourage people on relief from working. There should be cause for
concerrt. ' o L o

‘We disagree with the proposition that H.R. 1 would discourage fdathers from
deserting their familles in order to qualify them for welfare. The hearings of
this Committee on H.R. 1 indicated that the discouragement would not be sub-
stantial. 8. 3019 is a far better approach in this respect. R S C
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In addition to the welfare reforms recommended by this Committee in 1970,
we suggest consideration of several proposals which were introduced last year:
(1) H.R. 6004, introduced by Representative Al Ullman, (2) 8. 2037, introduced
by a distinguished member of this Committee, Senator Carl Curtis, and (38)
S. 8019 on child support introduced by the Chairman of this Committee, Senator
Long. It is suggested that a combination of the reforms approved by this Com-
mittee last year, a version of the work and training provisions of H.R. 1, ele-
ments of the Ullman Bill, the special revenue sharing proposed in the Curtis Bill,
and the child support provisions of the Long Bill would provide real welfare
reform of the type being demanded by the public. The remaining portions of this
statement suggest how this can be done and why it would be far superior to the
welfare provisions of H.R. 1:

1. Sharp distinction beticcen ‘employabdles” and “unemployables.”—The Ullman
Bill makes a much sharper distinction than does H.R. 1 between persons in need
who are “employable” and those who are “unemployable.” Under both the Ullman
Bill and H.R. 1 the “employables’ would become primarily a Federal responsi-
bility to provide training, training allowances, child care facilities, job place-
ment facilities and public service employment. Under the Ullman Bill only the
“unemployables” would be eligible for ‘“welfare” which would continue to be a
State and local responsibility, but a three-year transitional ‘special” revenue
sharing program would provide Federal funds 1c help States and cities over their
immediate “welfare fiscal crisis.” This contrasts with H.R. 1 which would give
complete control and responsibility to the Federal government for “unemploy-
ables” although many States would be expected to turn over funds to the Federal
government to supplement the basic Federal benefits. Also, H.R. 1 blurs the dis-
tinction between those who are found to be employable and those considered to
be unemployable by providing the same basic Federal benefits for both categories.
The “working poor” would be entitled to the same Federal benefits under H.R. 1
as would welfare recipients, whereas the Ullman Bill does not include the “work-
ing poor” in the same benefit structure with welfare recipients. The Ullman Bill
would, however, provide a work expense allowance and free child care for the
“working poor,” so that they would not be penalized for-working.

The Ways and Means Committee report on H.R. 1 (p. 192) unintentionally
indicates why the public is likely to regard the new Federal family programs as
one big welfare program when it says:

“Your committee expects that contractual arrangements, authorized by the bill,
between the Department of Labor and Health, Education, and Welfare would
provide integrated administration of these two programs nationally. Field in-
stallations would perform the income maintenance functions with respect to all
famll’i,es in the Opportunities for Families program and in the Family Assistance
Plan.

2. Distinction between “insurance” and ‘“welfarc” programs—When we testi-
fled before this Committee in 1970, we indicated our belief that Social Security
Administration involvement with welfare programs would lead to a weakening of
public confidence in the “insurance-type” programs now administered by this
agency. It was our contention that a sharp distinction should be maintained be-
tween welfare programs based on the concept of need and employer-employee
financed “insurange’” programs where benefits are available as a matter of earned
right. We believe that if both programs are administered to any degree by this
one agency, it would be difficult to maintain a sound and proper separation.

The Ways and Means Committee recognized the validity of this concern on
page 198 of its report on H.R. 1 where it says:

“, .. While the administration of the assistance programs for families would
be completely separate and distinct from the social insurance programs, the com-
mittee would expect that the computer equipinent and other capabilities of the
Social Security Administration would be utilized in the administration of the
family programs to the extent it is economical and efficient to do so . . .

“It is the intent of your committee that a new agency be established in the
Department of Health, Education, and Welfare to administer the Family Assist-
ance Plan and’to handle assistance payments for the Opportunities for Families
program. . . . )

Then when the Ways and Means Committee decided to “federalize” the adult
programs of assistance to the needy aged, the blind and the disabled, it provided
for administration of the new adult program by the Social Security Adminis-
tration thus completely scrambling the “social insurance” and the ‘“welfare”
eggs. On p. 158 of its report the Ways and Means Committee says:

“Your committee recognizes the practical problems involved in determining
how the actual disbursements for administrative expenses should be made when
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the same offices will be providing services for both the OASDI and the new adult
assistance program.” '

What the Ways and Means Committee failed to recognize is much more im-
portant than any ‘“practical” problem—that is by combining the administration
of a welfare program based on “need” with social insurance that is wage-related
and available as an earned right, it may well be undermining the public confidence
in the social insurance program. We believe the Congress should be very hesitant
to take any action that might contribute to the loss of public confidence in the
social insurance system.

It 1s no’ necessary to federalize the adult programs to achieve the objective
of providing fiscal relief to the States. This could be done through special revenue
sharing for the adult programs with continued administration by the States.
The States do not have any serious problems in continuing to administer the
adult programs. Their problems are almost completely with the Aid to Families
with Dependent Children, AFDC programs.

8. Monolithic Federat Administration would be an unworkable administrative
monstrosity. It is unbelievable to those working at the State level that the Federal
government can completely take over the administration of the family and adult
welfare programs and bring order out of the current chaos. The State Chambers
have had firsthand experience that much of the current welfare crisis has resulted
from the Federal government blocking the States from taking corrective action
when they saw the AFDC problem mushrooming. It appears to us that the fox
is now being invited to guard the chickens!

Among determinations to be made by HEW or the Labor Department under
provisions in this.bill for the family programs are the number of children, family
relationship, school attendance and age, amount of income and the particular
income that is excluded or included, excluded or included resources, amount of
payments, underpayments, and overpayments, registration for training, avail-
ability of jobs and demonstrated capacity for particular jobs and/or training
allowances. We believe initial determination on these diverse conditions would
be difficult. Most, too, would be subject to frequent change.

We agree with Representative Ullman when he told the House on June 22
(Cong. Record, 6-22-71, page HB5715) during the debate on H.R. 1, that:

“T just want to make one other point in regard to the supplement income or
guaranteed income formula that you have in this bill. In my judgment, it is
unsound ; it is unworkable. The Federal government under this title is going
to ise;xd out some 4 million checks every month to 4 million individual family
recipients.

“They are going to try to stay on top of these checks with three.variables in-
cluded. One is the variable of assets which could easily disqualify a family.
Second, is the variable of family size. And third, is the variable of fluctuating
income. In my 'judgment, it is totally impossible for the Government to stay on
top of this problem, and to mail out checks on this complicated formula.”

4. A strengthened Federal-State partnership is needed for real welfare reform.—
There are many who believe that under the present Federal-State welfare system,
the States are very much a junior partner. In any case, the welfare provisions of
H.R. 1 would relegate the States to a still more junior position. In fact, about
the only real option left the States in a Federally administered and controlled
welfare program would be to turn over some of their tax money to the Federal
government to permit the Federal government to add a supplement to the basic
Federal benefit so that welfare reciplents would not receive less than they have
been getting, A Committee amendment to H.R. 1 added on the floor of the House
puts the onus on the State by providing automatic supplementation up to the
level of June 1971, plus the value of food stamps, unless the State takes specific
action to set a din'erent level of supplementation or no supplementation. This
amendment apparently was added to reassure those who feared that some States
might be tempted to secure some relief for their taxpayers by not supplementing
a Federal program over which they would have no real control or responsibility.

What is needed is a new and strengthened Federal-State partnership. The needy
persons who are unemployable should be taken care of through a Federal-State
welfare program with the States being given more leeway to correct abuges and
being given fiscal relief through special revenue sharing.

SOCIAL SECURITY ISSUES

‘The further proposed increase in the taxable wage base in 1972 to $10,200 will
cause a 830% i 1crease in one year's time. We submit this is too drastic, too extreme,
and unwarranted. It will generate $11.4 billion in excess social security tax collec-
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tions over the next four years exclusive of the Hospital Insurance Tax.! We
understand that the Social Security Administration, Office of the Actuary has
estimated that by the end of 1977 the combined excess Social Security and Medi-
care Taxes attributed to H.R. 1 would be $57 billion ! This excess will be used, not
to reduce general tax revenues, but to stimulate greater Federal Government
spending during that period.

The public has too little knowledge of the complexities of allocating the social
security taxes among the old age, disability, and hospital insurance trust funds.
Too few people know that half of the proposed increase in taxes will be allocated
to the hospital insurance trust fund to reduce the insolvency of the current Medi-
care program. To illustrate, we have attached a table showing the past, present,
future and proposed allocations of taxes (see Table I). The maximum 1972
employer-employee tax is allocated:

Total tax OASI D.L H.I.
Past laW. o e $811.20 $631.80 $85. 80 3.60
Present law (Public Law 92-5).. 936. 00 729.00 99.00 08.00
Proposed law (H.R. 1).._..._.. 1,101. 60 765.00 91.80 244.80
H.R. 1 overpresentlaw................... o eeaoeaan +-165.60 +-36.00 ~7.20 +136.80

‘We wonder how receptive employees would be to a national health insurance
program financed by more payroll taxes if they were aware of what already is
being allocated to hospital insurance for Medicare beneficiaries.

Our further objection to the proposed increase in the taxable wage base in
1972 is that the obvious result will be an inequitably increased tax burden on
higher paid employees. In comparing 1971 and 1972 proposed annual wages
(up to $18 more), whereas those earning $10,200 will pay $142.20 more,

In a period in which the Country is experiencing price-wage controls, it is in-
conceivable that the Congress should take arbitrary action to reduce further,
through taxation, the disposable income of its taxpayers. The argument will be
made that these taxes will, in effect, be transfer payments and will be distrib-
uted among social security beneficiaries. That argument fails in light of the fact
that there will be $11.4 billion excess tax collections over the next four years.

These higher taxes will not result in a proportionately higher potential benefit
for the high-paid employee. The proposed C.P.I. escalation formula for increas-
ti)ng benefits (discussed below) limits the increase to 20% of the increased wage

ase,
Automatic Hscalation in Benefits :

We reiterate our objections to 'this proposal. It is significant that the Senate
Finance Committee staff has found that social security beneficiaries have fared
much better in actual past practice than if the automatic escalation formula
had been in effect since 1940, Congress increased social security benefits by
251.6%, while the cost of living increased only 171.89%.°

We object to the absence of a provision for the downward fluctuation in benefits
if the C.P.I. decreases. Also, the C.P.I. index is changed every ten years and fhe
proposal is indefinite as to which C.P.I, will control when a new O.P.I. is ‘being.
developed. ) . i
Automatio Hscalation in Tawable Wages

Our most strenuous objection exists in regard to this proposal. It is, as HE.W.
Secretary Richardson states, a device to generate future tax increases by rais-
ing the taxable wage base only. It will obviate the necessity of raising future tax
rates. The proposal quite naturally will fasten the bulk of future increased taxes
on the middle and higher income workers and high-wage industries. We think
ghe;t lc;*oncept of “ability to pay” is already overworked amd is being strained
urther. : ‘ x :

In 1970 this Committee’s staff prepared an excellent summary of the arguments
for and against the automatic escdlation in the taxable wage base’ The sum-
mary stated that if the proposal had been in effect since 1940 the wage base
would have been $14,400 instead of $7800 in 1970. Many would argue that this
would have been good—that higher social security benefits could have been paid

. over the past years. But no one could prove that this would have been acceptable
to the taxpayers! o ' o - .
1 Pages 132-133, House Repszé 92-281, May 26, 1071, .,

3 Page 2, Part 2, Staff D 70.
: 8 8taff Data on ﬁa 17!5’!;ta 24/70.3
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The staff summary made the further cogent point that there has been no
analysis of the effect of the proposed automatic increases on the future cost of
Iabor or on the future consolidated Federal budgets.

Furthermore, this Committee’s staff stated, and we wholeheartedly concur,
that the automatic provisions make assumptions of future events that are difii-
cult to evaluate for legislative planning, and that there would be no way of
anticipating whether the trust funds would be in actuarial balance.

The Social Security Taw-Benefit Relationship

We have made some calculations of accumulated maximum taxes that would
be payable over a 34-year career—from age 21 through age 64. We accumulated
the employee tax alone, the combined employee-employer taxes, the portion of
the combined taxes for old age insurance and for disability insurance. We have
compared the accumulated tax data to the expected lifetime benefit at age 65 for
each person attaining age 21 through age 64 in 1971. We made these comparisons
on the basis of the pre-existing law, the law as amended in March of 1971 (P.L.
92-5), and also as the law would be amended by H.R. 1. In the latter instance,
Y;i us%d only the proposed benefit schedule and the proposed $10,200 taxable wage
limitations.

We did not attempt to gauge the effect of the automatic escalator provisions,

‘We feel that our methodology was fair and conservative,

The results have been summarized in three tables that are attached (Tables
I1, III, 1IV). Table II displays the maximum accumulated old age and survivor
taxes over a given career and the respective maximum monthly benefit obtain-
able. Table III displays the maximum accumulated taxes for disability insurance
and for hospital Jasurance. (We suspect that few employees have considered
what they already are committed to pay for the Medicare program). Table IV
displays a comparison of accumulated taxes in Table II with expected lifetime
benefits obtainable. '

A, DISABILITY AND HOSBPITAL INSURANCE

We would point out some rather startling but little known results on Table
III. With respect to disability insurance, the younger an employee is, the greater
will be his tax cost and his tax cost increase attributable to P.L. 92-5 and H.R. 1.
The magnitude of these increases is significant. Similar but more extreme re-
sults (with respect to hospital insurance) are evident in Table III. A succinct
summary of the increase in the tax costs to be sustained by today’s 6-year-olds
in relation to today’s 64 year olds can best be highlighted in the following
manner:

Increase in tax costs to be sustained by today’s 6-year-olds:

{in percent] o
' Pre-
For— , - existing law  Present law HR.1
DISabIIIY IASUEANOR- - ceeeeemem e eeeesemeeeceeene . a7 78
Hosplh‘}ylmimm ................................................. 1,140 l.gg(s) 1,913

B. OLD AGE SURVIVORS INSUBANCE'

Table IV shows the magnitude of the increased OASI taxes that will be paid
by and for today’s youngsters, The March 1971 enactment increased the maxi-
mum tax accumulation by $56700; and increased: maximum potential benefits by
$7700. H.R. 1 would increase. the tax accumulation furthér by $12,400 an
would increase the potential benefits further by only $6800. H.R. 1 will cause
an increase in maximum taxes greater than the increage in maximum benefits
for today’'s “under age 85” individuals. Here we begin to see the decreasing
attractiveness of soclal security for the young who .will be the future’s higher .

" paid employees, This is further demomstrated on the lower part of Table IV

in thé tax-benefit ratio compgﬂsons on the basis of age and under the pre-existing
law, the present ]aw-and H.R, 1, o o
This data is the foundation of our concern that H.R. 1 sociel security financ-
ing and benefit structure would have an adverse economic effect on the ma-
Jority of future employees. Apart from the eveni more deleterious effects of
the automatic escalators for benefits and taxable wages, it represents a further
distortion of the financing and the benefits formula, a distortion that favors
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the low income bracket person with higher benefits and little tax cost and dis-
advantages the middle and high income bracket persons with the reverse. It
most certainly weakens the historic “wage-related” concept that has guided
the progress and contributed to the popularity of the social security program.

As we indicated above, the material and data developed does not take into
consideration the more drastic effects of automatic escalation in benefits and
taxable wages. No reliable data or estimates have been offered by H.E.W. or
S8.8.A. as to these effects. There is one possible effect that apparently has not
been envisioned. Benefits could rise more than 3% per year under the C.P.I
formula ; however, the proposed limit of an increase in the maximum monthly
benefit (PIA) to 209, of the excess over $10,200 or $850 per month could make the
“89% increase” provision inoperative with respect to the maximum benefit.
To illustrate: assume in 1995 the taxable wage limt is $24,000 ($2,000 a month).
By then, the maximum monthly PIA could be no more than $561.20 ($331.20--
20% of ($2000—$850) ). If the C.P.I. were to rise 49, per year over the 24 year
span (1972-1995) or 769, the maximum monthly PIA would be $583, but for
the proposed limit. It would seem that some future Congress may inherit and
have to come to grips with this problem.

Effect of OASDHI Tax Increase on Disposadble Income

The following data indicates the extent to which the present and proposed
OASDHI tax increases could affect the disposable income of the middle income
and higher paid employee.

The maximum annual employee tax deduction under pre-existing law would-
have been $460.20 in 1987 ; under the present law will be $544.50 in 1987, and
under H.R. 1 will be $754.80 in 1977 (if the taxable wage base is still $10,200).
'llz’l;)e'annual deduction could be $1,628.00 if the base rises to $22,000 at or about

5.

‘What would be the aggregate of these tax increases over a 43-year career
span (from age 22 through age 64) ? Further, what would be the result if the
employee were able to accumulate the amount of these tax increases in a sav-
ings account at 4.5% compound interest during the same span of years?

Annual  Accumilated Comspoundad
Years involved  tax increase taxes at4.5 percent

1971 lawoverpriorlaw. ..........o.ooiiaiin... 1987-2030 284 30 $3,624.90 $10, 560. 80
$10,200 base over 1970 law_ .. ... ... .. ._._... 1987-2030 10. 30 9,042, 90 26, 345.63
$22,000 base over $10,200 base. ... ... ... _........ 1995-2038 873.20 37,547.60 109, 391.00

Undoubtedly, if the enormity of these proposed future taxes were made known
to and were understood by the young people, they might have second thoughts
about the efficacy of the social security program. Some will argue that these tax
" increases will not be significant in relation to expected higher earnings levels
in the future. But can the Congress be assured that the young share this view?
Now that the 18 year olds can vote, their reactions to these possibilities ought to
be assessed. The result should prove interesting. .

Another way of looking at the alternatives to the foregoing tax increases is
to double the accumulations so that they represent the combined employee-
employer OASDHI taxes. The results represent amounts that might be used
otherwise to provide greater fringe benefits, better industrial pensions, higher
wages or more disposable income for the employee during his working career!

Effect of OASDHI Taxes on Employers

On previous occasions, we have pleaded with both the Ways and Means Com-
mittee and this Committee to be more mindful of the effect of OASDHI taxes as
a cost of doing business. We have pointed out that these taxes have risen faster
than any other fringe benefit including industrial pension costs. We have pointed
out that these tax costs can either be borne by the public as increased prices, or
be reflected in lower business earnings and lower Federal Income Tax collec-
tions from business. The proposed tax increases will be detrimental to plant ex-
pansion, more job opportunities and increased productivity on a national scale.
In effect, they will have a counteracting and deterring effect to other moves
being taken to revitalize our economy, '

We have also made the point that it is likely that employers will not be able
to continue to improve their private industrial retirement programs and to pay
increased social security taxes at the same time. There are companies whose
combined employer-employee social security tax costs already are greater than
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the cost of their private noncontributory pension plans. The prospective tax in-
creases will merely worsen this situation. We suggest that this aspect—the pos-
sible stultification—might be an avenue of investigation by the Congress more
appropriate than the current investigations which seemingly intended to shackle
the growth of these plans. We suggest, too, that the Congress consider how much
additional sales an employer must generate in order to stay even with increases
in his own social security tax and to maintain his employees after tax income.

The Congressional Joint Economic Committee Recommendations

The recommendations of the Joint Economic Committee, in its 1971 Midyear
Review of the Economy dated August 16, 1971 include the following comments:

“Our second recommendation, the postponement of social security tax increases,
has been less widely discussed. The magnitude of scheduled and contemplated
Social security tax increases may noi b2 generally recognized. An increase in
the social security tax base from $7,800 to $9,000 is’'already scheduled for January
1972 as a result of action taken by Congress last spring postponing this tax
increase from the January 1971 starting date originally recommended by the
Administration. This Committee supported that postponement. January 1971 was
not an appropriate time to raise taxes. The continued sluggish performance of
the economy makes it highly probadble that January 1972 will be an equally
inappropriate time to raise tawes. Therefore we believe that this increase in the
tax base should be postponed for an additional year.

“The soclal security and welfare reform legislation presently being considered
by Oongress (H.R. 1) contains, as presently formulated, a further increase in
the social security tax base from $9,000 to $10,200 and an increase in the social
security tax rate from 10.4 to 10.3 percent, both scheduled to take effect in Jan-
uary 1972, Coupled with the taw base increase already legislated, these provisions
would result in one of the largest social security tax increases in history and
would exert a significant and most unfortunate restraining effect on the economy.
Therefore, we believe that these further tax increases should be put into effect
gradually, with none of them beginning any earlier than January 1978. The
social security trust funds presently contain a large surplus, Even withoutl the
taw increases, this surplus will grow by some $7 to $8 billion in fiscal 1972.
Thus, postponement of these tax increases does not present any danger of impair-
ing the sound financing of the social security system ...”

We concur with the foregoing. In conclusion, we again urge most strenuously
that the Senate Finance Committee reexamine the possible adverse effects of the
proposed automatic escalator provisionsin H.R. 1.

* & %

The following State Chambers of Commerce have endorsed this statement :
Alabama Chamber of Commerce
Colorado Association of Commerce & Industry
Connecticut Business & Industry Association
Delaware State Chamber of Commerce
Georgia Chamber of Commerce
Idaho State Chamber of Commerce
Indiana State Chamber of Commerce
. Kansas Association of Commerce & Industry
Kentucky Chamber of Commerce
Maine State Chamber of Commerce
Maryland State Chamber of Commerce
Michigan State Chamber of Commerce
Minnesota Association of Commerce & Industry
Montana Chamber of Commerce
New Jersey State Chamber of Commerce
Empire State Chamber of Commerce
Ohio Chamber of Commerce
Oklahoma State Chamber of Commerce
Pennsylvania Chamber of Commerce
South Carolina State Chamber of Commerce
East Texas Chamber of Commerce -
South Texas Chamber of Commerce .
West Texas Chamber of Commerce , »
Lower Rio Grande Valley Chamber of Commerce -
Virginia State Chamber of Commerce .
West Virginia Chamber of Commerce
Wisconsin State Chamber of Commerce
Greater South Dakota Association
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TABLE 1.—HOW THE EMPLOYEE-EMPLOYER MAXIMUM ANNUAL TAX IS ALLOCATED TO OLD AGE (0ASI), DISABILITY (D.1.), AND HOSPITAL (H.l.) TRUSTS

Allocation to trust funds
i Old-age and survivors - e
Tax Maximum annual tax insurance Disability insurance Hospitalization insurance
Rate Doubled Rate Rate Rate Doubled
Base (percent) (percent) Employee Doubledt (percent) Amount  (percent) Amount  (percent)  (percent) Amount
$3,000 1.0 2.0 $30.00 $60. 00 2.0 X
3,000 L5 3.0 45.00 90. 3.0 .
3,600 1.5 3.0 54. 00 108. 00 3.0 X
3,600 2.0 4.0 72.00 144.00 4.0 .
4,200 2.0 4.0 84.00 168. 00 4.0 3
4,200 2.25 4.5 94.50 189. 4.0 168.00 0.5 82100 o meeeeeaan
4,800 2.5 5.0 120, 00 240.00 4.5 216.00 .5 28,00 e em—mennn
4, 800 3.0 6.0 144. 00 288. 5.5 264. .5 28,00 Lo eemaaas -
4,800 3.125 6.25 150. 00 300. 00 5.75 276.00 .5 28,00 o emeeepman———
4,800 3.625 7.25 174.00 843.00 6.75 324.00 .5 24,00 e eemeeecennas
6, 600 4.2 8.4 277.20 554.40 7.0 462.00 .7 46.20 0.35 0.7 $46.20
6, 600 4.4 8.8 290.40 580. 80 7.1 468. 60 .7 46.20 .5 1.0 66. 00
7,800 4.4 8.8 343.20 686. 6.65 518.70 .95 74.10 .6 1.2 93.60
7,800 4.8 9.6 374.40 748.80 7.45 581.10 .95 74.10 .6 1.2 63.60
7,800 4.8 9.6 374.40 748.80 7.3 569.40 1.1 85.80 .6 1.2 93.60
7, 800 5.2 10.4 405.60 811.20 8.1 631.80 1.1 85.80 .6 1.2 93.60
7, 800 5.2 10.4 405. 60 811.20 8.1 631. 80 1.1 85. 80 .6 1.2 93.60
7,800 5.65 iL3 440.70 881. 40 8.9 694,20 1.1 85. 80 .65 1.3 101. 40
7,800 5.7 11.4 444. 60 889. 20 8.9 694. 20 1.1 85. 80 .7 1.4 109.20
7,800 5.8 11.6 452.40 904. 80 8.9 694. 20 1.1 85.80 .8 1.6 124,
7,800 5.9 11.8 460.20 920.40 8.9 694. 20 1.1 85.80 .9 1.8 140.40
9, 000 5.2 10.4 468. 00 936.00 8.1 729.00 1.1 99.00 .6 1.2 108.00
9, 000 5.65 11.3 508.50 1,017.00 8.9 801.00 L1 99.00 .65 1.3 117.00
9, 000 5.85 11.7 526.50 1,053.00 9.2 828.00 1.1 99.00 .7 1.4 126.00
9, 600 5.95 1.9 535.50 1,071.00 9.2 828.00 11 99.00 .8 1.6 144,
9,000 6.05 12.1 544.50 1,089.00 9.2 828. 1.1 99,00 .9 1.8 162.00
10, 200 5.4 10.8 §50.80 1,101.60 1.5 765.00 .9 91.80 1.2 2.4 244.80
10, 200 5.4 10.8 550.80 1,101.60 7.5 765. 00 .9 91. 80 1.2 2.4 244.80
10, 200 6.2 12.4 632.40 1,264.80 8.95 912.90 1.05 107.10 1.2 2.4 244.30
10, 200 1.4 4.8 754.80  1,509.60 10.95 1,116.90 1.25 127.50 1.3 2.6 265.

1 including employer tax.

L9L



768

TABLE IL.—COMPARISON OF ACCUMULATED EMPLOYER-EMPLOYEE MAXIMUM SOCIAL SECURITY TAXES (FOR
OLD AGE AND SURVIVOR BENEFITS ONLY) WITH THE MAXIMUM MONTHLY SOCIAL SECURITY BENEFIT (PIA)

OBTAINABLE
) HR.1

. PIA
Pre-1971 law 1971 law Effective  Effective
Retirin Jan, 1 June 1
Agein 1971 Jan, Ta)( cost PIA  Tax cost PIA ‘Tax cost 1971 1972
[ S, 1972 $7,234 $196.40 $7,234 $216.10  $7,234 $216.80  $227.00
[ & S, 1973 7,86 198.90 7,963 221.70 , 223.10 234,30
- 62... 1974 8,560  201.50 8,764  226.00 8,764  228.80 240. 30
1 1975 9,254 204.20 9,565  228.80 9,529  245.50 257. 80

1 , 219.70 18,280  258.10 , 04 286. 40 300. 80
1991 19,701 22430 22,115 265.70 26,331  291.40 .

1 22,746 231,20 25,827  276.60 490 299.4C 314.40
2001 : 242,70 29,211  286.40 36,318  310.40 326.00
2 27,744 250.70 32,163  293.40 \ 315.40 .
2011 29,313 34,400  295.40 44,397  315.40 331.20
2016 X 250.70 35,604  295.40 ) 315.40 .
2021 29,851  250.70 35,604  295.40 ,027  315.40

TABLE 11.—ACCUMULATED EMPLOYER-EMPLOYEE MAXIMUM SOCIAL SECURITY TAXES ALLOCATED FOR
DISABILITY AND HOSPITAL INSURANCE

Disability Hospital

Ratirin Pre-1971 Proposed Pre-1971 Proposed
Age in 1971 Jan. law 1971 law (HR. 1) law 1971 faw (HR. 1)
1972 $662 $622 $662 $487 $487 $487
1973 708 721 714 580 595 731
1974 794 820 806 682 712 976
1975 880 919 829 783 829 1,221
1976 965 1,018 1,005 884 946 1, 466
1981 1,394 1,513 1,622 1,446 1,594 2,
1986 1,823 2,008 2,259 2,070 2,314 4, 097
1991 2,252 2,503 2, 2,75 3,106 5.423
1996 2,681 3,098 3,534 3,458 3,916 £,749
2001 3,089 3,472 4,151 4,160 4,726 8,075
2006 3,401 3,850 4,671 4,862 , 536 9,401
2011 3,666 4,181 3 5, 452 6,233 10, 615
2016 3,689 4,257 §, 370 5, 686 6, 561 11,322
2021 3,689 4,257 , 483 5, 866 6,768 11,404
2026 3,689 4,257 5, 4 5,975 6, 894 11, 404
2030 3,689 4,257 X 6,037 6, 966 11,404
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TABLE {V.—COMPARISON OF ACCUMULATED MAXIMUM OASI TAXES! WITH MAXIMUM EXPECTED LIFETIME
OAS| BENEFITS?

Retici Pre-1971 law 1971 law ! HR.1

etiring

Age in 1971 Jan, 1 Taxes Benefits Taxes Benefits Taxes Benefits
1972 $7, 200 $35, 400 $7, 200 $38, 900 $7, 200 $41, 400
1973 7,900 35, 800 7,900 39,900 8, 000 42, 200
1974 8,600 36,300 8, 800 40, 700 8, 800 43,300
1975 9,300 36, 800 9,600 41, 200 9, 500 46, 400
1976 9,900 37,200 10, 400 42, 000 10,400 48, 300
1981 13,400 38,600 14, 500 44, 600 15,800 52, 800
1986 16, 500 39, 500 18,300 46, 500 21,000 54, 100
1991 19,700 40,400 22,100 47, 800 26,300 55, 100
1996 22,700 41,600 X 49, 800 31, 500 56, 600
2001 5, 500 43,700 , 51,600 36,300 58, 700
2006 21,700 45,100 32, 200 52, 800 40,700 59,600
2011 ,300 45,100 34,400 52, 800 44,400 59, 600
2016 , 900 45,100 35,600 52, 800 46, 900 59, 600
2021 29, %00 , 100 35, 52, 800 48,000 59, 600

TAX/BENEFIT RATIO

1972 1:4.9 :5.4 1:5.8
1973 1:4.5 5.1 1:5.3
1974 1:4.2 4.6 4.9
1975 1:4.0 4.3 4.9
1976 1:3.8 4.0 H X
1981 1:2.8 31 3.3
1986 1:2.4 2.5 2.6
1991 1:2.1 2.2 2.0
1996 1:1.8 1.9 L7
2001 1:1.7 :1.8 1.6
2006 1:1.6 1.6 :1.5
2011 1:1.5 1:1.5 1:1.3
2016 1:1.5 1:1.5 1:1.2
2021

1 Combined Employer-Emogloyeo OASI Taxes.
3 Rounded to Nearest $100.
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The CuammaN. We will next hear from Warren S. Richardson,
general counsel of the Liberty Lobby.
Senator ANpersoN Will you tell us who is the Liberty Lobby ¢
Mr. RicuarpsoN. Pardon me?
The CuairMaN. We want you to tell us who is the Liberty Lobby.
Would you mind telling us more about your organization ?

STATEMENT OF WARREN S. RICHARDSON, GENERAL COUNSEL,
LIBERTY LOBBY, WASHINGTON, D.C.

Mr. RicuarpsoN. You want a description of the organization ?

We are a citizen lobbying group, located on Capitol Hill, founded in
1955, been in continuous existence occuping the premises on the Hill
since 1961.

I(%OL Curtis B. Dall is chairman of the board, former son-in-law of
F.D.R.

Senator BEnnerT. When you you are located on the Hill, you do not
mean you are located in any Government building ¢ ,

Mr. RicuarpsoN. That is correct. I will make the record exactly
clear. We are at 300 Independence Ave. SE., back of the Library of
Congress.

r. Chairman and members of the committee——

The CHAIRMAN. Yes.

Mr. Ricuarpson. I will take advantage of your offer to answer ques-
tions that are submitted in writing and to conserve the time of teh
committee I will not read this testimony, which I assume you all have
copies of. I would make one or two comments in about 2 or 3 minutes.

I can see, from listening to previous witnesses, that our testimony
is somewhat repetitive of what you have heard this morning.

We are opposed to the philosophy of the bill. We do not go into it
on an item-by-item basis. If our philosophy is wrong then whatever
may be right or wrong within the context is still wrong.

We do agree with the chairman and others who have testified, that
certainly tﬁe sick, the handicapped, and the aged should be provided
for—anyone who is incapable of work. The handicapped are of a
particular personal concern of mine, having a partially handicapped
child and my wife donating much of her working time to designing
~ clothes and otherwise helping handicapped people. ‘

I think that one of the greatest comments that has ever been made
about the American system in the philosophy was enumerated by Mr.
Richard DeVos, the president of Amway Corp., a man that I would
suggest, if he could be obtained, would be a marvelous witness, who
proclaims to all audiences far and wide that the greatest welfare that
could be provided this country are more jobs. Jobs are the true welfare,
if you want to look at it that way.

So, with those remarks, I would close and wait for any written
questions that you may have.

The Cuamrman. Thank you very much, Mr. Richardson. We appre-
ciate your statement and I appreciate your appearance here.

I have been reading your statement while you were were sum-
marizing it and I find myself in agreement with a great deal of what
you have to say. Thank you, sir. ~
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Mr. RicuarosoN. Thank you, Mr. Chairman.

Senator BEnnETr. Mr. Richardson, I haven’t had time to read your
statement, obviously. In it you deplore the welfare mess. Do you have
any specific suggestions, substitute ];lroposals or ideas, for dealing
l\;vﬁl?l the basic problem of welfare other than those contained in the

i

Mr. RicuarbsoN. Yes, sir. It would fall—my answer would fall—
into two categories: First, I do have a short memorandum here pre-
pared by the staff. One of the members of our staff has a father
who is a township commissioner in Ohio and has been for 30 years.
I understand that the gentlemen who occupy these positions are not
paid. It is done—they are apparently elected but they receive no pay.

At the beginning of his term of office—he is reelected on an annual
basis—welfare was administered at that township level. He has per-
sonally witnessed the transfer of welfare authority from the township
to the county to the State to the Federal Government.

He wrote his son recently and made the observation that each time
it goes to a higher level ofy government the overhead of burden costs
increases and it would be our position—that is simply an illustration—
it is the Lobby’s position that the welfare for the aged and the sick
and the handicapped could best be performed at the lowest possible
level of government. We are not prepared to say what is the best
level but certainly a State would be a better level than the Federal
Government and presumably a county level would be even better.

I think that you must also look at these problems more like a rope.
We are examining one strand of the rope. Other strands would
your problem of financing at lower governmental levels; and that
brings us around to the concept of revenue sharing and I don’t see
how you can consider one without at least paying a nodding ac-
quaintance to the other.

The second part of my answer would lie in this area: that our home
has been the home for Mormon missionaries for about 2 years and I ain
sure that most of us realize that the Mormons have a very fine system
of helping their own people. I think that their system should be studied
and whatever principles or philosophy which can be gleaned from it
should be someEow worked into our welfare system.

The basic principle they invoke is that those who don’t have jobs
work and they are provided for; and I think this is sound philosophy
and I would recommend it. ‘ ]

The CrairmMaN. Thank you very much, sir.

Senator BENNETT. Mr. Chairman, as the only Mormon on the com-

- mittee, someday I would be glad to tell the committee about the

Mormon welfare system, but it is based on donated services and labor
and things from the members of the church who have them. You can
only operate it in a closed system. You can’t operate that on a basis
where there is no relationship between the various people who are going
to make contributions and the people who are going to receive them.
I have watched the Mormon system since it was inaugurated in the
middle thirties and, as I sa(?'2 it can only operate in a closed system. I
it to take in the whole population, where

there is no incentive of relationship to persuade people to contribute.
For instance, in this area the Mormon system operates a dairy farm
on the Eastern Shore and while they have one or two paid people whose
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salaries are paid by contributions from members of the church who
can’t get out and work on the dairy farm, the work on the dairy farm
is done by the members of the church and, therefore, all of the income
from the farm is available for welfare purposes. But you can't per-
suade the American peogle that all of the social services in our system
are going to be supplied by donated labor.

Mr. Ricuarpson. I appreciate your comments, Senator Bennett.
My dentist is a Mormon and I am aware of his contribution to the farm
because it happened that he scheduled us for an appointment on the day
he had to be on the farm, so we have had many discussions with him
and, as I tried to indicate in the first part of my remarks, I am sure
that the system could not be adopted in its entirety but T suggest that
the basic principles and some of the philosophy try to be incorporated
in whatever ultimate system of welfare reform we achieve.

Senator BENNETT. Well, I wish in this country we had that kind
of brotherhood relationship but I am afraid it is a long way off, partic-
ularly in these days of alienation and riots and what have you.

I am sorry, Mr. Chairman.

The CrairmaN. That is all right.

Senator BENNETT. I am through.

The CHAIRMAN. Thank you very much, sir.

" Mr. RicHarpsoN. Thank you, Mr. Chairman.
(The previous witness’ prepared statement follows:)

STATEMENT OF WARREN E. RICHARDSON, GENERAL COUNSEL, LIBERTY LOBBY
SUMMARY

I. Welfare program origin—academic or special interests, not business
management,
II. Government Spending.
(a) Subsidies for 14 of population
(b) Subsidy system “out of control”
III. Welfare Case Histories
(a) England—17th century
(b) New Jersey—1969 to today
IV. Welfare State
(a) Kills many more people than it saves
(b) Destroys nations
(c) Sources of revenue:
(1) Taxation
(2) Printing money
(3) Diversion of funds from other government programs

STATEMENT

Mr. Chairman and members of the committee: I am Warren S. Richardson,
general counsel of Liberty Lobby. I appreciate the opporiunity to present the
views of Liberty Lobby’s 20;000-member Board of Policy, and alsn to appear on
behalf of the 135,000 subscribers to our monthly legislative report, Liberty Letter.

Critics claim that virtually all of the government programs to deal with
poverty, and the welfare program in recent years, have come from the academic
community, or special-interest lobbies in Washington—that there has been little
visible input from business management experts.

The theory which academic planners evolved during the 1960's on the way to
overcome poverty has been called an “income strategy.” In the words of Milton
Friedman, the Chicago economist, ‘“It’s simple—give 'em money.”

During the 1968 campaign, Mr. Nixon declared that he opposed a guaranteed
annual income, whether called a “family allowance” or a “negative income tax.”
He said he was convinced that it “would not end poverty.” and that it would
have a “very detrimental effect on the productive capacity of the American

people.” .
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After becoming President, however, in a message to Congress on Aug. 11, 1969,
Mr. Nixon called for a welfare-reform program with a “nationwide minimum
payment to dependent families with children,” including federal payments to
supplement the income of the ‘“working poor.” On June 10, 1970, the President
broadened his proposal “to extend the principles of this income strategy to other
domestic programs—-sttich as medicaid, food stamps, and public housing.” In his
1971 State of the Union message, the President urged Congress: “Let us place a
floor under the income of every family with children in America . . . but let us
also establish an effective work incentive and an effective work requirement.”

GOVERNMENT SPENDING

The Washington Daily Neiws of Jan. 12, 1972 reports editorially that U.S. gov-
ernment subsidies in one form or another cost the taxpayers at least $63 billion
in the 1970 fiscal year and that the total is undoubtedly higher, since new sub-
sidies regularly are in the works. The Joint Economic Committee of Congress
says the subsidy system is nut of control.

In June of 1971, a report from the Tax Foundation indicated that more than
one-third of the Nation’s population was getting some form of income mainte-
nance support from federal, state, or local government at the end of 1970. They
estimated that 72.8 million individuals were receiving money from government.
That is more than one-third of our entire population. Not counted in this estimate
are those persons and private institutions receiving direct support under such
special purpose programs as federal farm support, scholarships, research and
training grants, ete.

The welfare plan adopted by the House makes two basic changes. It national-
izes the system and it converts the dole into a guaranteed annual income.

The Milwaukee Sentinel of June 24, 1971, makes a good point: If the federal
gov.rnment were capable of handling a welfare system, the American Indians
would be a great deal better off.

HISTORICAL EXAMPLES OF GUARANTEED INCOMH

This notion of supplementing wages to bring an individual or a family income
up to a prescribed minimum is by no means original or new. A conspicuous
example in point, with its consequences, is to be found in English history around
the 17th century. The nation was then rife with poverty, so dire as to be un-
imaginable today, and people were pouring into the cities from the outlying
countryside. The industrial revolution, with its immediate exploitation of women
and child labor, but its eventual employment opportunities, was still in the
future. The monasteries that had fed the beggars had been closed. While skeptics
contended that they “did but maintain the poor they created,” neither they nor
the barbarously cruel laws and regulations against begging, nor the Malthusian
virtual contention that starvation was the only ultimate solution of birth control,
could solve the nationwide problem that was primarily economic.

At that time one area of Britain, Speenhamland, conscious of the tragedy of
its poor people, devised a formula in the hope of aiding its destitute. They
decreed that when the price of bread exceeded a certain figure and if the wage
of a day laborer were below a certain figure, a subsidy from the relief fund
should raise his daily income to a specified amount.

But the consequences were far different from those anticipated. Some employ- -
ers, realizing that their laborers would receive a certain minimum regardless,
paid less than the minimum. Some workers, knowing that they would receive the

- minimum whether they did a good day’s work, loafed on the job. The evil results
spiralled until it was said that hard was the lot of the day laborer, harder that
of the landowner, hardest of all, that of the independent worker who would not
claim the subsidy. Before long, many farms went out of cultivation and the area
was virtually bankrupt. The act was repealed.

I am indebted to Dr. Mollie Ray Carroll, writing in the publication Task Force,
for that short bit of economic history. '

WHAT HAPPENED IN NEW JERSEY

According to a report by James Welsh, in the Washington Star of Oct. 26, 1970,
fewer than 300,000 people were on welfare in the state of New Jersey as of Dec. 81,
1969. Today, according to the chief statisticlan of New Jersey, 409,718 people
are on welfare, an increase of about 35%. The expenditure of $81,670,223 for
welfare recipients during 1971 has the state of New Jersey on the brink of legis-
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lation which would require a state graduated income tax, an increase in the
state sales tax, and a state property tax.

According to the Senate Republican Policy Committée, it is estimated that
the U.S. government now spends in excess of $72 billlon a year for social pro-
grams of some nature.

It is Liberty Lobby’s view that if this Nation should fail it will not be because
of a hydrogen bomb, but because of a philosophy : an idea that says an individual
is not responsible for his own economic welfare nor responsible for his own moral

conduct.
WELFARE OR SURVIVAL

The attitudes of self-sufficient taxpayers, in the immense majority of cases,
fall into one of the following two categories :

1. One type of taxpayer pictures welfare recipients as persons who either fake
or exaggerate physically or psychologically disabling conditions in order to avoid
having to work to earn a living. When the subject of welfare is raised, such
people react with resentment and indignatinon. This is the more conservative
citizen,

2. The second type of taxpayer, in his thinking about welfare, pictures persons
who are truly disabled, either physically or psychologically, and who truly can-
not earn enough to meet their basic needs. For such people, the subject of welfare
evokes feelings of sympathy and a desire to help those who are in need. This is the
more liberal taxpayer.

For both categories of self-supporting citizens, there is little awareness of a
“personal stake,” in the issue of welfare. They do not stand to receive welfare,
and they are only vaguely aware that the funds to support welfare must come
ultimately out of their own pockets. Those who oppose it invoke the work-ethic
of individualism. Thougiits of welfare cheats, in the context of this precept, gen-
erate righteous indignation against welfare. Likewise, those who tend to favor
welfare do so on moral-ethical grounds. Thoughts of the suffering of those who
cannot help themselves, in the context of the altruistic principle of need, generate
righteoys indignation in support of welfare.

The immense majority of the self-sufficient liberal taxpayers do not deny that
welfare cheating is taking place, and the immense majority of them deplore it.
Supporting welfare fakers is emotionally repugnant to them in much the same
way as to the more conservative taxpayer. However, they see no effects of sup-
porting welfare cheats which justify the cost of attempting to eliminate them
from the welfare rolls. There is no way to reduce the number of persons who are
mistakenly denied it. The more welfare eligibility requirements are tightened, the
limit being the abolition of welfare, the largest number of truly needy persons
who will be made to suffer or starve. If, for example, psychological problems of
the type which impair learning ability are not grounds for welfare, most chroni-
cally unemployed persons become ineligible. Many are fakers, of course, and will
not starve if denied welfare. But many others are not fakers, and will literally
starve to death if denied welfare. To catch the cheats, it is necessary to let those
who are not cheats starve. To the more liberally oriented taxpayer, catching the
cheats does not seem to be worth the cost.

We believe this argument to be the foundation for the welfare state. Let’s focus
on it. Some persons are unable to earn enough to meet their basic needs. Undeni-
able. Further, private charity will not take care of all of them. Some. if only
through human error, will be denied benefits and will starve. Again, undeniable.
The problera, then. lies in the attempt to decide whether an applicant is eligible
for benefits. So long as standards are applied, some applicants will be turned
down. And so long as some are turned down, some will be turned down in error.

No argument. Therefore, so the argument goes, lives will be saved if the govern-
ment dispenses welfare, and the number of lives saved will be directly propor-
tional to the looseness of the government’s eligibility requirements, In the limit-
ing case, in which the government employs no standards of eligibility, the maxi-
mum number of lives will be saved.

We think this reasoning is hogwash.

The argument assumes that persons who are self-supporting never die for lack
of money. It assumes that none of the 60,000 Americans who die in automobile
accidents each year die for lack of money; that none of the 750,000 Americans
who die of heart disease each year die for lack of money. No one suffering from
heart disease ever died because he or she was unable to afford a labor saving
device such as a power lawn mower, a washing machine, vacuum cleaner, or a
dishwasher. None of the 350,000 persons who die of cancer each year die for
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lack of money. None of these persons could have been saved if they had gone in
for a checkup after they wrote out their checks to the IRS. Not one of the 55
workers killed each day on the job, nor one of the 8,500 who are disabled, nor
one-of-the 27,200 who are injured, would have been saved if corporate taxes had
been less. Tax loads have nothing to do with the rate of replacement of indus-
trial plant and equipment.

In essence, welfare kills many more people than it saves. In fact, welfare
doesn’t merely kill people, it also destroys nations.

How? The money to support welfare may be obtained by :

1. Taxation ;

2. Printing of money;

8. Diversion of funds from other government programs.
When welfare statism comes to dominate the political system of a nation, all
three methods are employed. Taxation is usually the first. But taxation soon be-
gins to draw a reaction at the polls, and the politicians are forced then to begin
the fatal process of government induced inflation. In the U.S. this amounts to
printing government bonds to create our money, which of course is deficit fi-
nancing and debt money. Two things happen :

1. As the deluge of government bonds drives present prices down, interest rates
rise to crushing levels. (Interest rates are inversely proportional to bond prices.
The lower the price of a bond paying a fixed premium, the higher the yield.)

2. Inflation. And as the printing press debt money hits the markets of the na-
tion it drives all prices up. Thus both effects draw a reaction at the polls, tight
credit and high prices. !

Next, method 3 is employed : The politicians obtain the money to support wel-
fare programs by diverting funds from other government programs. The police
forces, the judicial system, the penal system are starved for funds. Crime rates
Skyrocket. The courts are swamped. The jails become hell holes, and the inmates
riot. As the political clamor for better police protection, better sewage and water
treatment, better municipal transportation, etc., all rises, all methods are closed
off except one: diversion of funds from the Nation’s military. :

Once the welfare state reaches this point in its evolution, the end is near. How
long will it be, Mr. Chairman, before welfare becomes more important than na-

tional defense? Or has it already become more important? \d
I close with this statement attributed to Father Keller, of Notre Dame
University :

“A democracy cannot exist as a permanent form of government. It can exist
only until the voters discover they can vote themselves largesse from the public
treasury. From that moment on, the majority always votes for the candidate
promising the most benefits from the public treasury, with the result that a
democracy always collapses, over a loose fiscal policy . . . always to be followed
by a dictatorship.”

Thank you again for this opportunity to appear today and to present our views.

The CuairmaN. The next witness will be Mr. John F. Nagle, chief

of the Washington Office of the National Federation of the Blind.

STATEMENT OF JOHN F. NAGLE, CHIEF, WASHINGTON OFFICE,
NATIONAL FEDERATION OF THE BLIND

Mr. NaoLe. Mr. Chairman and members of the committee, my name
is John F. Nagle, chief of the Washington Office of the National Fed-
cration of the Blind. My address is 1846 Connecticut Avenue NW.,
Washington, D.C.

With your §ermission, Mr. Chairman, I will read briefly from my
testimony and then ask that the entire statement be included in the
printed record. -

Now, Mr. Chairman, as you consider the provisions of H.R. 1 and
strive further to implement the objective of reducing the welfare load
and welfare costs, we come before you as we have in the past offering
and urging acceptance of another innovative concept.in the Social
Security Act that would liberalize the disability insurance sections of
the'act so as to allow blind persons to qualify for payments when
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they have worked a (frear and one-half in social security-covered work
and to continue to draw payments so long as they remain blind and
regardless of their earnings.

ese proposals, contained in S. 1335, have been adopted four times
by the U.S. Senate; and, when introduced in the 92d Congress, S. 1335,
sponsored by Senator Vance Hartke, was cosponsored by no less than
70 Members of the Senate.

By endorsing S. 1335, by allowing persons with sight to qualify for
disability insurance ‘payments on a less-than-the-regular-quarters-of-
coverage basis, such payments would be more readily available to more
people without sight. They would be available to keep blind people
from the need for welfare.

If you approve S. 1335, disability payments will be available to
provide fiinancial security at the time when employment is gone and
seems likely never to be obtained again. Disability insurance payments
would be available, if you will accept S. 1335 as a solid foundation
upon which to begin to rebuild a shattered life.

By allowing the person without sight to remain qualified for dis-
ability payments regardless of his earnings, such payments would be
available to supplement the meager and subminimum earnings of the
blind worker in a sheltered workshop which, although in excess of the
social security cutoff amount of $140 monthly, still are nowhere near
sufficient to assure the blind worker of an adequate living.

If you will approve S. 1335, disability insurance payments would
be available to supplement the earnings of the blind person who works
at home or from his home—as salesman, piano tuner, telephone solici-
tor, chair caner—who earns more than the $1,680 annual social security
allowable amount that still earns and lives at a starvation level, in
spite of determined efforts to help himself and live from his own labors
and not upon welfare.

Then, too, Mr. Chairman, by removing the earnings test and allowing
a blind person to qualify for disability benefits whatever his earnings,
such benefits would serve to equalize the disadvantages of trying to
function blind, in a sighted society.

Disability insurance payments, received regularly and predictably
each month, would rescue the blind person from a dependence upon
family and friends when he has need for sighted help; it would release
him from a dependence upon undependable kindness and unreliable
generosity.

Disability insurance payments would be a continuing source of
funds enabling the blind person to buy, not beg, for the sighted help
he needs to function, for whatever he does, whether he works as a
piano tuner, a vending stand operator, a lawyer, a teacher, or if a
woman as a housewife with groceries to buy and a home to manage.
Whatever the blind person does, he must do it in a sight-structured
world and if he is to function successfully, if he is to function at all,
sight must, be subject to his summons and available to his needs and
this can only mean hired sight.

Enactment of S. 1335 into Federal law as an amendment to the
Social Security Act would give real] meaning in the lives of blind per-
sons to the goals of H.R. 1, of encouraging initiative and a desire for
self-dependence, of assisting an active determination for self-help.

Enactment of the disability insurance for the blind measure into
Federal law would give meaning and reality in the lives of blind per-
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sons to these goals by providing social insurance dollars as an earned
and merited right rather than the welfare grant as a humiliating and
reluctantly given dole.

I thank you very much, Mr. Chairman, for this opportunity to
appear,

b e CHAIRMAN. Thank you very much, Mr. Nagle.

Senator Curtis. One question: M:. Nagle, under.existing general
social security law, someone with the required number of quarters
who can };;ove that they are permanently and totally disabled gets
disability benefits?

Mr. Nagre. If he earns more than $140 a month, Senator, he does
not get it.

Sgna,bor Cuortis. Now, in the definition of disability benefits——

Mr. NaGLE. Yes, sir.

Senator Curtis (continuing). Do they accept blindness as a total,
as a condition of total and permanent disability ?

Mr. NaoLE. Yes, Senator; it is in the law. |

Senator Curtis. So what you are dealing with and what is involved
in this legislation that you are supporting relates primarily to the
work limitation ? ”

Mr. NagLe. That is right, Senator.

Senator, let me give you an example. I am a totally blind person;
for some 15 years I was engaged in the practice of law. There were
many lawyers in my bar who did not have secretaries. I had to have a
secretary. I couldn’t read my mail without a secretary ; I couldn’t func-
tion throughout the day without a sighted secretary available to me.
Therefore, for me to be able to function at all I had to pay the price of
a week’s pay for a sighted secretary—an expense that other lawyers had
a choice whether they would have or not have.

This is what we are saying, that the disability insurance payments
as a continuing source of income to me at the time I practiced law or to
another blind person who is trying to earn a living, trying to function
with the requirement constantly of sighted help available to him,

" must have money to purchase sight, sight available to him, on a regular

basis.

Senator Curtis. I have been distressed over the situation that many
blind people are encouraged to get an education, and to go into various
professions such as the law and they seek Government employment;
and, as a practical matter, they aren’t furnished with hired sight on
those jobs; I have found that in the Government they are discriminated

ainst in other ways and sometimes those around them or their super-
visors do not want to be bothered with assisting.

Mr. Naoie. This is also true in the general economy, Senator.

Senator Curtis. I expect that is true. '

Mr. Nagre. That’s right.

Senator Curris. But we have a more direct responsibility here in

~ the Government service.

Mr. Nagre. That’s right. It is possible today, because of techniques
and methods that have been developed and opportunities available in
training for a blind person to learn to function successfully in a sighted
society, but then when he is ﬁ)repared to function and apglies for a job,
too often he encounters authoritative opinions on what he can do and
wh?t he can’t do that, in fact, amount to total discrimination and
exclusion. . )
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Senator Curtis. I won't take further time for it, but I thank you.

Mr. Nagre. Thank you.
The CHAIRMAN. Thank you very much, sir.
(The previous witness’ prepared statement follows:)

STATEMENT OF JOHN F. NAGLE, CHIEF, WASHINGTON OFFICE, NATIONAL
FEDERATION OF THE BLIND

Mr. Chairman and members of the committee : My name is John F. Nagle. I am
the Chief of the Washington office of the National Federation of the Blind. My
address is 1846 Connecticut Avenue, N.W., Washington, D.C. 20036.

Mr. Chairman, anticipating by some thirty-one years the intent and purpose of
H.R. 1, the National Federation of the Blind, since its founding in 1940, has
argued consistently and worked constantly toward the goal of enabling and en-
couraging and assisting blind persons on public welfare to get off relief and into
employment.

We have always and emphatically rejected the too generally held misconception
that blindness is synonymous with helplessness and dependency.

We have always refused to accept the far too generally held view that blind
people must all look to public welfare for support, that once receiving aid, they
will continue on the aid roles for all of their lives.

The earned income concept and mechanism is now in the federal public assist-
ance law (and in other federal laws and federal programs) because the Na-
tional Federation of the Blind fought in Congress after Congress to have it in-
cluded, and this concept, this mechanism, has served as a bridge over which blind
persons and other temporarily needy persons may pass as they gradually work
their way from dependence upon publically-provided help to achieved self-help
and self-support.

Section 2012(b) (1) of H.R. 1 would retain the $85 plus 509 earnings exemp-
tion for blind persons and we urge you to give this provision your approval.

When the National Federation of the Blind learned from experience that he
above “sliding-scale” earnings exemptions was not sufficiently broad to really
benefit part and full-time working students and other blind persons who were
employed and also directing their efforts towards the fulfillment of an approved
rehabilitation plan for achieving self-support, we asked Congress to exempt all
of the income and all of the resources of such persons, and Congress did this.

Section 2012(b) (3) (A) of H.R. 1 would retain this full exemption of income,
but since it does not also exclude ‘“resources,” which are excluded as well as in-
come in Section 2013(a) (4) of H.R. 1 and Section 1002(a) (8) (B) in existing
law, we ask that you not only give your approval to this provision, but we also
urge that you amend it to include “resources,” that it may then conform to exist-
ing law, that it may offer to ambitious and working blind persons the full
advantages offered by the inclusion of such term in existing law.

Mr. Chairman, although relatively few blind persons would be affected by this
provision and aided and benefited by it, those few who are diligently working to
gain the goal of self-support in accordance with an approved rehabilitation plan,
would have all of their earnings (if they are employed) and all of their resources
(it you will include resources in this provision) to assist them to reach their
goal—and the goal of the Vocational Rehabilitation Act—of transforming depend-
ent and welfare-supported people into independent and self-supporting people.

Now, Mr. Chairman, as you consider the provisions of H.R. 1 and strive further
to implement the objective of reducing the welfare load and welfare costs, we
come before you as we have in the past, offering and urging acceptance of another
innovative concept in the Social Security Act, that would liberalize the disability
insurance sections of the Act 80 as to allow blind persons to qualify for payments
when they have worked a year and one-half in social security-covered work and
to colntinue to draw payments so long as they remain blind and regardless of their
earnings.

These proposals, contained in 8. 1835, have been adopted four times by the
United States Senate, and when introduced in the 92nd Congress, S. 1885, spon-
sored by Senator Vance Hartke, was co-sponsored by no less than seventy mem-
bers of the Senate.

B{ endorsing 8. 18385, by allowing persons without sight to qualify for dis-
ability insurance payments on a legs-than-the-regular quarters of coverage basis,
such payments would be more readily available to more people without sight.

They would be available to keep blind people from the need for welfare.

i
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If you approve 8. 1835, disability payments will be available to provide finan-
clal security at the time when employment is gone and seems never to be ob-
tained again.

Disability insurance payments would be available, it you will accept 8. 1385,
a8 a solid foundation upon which to begin to rebuild a shattered life.

By allowing the person without sight to remain qualified for disability pay-
ments regardless of his earnings, such payments would be available to supple-
ment the meager and sub-minimum earnings of tte blind worker in a sheltered
workshop, which, although in excess of the social security cut-offt amount of $140
monthly, still are nowhere near sufficient to assure the blind worker of an ade-
quate living. -

If you will approve 8. 1335, disability insurance payments would be available
to supplement the earnings of the blind person who works at home or from his
home—as salesman, piano tuner, telephone solicitor, chair caner—who earn more
than the $1,680 annual social security allowable amount but still earns and lives
at a starvation level, in spite of determined efforts to help himself and live from
his own labors and not upon welfare.

Then, too, Mr. Chairman, by removing the earnings test and allowing a blind
person to qualify for disability benefits whatever his earnings, such benefits
would serve to equalize the disadvantages of trying to function blind, in a sighted
society.

Disability insurance payments, received regularly and predictably each month,
would rescue the blind person from a dependence upon family and friends when
he has need for sighted help, it would release him from a dependence upon un-
dependable kindness and unreliable generosity.

Disability insurance payments would be a continuing source of funds enabling

- the blind person to buy, not beg, for the sighted help he needs to function, for -

whatever he does—whether he works as a piano tuner, a vending stand operator,
a lawyer, a teacher, or if a woman, as @ housewife with groceries to buy and
a home to manage—whatever the blind person does, he must do it in a sight-
structured world and if he is to function successfully, if he is to function at all,
sight must be subject to his summons and available to his needs and this can only
mean “hired” sight. ,

Enactment of 8. 1335 into federal law as an amendment to the Social Security
Act would give real meaning in the lives of blind persons to the goals of H.R. 1,
of encouraging initiative and a desire for self-dependence, of assisting an aective
determination for self-help.

Enactment of the disability insurance for the blind measure into federal law
would give meaning and reality in the lives of blind persons to these goals by
providing social insurance dollars as an earned and merited right rather than
the welfare grant as a humiliating and reluctantly given dole.

In considering the welfare provisions of H.R. 1, Mr. Chairman, although the
National Federation of the Blind is greatly opposed to a combined adult category
of aid under the Social Security Act which lumps together the aged, blind, and
severely disabled, into one common administrative welfare plan, thereby eliminat-
ing or restricting the possibility of considering and satistfying the categorical or
group needs of the separate and distinctively different classes of disadvantaged
persons, still, if this Congress in its wisdom is determined that the repeal of
Titles 1, X, and XIV, is essential, we ask, at least, for a safe-guarding amend-
ment to be incorporated in the proposed new welfare title, an amendment which
would assure and require the continued recognition of the group and individual
needs of the aged, blind, and disabled.

We offer the following amending language for your consideration and
acceptance: .

“Provided that it is recognized that the standard of need applied with respect
to an individual who is aged, blind, or severely disabled, may differ depending
upon the group and individual needs of such individual or conditions related to
his age or disability.” ) .

The National Federation of the Blind strongly supports the federalization of
the public welfare program, for it should result in providing needy peovle with
more adequate income and income available to them under less harrassing and
humiliating conditions. ‘ o

We certainly approve the provisions of Title XX of H.R. 1 that eliminate lien
and recovery and responsibility of relative practices in public assistance, and
from the lives of persons requiring publically-given financial aid.

While, in general, the National Federation of the Blind endorses and supports
the monthly amgunta of aid provided for in Title XX of H.R. 1, we believe these
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provisions should be amended to require those states having a higher assistance
standard as of June 30, 1971 (California, Alaska, Massachusetts, Iowa, and New
Hampshire), to maintain such higher standards.

Also, Mr. Chairman, the National Federation of the Blind believes Title XX
of H.R. 1 should be amended so as to assure that the special needs of recipients
of aid are met when such needs are due to special circumstances and which make
the total dollar amount of need greater than the flat amount provided for in
the pending bill.

Specifically, such special needs would be non-medical, out-of-home care and
attendant care costs which alone could run between $200 and $300 a month, the
added expense of taking meals regularly in restaurants, telephone service, and
laundry service.

Mr. Chairman, we would also emphasize the need for an amendment to Title
XX of H.R. 1 to require the recognition and dollar allowance for the special needs
of blind persons, needs that are attributable to the circumstances of blindness,
needs that must be satisfied if self-care is to be fostered and self-support encour-
aged and promoted.

Section 2014(f) (1) of H.R. 1, provides that income and resources of a spouse
living with an eligible-for-aid individual will be taken into account in determining
the benefit amount of the individual whether or not the income and resources are
available to meet the needs of the eligible individual.

The National Federation of the Blind believes this provision is most disturbing.

‘The counting of a spouse’s income and resources as those of the recipient should
depend upon whether, in fact, such income and resources are actually available
to such recipient.

The National Federation of the Blind, therefore, urges that this provision be
amended to meet this available-to-the-recipient requirement.

The National Federation of the Blind endorses and supports the provisions
of H.R. 1 which authorize an increase in social security payments effective
June, 1, 1972, and the provision of an automatic increase in such payments in
accordance with the risein the cost of living.

The National Federation of the Blind particularly approves the proposals of
H.R. 1 that extend health care coverage to disability insurance beneficiaries.

This was a long-sought-after goal of the organized blind as we worked and
testified in succeeding Congresses in pursuit of this new realized objective.

Finally, Mr. Chairman, the National Federation of the Blind has much con-
cern about and is strongly opposed to the provision in H.R. 1 that requires re-
ferral of disabled recipients of aid to the State Vocational Rehabilitation Agen-
cies that would deny financial aid to such persons who refused to accept voca-
tional rehabilitation services without good cause.

The long time experience of the National Federation of the Blind in the
rehabilitation field has convinced us that forced acceptance of vocational re-
habilitation services is a poor and a wrong way to motivate persons to try to
achieve self-support.

We believe there is no organization more intent on strengthening the purposes
and provisions of the Soclal Security Act to help blind people to attain self-
support and self-care than the National Federation of the Blind.

However, we believe that voluntary, not compulsory, acceptance of rehabilita-
tion services is a far more effective means of gaining our common goal.

The CrarmaN. The next witness will be Mr. Durward K. Mec-
Daniel, national representative of the American Council of the Blind.
We are pleased to have you here today, Mr. McDaniel.

STATEMENT OF DURWARD K. McDANIEL, NATIONAL REPRESENTA-
TIVE, THE AMERICAN COUNCIL OF THE BLIND, WASHINGTON,
D.C.

Mr. McDanieL. Thank you, Mr. Chairman.

I will try to summarize a few of the points here from the prepared
statement which I would like to ask to be made a part of the record.

With reﬁpect to the social security amendments which are con-
tained in H.R. 1, we find we are generally in accord with those. We
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are pleased to see that the House of Representatives has extended
medicare benefits to disabled beneficiaries. We were distressed, how-
ever, to see that they provided for a 2-year waiting period—2 years.
after entitlement for disabled beneficiaries—which, I suppose, was in-
tended to be an economy measure; but I point out to the committee
that most of the medical and hospital costs of the total population
are not Eaid by private insurance plans and that in any event this
class of beneficiaries would not be able to afford them. So if the con-
cept is correct that the medicare benefits should be extended to dis-
ability beneficiaries, we think it should be extended to all of them.

We think, moreover, regarding the liberalization of the eligibilit
rule for disability benefits, whether it is the fully insured rule whic
the House adopted or the bill similar to Senator Hartke’s which Mr.
Nafle described, that the number of persons receiving aid to the blind
and, therefore, entitled to medicaid benefits, would be reduced unless
the Congress decided that social security payments should be treated
as deferred earned income and not deducted from welfare grants.

We think that the medicaid program, particularly if the require-
ment for a comprehensive health program is repealed, as provided in
H.R. 1, isn’t going to be much help to anybody, and we would like to
see at least those people in the smallest of the categories, aid to the
blind, included, perhaps at the cost of the general revenue fund, in the
medicare program. There needs to be some uniformity throughout
the country and if there are not going to be comprehensive programs
in the States, then we think such coverage ought to be included in the
medicare program under title 18.

There are several things about the proposed title 20 which interest
us very much. The American Council of the Blind supports the fed-
eralization of the adult categories, and particularly assistance for the
aged blind ; and I will point out, althou% I think the committee knows
it, that over the past dozen years or so this is the category of assistance
that has been declining in numbers.

It now includes approximately 81,000 persons in the whole country.
Of course, we are glad to see this, and yet we are concerned about the
support which blind persons who need this kind of help get from any
program which, although the Federal program as proposed here is
more liberal than in some of the Suates, is less liberal than in some
others and is actually regressive in some respects, and I will point
them out.

For example, the provision of eligibility saying that an eligible in-
dividual may have $1,500 in property : H.R. Lsays if he issingle, he may
have $1,500 in property, or if he is married he and his eligible spouse
may still have only $1,500 together, so in that respect people are better
off 1f they are not married, you see.

“With respect to excluded earned income, in section 2012(b) the pro-
vision is for $1,020 per year for an eligible individual, or if he is mar- -
red $1,020 for both spouses, not each, but both, so again they are better
off if they are not married.

And in section 2014, where there is an ineligible spouse, the bill
says—and it gives some leeway to the Secretary but it says—that the
income of the ineligible spouse is considered to be available to the eligi-
ble individual whether it is or not. I would say that is another deter- -

" rent to keeping people together in one family.
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In the same section there is a provision that the income of a step-
parent with respect to a child of the other spouse is considered to be
iz.\;ailable whether it is or not, also a negative influence upon family
ife.

With respect to the amount of the benefit provided for in proposed
title 20, many of the States have more liberal programs than the $130
proposed, and we think that the amount proposed should be greater,
but that in any event there should be some provision for supplementa-
tion, either by the Federal Government or by the State governments,
so that no one is penalized by the federalization of welfare.

There are some proposals already introduced, and Senator Eagleton
is going to introduce one, I understand, which would, in effect, “grand-
father” into the proFram all of those who are now eligible, so that the
new standards would not disqualify people. We approve of that and
we approve of it particularly with respect to two very special State
programs. Twenty years ago in Missouri and Pennsylvania people
were not (%etting any Federal aid for aid to the blind because those
States had a higher income allowance and higher property allowance
than the Federal Government would approve. Ultimately, Congress
temporarily approved such Federal aid and extended it over a period
of several years, and finally approved it permanently, so there are
actually two States—Missouri and Pennsylvania—which have dif-
ferent kinds of federally supported aid programs from the others, and
people in those two States are concerned that they may be disqualified
by the enactment of H.R. 1. I hope, and I suggest in my prepared
statement, that an amendment will be added W%\ich Wouf'd continue

“those standards in those States so that those people will not be adversely

affected by the new legislation.

We don’t think that optional supplementation is going to work for
anybody. There are too many competitions, too many places that the
States need to spend money, and it isn’t going to work 1f you say, “Well,
you can do it if you want to.” :

Wae think certainly that the States should participate only in the sup-
plementation, but that if there is mandatory supplementation, as we
think hgllere should be, the Federal Government should participate in
matching.

In section 2016 there ace two references to persons who will not be
receiving the Federal benefit. The effect of that language, and I quote
it in my prepared statement, is to give the Secretary of Health, Educa-
tion, and Welfare some control over other pension or welfare programs
which any State may choose to establish or perpetuate, even though
there is no Federal money in it. We don’t think that that pension
should be in H.R. 1. The States of Pennsylvania and Missouri, in
particular, have separate, fully financed State programs—pensions for
the blind—and we don’t think that, as long as those people don’t re-
ceive a Federal benefit the Secretary should control it. |

With respect to mandatory referral to rehabilitation agencies, we
have no quarrel with that; we would sug%lest that, asin the proposal
for title 21, there be some safeguards so that a blind or disabled per-
son who is mandatorily referred is not required to take a job at a -
subminimum rate of pay or without the usual benefits of regular em-

- ployment. Without such safeguards he could be put to work in a

sheltered workshop at 40 cents an hour and required to work there,
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even though it is not really enough income to pay his carfare getting
to and from work. We would like to see some safeguards in title 20,
pertaining to wages and benefits.

With respect to employment incentives or work incentives, blind
people have a special problem. What we need more than incentives
to work is incentive on the employer’s part to hire, and I have out-
lined in my prepared statement a tax credit idea which is not far
from what Senator Talmadge advocated in the last Congress with
respect to Aid to Families with Dependent Children. The idea is a
good one; there isn’t anything wrong, as we see it, with an individual
person, a blind person, In my example, making his own arrangement
with an employer. We think that the tax credit should be temporary,
that it should {)e high enough to offer some offset to the employer on
a temporary basis, until the blind worker can prove his productivity;
then there would be no more tax credit on that individual. We would
like to see that work. We have tried all the other existing services,
and we would like to see private initiative have a chance, and to give
that employer the incentive, which is really what we need.

With respect to judicial review, we are concerned about the H.R. 1
rovision which says that the Secretary’s finding of fact shall be
nal, because if that is true, then there won’t be much to review. We

have found through the administration of the Social .Security Act
that a lot of mistakes of fact are made, and while the present judi-
cial review system does not work very well, it works better than this
would work ; and we would like to see everything that social security
employees do reviewed and reviewable, so that we could make this
system work. i

Gentlemen of the committee, I appreciate being able to appear
here, and if there are any questions, I will be glad to answer them.

The CaHAIRMAN. Mr. McDaniel, you have made some very good sug-
gestions and I am going to instruct the staff, and, in fact, I instruct
them now, to be sure that these various suggestions are considered by
the committee when we go into the executive session.

I would like to also tell you that Congressman Frank Karsten of
Missouri who was a member of the Ways and Means Committee, and
who has been very helpful and sympathetic to your suggestions is in
the room. I understand he came here particularly to hear your testi-
mony.

M¥ McDani1eL. Yes, I spoke with him {ust when I first came in and
I a%preciate his help on this. He is a real expert, and has been inter-
ested in it for a long time.

I understand Senator Percy is going to introduce an amendment,
which we endorse, touching on this excluded earned income subject
which he proposes to make applicable to all the adult categories.

The CuARMAN. Any further questions, gentlemen ?

Thank you very much, sir.

Mr. McDan1eL. Thank you.

(The previous witness’ prepared statement follows. Hearing con-
tinues on page 790.)

STATEMENT OF THE AMERICAN COUNCIL OF THE BLIND, PRESENTED BY
DURwARD K. MODANIEL, NATIONAL REPRESENTATIVE .

SUMMARY

The American Council of the Blind :
1. Favors most if the social security provisions of H.R. 1, but with
certain amendments.
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2, Favors the inclusion of 8. 1385, which provides for disability insurance
benefits for blind persons with at least six quarters of coverage.

3. Favors the participation of social security beneficiaries in the periodic
evaluation of the program, and advocates the provision of additional pro-
cedures for the representation of the interests and views of beneficiaries.

4, Favors entitlement to child’s disability benefits for persons becoming dis-
abled before age 22 without regard to the retirement, death or disability of
either parent. -

5. Favors the extension of medicare coverage to recipients of aid to the blind.

6. Favors the merging of medicaid with medicare.

7. Favors the repeal of Section 224 of the Act.

8. Favors an increase in social security benefits of a least 12149,.

9. Favors application of the fully insured rule to blind beneficiaries of social
security. '

10. Opposes the two-year waliting period for medicare benefits for disabled
beneficiaries.

11. Favors the federalization of welfare benefits for the adult categories.

12. Favors a special amendment to continue eligibility under the proposed
Title XX of blind persons who qualify for aid in any State under the present
law, and particularly in Missouri and Pennsylvania.

13. Favors an amendment to proposed Section 2011(a) of the Social Security
Act to provide that each eligible and each eligible spouse will be entitled to own
up to $1,500 worth of nonexcluded property.

14. Favors an amendment to proposed Section 2012 to exclude from considera-
tion income received (including soclal security benefits) as a result of the
earlier investment of earned income.

15, Favors an amendment to proposed Section 2012 (as advocated by Senator
Charles Percy) to assure that each eligible individual and each eligible spouse
will be entitled to have $1,500 of his earned income excluded from consideration,
regardless of his age.

16. Favors an amendment to Section 2014(f) (1) and (2) to exclude the
income of an ineligible spouse or step-parent when such income is not actually
available to the beneficiary.

17. Favors an amendment to provide safeguards at least equal to those in
Title XXI for beneficiaries referred to rehabilitation agencies.

18. Favors a tax credit for a limited term for employers hiring blind persons.

19. Favors mandatory State supplementation of federal benefits to assure
that there will be no reduction in total payments to eligible persons because of
federalization,

20. Favors federal matching for mandatory and voluntary State supple-
mentation to federal benefits.

21. Favors the deletion from proposed Section 2016 of the two references which
would give the Secretary unwarranted authority over State supplementation of
State pension and other programs which are entirely financed by the State.

22. Favors an amendment to proposed Section 20381 providing that the Secre-
tary’s findings of fact shall be subject to judicial review.

23. Favors equality of eligibility and benefits for persons residing in Puerto
Rico, the Virgin Islands and Guam. (Sec. 504 of H.R. 1). '

24. Favors an amendment to protect the rights, conditions and status of em-
ployees of State weclfare departments and to require transfer to the Soclal
Securtly Administration of handicapped employees of State Welfare depart-
ments who may be displaced by the enactment of H.R, 1.

STATEMENT
1. HR 1

The social security provisions of H.R. 1 are for the most part progressive,
with several exceptions which are dealt with in the changes suggested and
advocated in this statement. A : ‘

2. DISABILITY COVERAGE (8. 1835)

The Senate has passed measures similar to S. 1835 on four occasfons, and it
is sponsored by a majority of the Senate. The desirability of reducing the
required coverage to eix quarters and the incentive for self-improvement in the
absence of any limitation on earnings is well recognized by the Senate. Enact-
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ment of this provision would under present law remove a substantial percentage
of blind persons from the aid to the blind rolls. This proposal is supported by
the major organizations of and for the blind, and we urge its inclusion in H.R, 1.

8. REPRESENTATION OF BENEFICIARIES

Adminitrative remedies available to the individual under existing law provide
no methods by which beneficiaries can effectively advocate any improvements and
reforms in the administration of the program. The creation of procedures for
the representation of the interests and views of social security beneficiaries is
desirable and necessary for the effective planning, delivering and reviewing of
these important government services. Complaints and proposals for improve-
ments could be dealt with properly and expeditiously on a regular, formal basis
through consultation and evaluation of these services by government officials and
representatives of such beneficiaries. Section 1602 (a) (16) of Title II of H.R.
14178 (91st Congress) provided for the participation of recipients of aid to the
aged, blind, and disabled in the periodic evaluation of State welfare programs.
While that provision was not adopted by the House, we urge that ihose proce-
dures and principles be made applicable to social security beneficiaries by ap-
propriate amendment of H.R. 1. This would be a step in the right direction, but
there should be a system by which beneficiaries would select their own represent-
atives. An appropriate model for such procedures and consultation has been
established by Executive Order 10988 and related orders which provide a system
for choosing representatives of Federal employees,.

4, CHILDHOOD DISABILITY BENEFITS

Section 114 of H.R. 1 extends from 18 to 22 the age of eligibility for childhood
disability benefits. The Council endorses this progressive change, which will
afford protection to young persons who become disabled before they have had the
opportunity to qualify for benefits by reason of their own covered employment.
Section 114 should be further amended to provide that such a disabled child who
has reached the age of majority shall be entitled to benefits if either of his parents
is fully insured. In other words, a disabled child who has reached the age of
majority should not have to wait until his parent has died, retired or become dis-
abled to receive benefits.

5. MEDICARE COVERAGE FOR THE DISABLED

The extension of medicare benefits to disabled beneficiaries is badly needed,
and we urge that this provision be retained in H.R. 1. These benefits will greatly
reduce the demands upon the Federal-State medical assistance programs and
will assure a uniformity of service to disabled persons no matter where they
live. Most of these beneficiaries cannot afford the cost of private health insurance
plans.

6. MERGING OF MEDICAID WITH MEDICARE

Medicaid has left much to be desired and has not afforded equal service to
public assistance recipients in all of the States. H.R. 1 would repeat the existing
requirement that the States establish a comprehensive program by 1977, Thus
it is clear that medicaid holds little promise of meeting the substantial needs of
medically indigent persons. The extension of medicare benefits to the disabled
cuts broadly across the categories of aid to the blind and aid to the permanently
and totally disabled. Accordingly, much of thhe health care load will be assumed
by social security. In the interest of establishing a health care program which
will deal with eligible citizens on equal terms wherever they live, we advocate
that those who would be eligible for medicaid only also be included under medi-
care, and that the cost incurred be born by appropriations from general revenue.
Such a solution requires a merger, and it should be done now.

7. WORKMEN’S COMPENSATION (REPEAL BEC, 224, SOCIAL SBECURITY ACT)

Section 125 of H.R. 1 is another measure which is good as far as it goes.
hereas under present law soclal security disability benefits must be reduced
when workmen’s compensation i3 also payable, so that the combined beneflts will
not exceed 809% of the average current earnings before disablement, Section 1256
would increase the ceiling. On the fact of it this provision seems more equitable.
What generally is not realized, however, is that the periods during which work-

14
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men’s compensation benefits are received are oftén relatively short and that
thereafter the disability benefits received fall far short of previous earnings. The
excess over 1009 of previous earnings during the period of concurrent receipt of
disability benefits and workmen’s compensation could serve as a partial offset
to the decline in income after the termination of workmen's compensation.

The Council recommends that Section 224 of the Act be repealed altogether.
Its provisions are an example of the negative concept that a beneficiary should
not be as well off as he was while working. Workmen’s compensation is not paid
for by Federal revenue and should have no bearing on social security benefits.
The principal effects of this provision are reductions in the living standards of
injured workmen and increases in the profits of insurance carriers. :

8. INCREASE IN BOCIAL BECURITY BENEFITS

The proposed increase of 59 was not commensurate with the increase in the
cost of living when it was proposed, and in order to allow for the continuing rise
in the Consumer Price Index, the increase at this time should be less than 1214 %.
across the board, with special consideration for those receiving the minimum

amounts,
9. APPLICATION OF FULLY-INSURED RULE

The American Council of the Blind believes that the disability insurance
eligibility requirement of 20 quarters of coverage out of the last 40 quarters is
arbitrary and discriminatory, having the effect of excluding many persons who
are fully insured as defined in Section 214 of the Social Security Act. This require-
ment is particularly discriminatory against those persons who became disabled
too long ago to qualify under Section 223. Many of those excluded disabled per-
sons have not yet reached retirement age and receive no benefits, although some
of them are fully insured. Fully insured status should not have less meaning or
effect for one injured worker than for another. Accordingly, we support the
abolition of the special coverage and recency test of the present law, which would
be accomplished by Section 123 of H.R. 1.

10. TWO-YEAR WAITING PERIOD FOR DISABLED MEDICARE BENEFICIARIES

While Section 201 of H.R. 1 extends medicare benefits to the disabled, it would
discriminate against those who are newly disabled by requiring them to wait
two years. The onset of disability is the time when the need is greatest for
this kind of coverage. The rationale of overlapping insurance coverage would not
apply to many cases because only a minor fraction of medical and health costs
are covered by private insurance arrangements. The need for extending medi-
care to the disabled was acknowledged when Section 201 was adopted by the
House. The American Council of the Blind opposes this attempt to economize by
delaying benefits to one class of beneficiaries, whose coverage is on the average
equal to that of those who are favored. Accordingly, we recommend the deletion
of the two-year waiting period of medicare benefits.

11, FEDERBALIZATION OF ADULT WELFARE CATEGORIES

The American Council of the Blind has consistently advocated the federaliza-
tion of aid to the blind and now aiso supports the federalization of all three
adult programs of assistance. Federalization will remove inequities existing
from State to State in these programs, and will make some improvement in the
living conditions of eligible persons in most of the States. Legislation establish-
ing such a program, however, should include the following safeguards: (1)
Provision for amounts of aid sufllcient to meet the minimum basic needs of
eligible persons and additional amounts to meet special needs; (2) provision
for automatie cost-of-living adjustments in grants; (3) provision for liberal
eligibility standards; and (4) a guarantee that no recipient will receive a
reduced grant by reason of federalization of the program.

12, CONTINUED ELIGIBILITY UNDER FEDERALIZED PROGRAM (ESPECIALLY
IN MISSOURI AND PENNSYLVANIA)

Propo Title XX would establish uniform standards of eligibility for the
three aduit categories without regard for the effect of such standards on amounts
of assistance paid and income and resources allowed in some States under
the present Law. The Americar Council of the Blind advocates that the pro-
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posed Title XX be amended to guarantee that assistance payments will not be
reduced in any State because of federalization of the program. This guarantee
can be met by federal funds or by State svpplementation, which will be dis-
cussed later. In any event, the Federal-State programs in Missouri and Pennsyl-
vania are unique, and a special amendment should be adopted to continue ell-
gibility of blind persons in those States under the proposed Title XX program,
First by temporary authorization and then by permanent enactment the Fed-
eral-State aid to the blind programs in those two States were accepted by
Congress even though the income and resources allowed by those two States
were and are substantially more liberal than in any other States. These liberal
provisions have improved living conditions for thousands of blind persons and
have demonstrated the financial feasibility and the desirability of liberaliza-
tion of the program, although the demonstration has not been extended to
blind persons in any other States. If the amendment advocated here is not
adopted, a substantial portion of those blind persons presently in Missouri and
Pennsylvania will be disqualified for benefits under the all-federal program.
Accordingly, the American Council of the Blind, the Missouri Federation of the
Blind, and the American Council of the Blind of Pennsylvania join in advocat-
ing the following amendment to proposed section 2011 :

To Amend Title III of H.R. 1, by adding at the end of “Section 2011” a new
subsection (h) as follows:

“(h) Notwithstanding any other provisions of this title, any blind person
who applies for the Federal benefit and State supplementary benefit shall
be considered eligible for such benefits for purposes of Title XX if he re-
ceived aid as a blind person (or if he would have been eligible to receive
such aid if he had been a blind applicant) for June 1972 under a State plan
approved under Title X or Title XVI of the Act as then in effect, so long

as he remains blind.”
18. NONEXCLUDED PROPERTY OF ELIGIBLE INDIVIDUALS AND ELIGIBLE SPOUSES

Under the present provisions of proposed Section 2011(a) of the Social Se-
curity Act, the amount of unexcluded property which may be owned by an
eligible individual and an eligible spouse is the same ($1,500) as that permitted
to a single eligible individual. The American Council of the Blind believes this
provision to be inequitable and to be one which would make it more profitable
to be unmarried. We urge that this provision, which penalizes married couples,
be liberalized to permit the ownership by each person of $1,800 worth of

property.
14. LIBERALIZED EXCLUSIONS FROM INCOME OF INDIVIDUALS

Proposed Section 2012(b) of the Social Security Act provides that income
derived from earlier investments of carned income, including social security
payments, will be included for the purpoue of determining eligibility for bene-
fits. The American Council of the Blind beiieves that such a provision is tanta-
mount to a penalty in that the income so derived is deducted dollar for dollar
from the proposed benefit., The effect of this provision is a delayed application
of the incentive stifing provisions of the present law. We concur in the desire
of most people to improve their living conditions. We believe that the Con-
gress supports the principle that people should not be penalized for trying to
help themselves, and yet IL.R. 1 provides that those who have invested in social
security or other arrangements for their future security will be penalized
by reductions in or disqualification for benefits.

15. INCOME EXCLUSIONS FOR FLIGIBLE INDIVIDUALS AND ELIGIBLE SPOUSES

Proposed Section 2012(b) is more restrictive than the present law in that,
whereas present law allows exclusion of only $1,020 a year of the earned income
of an eligible individual and an eligible spouse, nevertheless each of such per-
sons is entitled to exclude that amount of earned income. In addition, the am-
biguous reference to “age 65" and the time of first claiming the benefit would
create two classes of eligible individuals among blind and disabled persons. We
see no justification for such a distinction, and the American Council of the Blind
will support an amendment to be offered by Senator Charles Percy to eliminate
the ambiguous and discriminatory language, to provide for an equal amount of
excluded earned income for both spouses, and to increase the amount of each
exclusion to $1,600 of earned income each year. Since 1960, when the excluded
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amount was Arst increased to $1,020 per year, the Consumer Price Index has
increased 87.4%. Such an increase will permit those who are able to earn such
amounts to improve their living conditions. The American Council of the Blind
supports Senator Percy’s amendment and advocates that it be made equally
applicable to the disabled and the aged.

16. INCOME OF INELIGIBLE SPOUSES AND STEP-PARENTS

Paragraphs (1) and (2) of proposed Section 2014 provide that the income
of an ineligible spouse and of a step-parent (in the case of a child will be con-
sidered as nonexcluded income of the beneficiary, even if it is not available to
the beneficiary. Such a proviston is patently unjust, and Paragraphs (1) and (2)
of that proposed subsection should be amended by striking out the phrase
“whether or not available to such individual.”

17. SAFEQUARDS FOR BENEFICIARIES REFERRED TO REHABILITATION AGENCIES

In both proposed Titles XX and XXI the requirement is made that beneficiaries
be referred for rehabilitation services. However, the requirement for referral in
Title XX contains none of the safeguards which exist in the similar section of
proposed Title XXI, such as the payment of at least the minimum wage. We
recommend that amendments be adopted which will assure to beneficiaries re-
ferred for employment that they will be entitled to benefits and working condi-
tions which normally prevail in the labor market. We cannot believe that Con-
gress would intend that blind and disabled beneficiaries be required to work on
jobs which do not provide such rights and benefits as social security, unemploy-
ment compensation, workmen’s compensation and minimum or prevailing wages.

18. TAX CREDIT FOR EMPLOYERS HIRING BLIND PERSONS

When the Committee on Finance considered H.R. 17550 in the 91st Congress,
it adopted Senator Tslmadge’s Amendment No. 788, which provided for a tax
credit for employers hiring AFDC parents. While we believe that the tax credit
provided in Senator Talmadge’s amendment was too small to be effective, the
American Council of the Blind approves this method as a new approach for
getting unemployed blind persons and potentiai employers together. The tax
credit allowed for the employment of a blind worker should be for a limited
term, such as two years, and the percentage of credit should be substantial in the
beginning and should gradually decline as the term progresses. Senator Tal-
madge’s amendment contained numerous provisions to protect the interests of
the government and of the employee. While the principal subject under con-
sideration is a welfare program, we recommend that an amendment to the In-
ternal Revenue Code be included in H.R. 1, which would offer a tax credit to
an employer who hires a blind worker, whether he is a recipient of welfare or
not.

Senator Talmadge’s idea was to create an incentive to work, The tax credit pro-
posed can also be an incentive to employ, and this is an important factor to blind
persons, who do not always find the potential employer willing to allow an
opportunity to work. The tax credit approach requires no appropriation and
will cost the Treasury nothing unless it results in a permanent job.

19. MANDATORY STATE SUPPLEMENTATION

In those States which now pay larger amounts of assistance than H.R. 1 would
authorize, there can be no assurance that recipients in those States will not
sustain substantial reductions in benefits under the federalized program unless
the supplementation by the States is made mandatory. The federalization of the
three adult categories will improve living conditions for blind persons in most
of the States, but the American Council of the Blind does not want those persons
who most depend upon aid to the blind in the higher-paying States to be penalized
by the change to an all-federal system. Since under the new program the baslic
benefit will be paid by the federal government, such mandatory supplementation
will not be as costly to the affected States as the present program,

20. FEDERAL MATCHING OF BTATE SUPPLEMENTS

While the amount proposed to be paid in monthly benefits by the federal gov-
ernment represents substantial increases over gome of the ‘State programs, it is
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obvious that the amounts are far below those needed for a decent standard of
living. The number of persons receiving aid to the blind has declined over a
number of years and is now approximately 81,000 persons in the entire country.
The American Council of the Blind advocates that H.R. 1 be amended to provide
for federal matching for voluntary State supplementation of federal benefits to
blind persons and that there be federal matching to pay for special needs of
persons within this category.

21. FEDERAL CONTROL OF STATE-FINANCED PROGRAMS

A part of the language of proposed Section 2018 would give the federal govern-
ment some control over State supplementation of pension programs which are
financed entirely by State government. These provisions (quoted below) would
permit the Seoretary to control or prohibit increases in State pension plans for
blind persons in Missouri and Pemmsylvania, even though none of the money
would come from the federal government. The American Council of the Blind, the
Missouri Federation of the Blind, and the American-Council of the Blind of
Pennsylvania advocate amendments which would delete the following language
from proposed ‘Sections “2016(a)” and “2016(b) (1) (B), respectively :

‘or who would but for their income be eligible to receive benefits under this
title” (Page 536, lines 16-17, House-Pased version HR. 1) ;
“except that the supplementary payment shall not be reduced, on account
of income in excess of the maximum amount which such individual could
have and still receive such a benefit, by an amount greater than such excess”
(Page 537, lines 16-29, ibid.).
There is no justification for federal interference in the administration of such
State pension plans, which have no effect upon federal benefits to other blind
persons.
22. JUDICIAL REVIEW OF FINDINGS OF FAOT

Proposed Section 2081 would make findings of fact of the Secretary con-
clusive and binding and would exclude such findings from judicial review. This
provision is more restrictive than that allowing judicial review for social se-
curity beneficiaries, This provision cuts off all judicial recourse for all mis-
takes of fact and arbitrary judgments of administrative employees of the
Social Security Administration, Section 205(g) of the present Act is far from
perfect, and this provision of H.R. 1 would create a far worse situation for those
affected. The American Council advocates that the Secretary’s findings of
fact be made subject to judicial review,

23. PUERTO RICO, THE VIRGIN ISLANDB., AND GUAM

The American Council of the Blind concurs with the views of Sen. Abraham
Ribicoff on the subject of discrimination against residents of Puerto Rico, the
Virgin Islands and Guam in H.R. 1. The benefits proposed to be paid are federal
benefits, and there is no justification for reducing the amounts because of the
residence of the beneficiary. The cost of living in these Territories is higher
than in most States; yet H.R. 1 proposes that people in the Territories receive a
fraction of the payments which will go to residents of those State where the
cost of living is lowest. We advocate an amendment to place eligible persons
residing in Puerto Rico, the Virgin Islands and Guam in an equal status with
all others. The present provision of H.R. 1 would lead to an acceleration
in the migration of beneficiaries into the States.

24. PROTECTION OF EMPLOYEES OF STATE WELFARE DEPARTMENTS

The federalization of welfare programs will displace many State employees
unless some provision is made in H.R. 1 to protect the rights, benefits and
status of such persons. The American Council of the Blind is concerned about
the future employment of blind and other handicapped employees of State
welfare departments and some spe~ial agencies for the blind, such as the
North Carolira Commission for the Blind. the Virginia Commission for the
Blind, and others. These employees have acquired valuable rights and benefits,
such as retirement, insurance and leave, which will be lost even if they are
transferred to federal employment unless special provision i8 made. The Ameri-
can Council of the Blind advocates that speckal provision be made in HR. T
to protect the rights, benefits and status of such persons and to transfer them
to the Social Security Administration. i
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. The Cuamrman. The concluding witness for this morning’s ses-
sion is Mr. Irvin P. Schloss, legislative analyst, American ¥ounda-
tion for the Blind.

STATEMENT OF IRVIN P. SCHIOSS, LEGISLATIVE ANALYST,
AMERICAN FOUNDATION FOR THE BLIND, WASHINGTON, D.C.

Mr. ScHross. Thank you, Mr. Chairman. I have submitted a pre-
parec}:1 statement which I would appreciate having included in the
record.

The Cuarrman. Yes; that will be printed just as you submitted it.

Mr. Scuross. In addition to representing the American Foundation
for the Blind, I am also representing the American Association of
Workers for the Blind and Blinded Veterans Association this morn-
m%.{ All three of these national organizations endorse enactment of
H.R. 1, with some amendments which we think will improve and
strengtilen the various programs under the Social Security Act.

With regard to old age survivors and disability insurance bene-
fits, we wholeheartedly endorse the increases in the benefits and the
increase in the taxable wage base to $10,200. We believe that this is
the only way that cash benefits under the social security system
are going to get anywhere near what people’s earnings were so that
retirement years won't be years of financial hardship.

We also endorse tying the increase in the cash benefits structure and
wage base to the Consumer Price Index during periods before Con-
gress has time to act.

With regard to the survivors’ benefits, permitting a widow to receive
100 percent of the primary insurance amount at age 65 is a major step
forward.

We would urge the committee to give serious consideration to liber-
alization of benefits for disabled widows, widowers, and surviving
divorced wives. These individuals are extremely hard pressed, and
we would strongly recommend that the current requirement chat they
not be eligible until they are 50 years old be stricken; that there be
no actuarial reduction in their benefits; and that the definition of dis-
ability for them, the qualifying definition of disability, be made the
same as it is for the disability insurance program. It is much too harsh
now.

We recently learned of a category which, if we were correctly in-
formed, has Deen overlooked in this program, and that is a disabled,
divorced wife who but for the fact that her ex-husband is still living
would otherwise qualify. She is excluded even though for valid reasons
beyond the ex-husband’s control, support payments may be minimal
or nonexistent. We would strongly recommend to the committee that
disabled, divorced wives be included for these benefits on the same basis
that disabled surviving divorced wives are included.

We also appreciate the provisions regarding disability insurance
benefits for the blind in section 128 of HI% 1. We concur with the pre-
vious witnesses in recommending substitution of the provisions of S.
1335. These same provisions have been enacted several times before by
the Senate, and we would hope that the committee would continue this
support. We believe that these provisions would actually serve as an
incentive to rehabilitation of blind beneficiaries whereas now they are
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financially penalized in the name of rehabilitation if they are rehabili-
tated for low-paying employment.

With regarg to health care benefits, we certainly think it is a major
step forward to include the various categories of disability beneficiaries
in the title X VIII program. We would recommend that two additional
cqtfegories be included : the disabled wife and the disabled, divorced
wife.

‘We would also recommend that the cost of special rehabilitation cen-
ter services for blind and other severely handicapped individuals be
covered under medicare in the same way that other types of extended-
care facilities are covered. This is particularly important for elderly
blind persons—elderly severely disabled persons who cannot expect to
get similar services under the Federal-State vocational rehabilitation
program. These are essential services for adequate self-care and ade-
(ﬁlllate personal management which would greatly assist in enabling
these individuals to avoid costlier institutionalization and maintain
themselves more independently in their own homes.

With regard to the public assistance provisions, we certainly wel-
come the federalization of the three adult categories, and we concur
with the previous witnesses recommending a provision that would re-
(ﬂl}lil‘e maintenance of effort in terms of assuring higher benefits in
those States which are currently paying higher benefits than the new
federalized payments would be.

We would also underscore the points made about retrogressive fea-
tures in title XX as it appears in the bill with regard to the exempt
earnings provision, the $85-a-month provision. At present each of a
blind couple, each spouse, is entitled to the exemption. Under H.R. 1,
only the family unit is eligible. Also under title X eligibility for the
exempt earnings provision is not cut off at age 65. Under H.R. 1 it is,
and we would respectfully urge the committee to remove these retro-
gressive restrictions in these two categories.

We would also strongly endorse the referral for vocational rehabili-
tation services for all disabled beneficiaries under title XX, the cost
to be borne by the Federal Government, that is, for individuals under
a_ie 65. We balieve that a substantial number of individuals who would
like to work, would want rehabilitation, and are not now getting it
under the Federal-State program would be greatly benefited by these
provisions.

The two previous witnesses’ organizations, the American Council
of the Blind and the National Federation of the Blind, join with
the other three organizations I am representing in recommending sub-
stantial improvements to title V of the Social Security Act provid-
ing for maternal and child health and crippled children’s services.
This is an essential grogram which hasn’t really realized its potential
for ameliorating and preventing disability. By preventing and amel-
iorating disability in infancy, early childhood, and preschool years,
I think we can avoid the costly handicap syndrome: costly special
education, costly vocational rehabilitation, costly welfare, dependency,
and a lot of heartache. We would strongly urge the committee to add
the provisions of S. 2434 to H.R. 1. S. 2434 revises title V complete-
ly in very positive and effective fashion, and we believe that this
would be a very, very valuable program for mothers, infants, and
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young children, in terms of preventing future dependency on account
of handicaps and disability.

We, in our prepared statement, have listed several suggested changes
in the provisions under S. 2434 which we think would improve it,
and we would like to su%%est a change in the name so that title V
would become the comprehensive children’s health services and cata-
strophic disability program. We would suggest liberalization of the
income limitation in the bill which would assist parents to meet the
staggering costs of special facilities and medical care for serious health
problems of their children. We would suggest authorizing the State
ugeg{;y for the blind to serve those children with severe visual

roblems.

P The fourth point would be.in section 511 of the bill where the term
“crippled” is still used. We would recommend changing that to “handi-
capped.” The term “crippled” in existing title V has actually kept this
program from realizing its full potential in terms of meeting the
needs of children with all types of handicaps.

In conclusion, Mr. Chairman, we would strongly recommend that the
committee take favorable action on H.R. 1 with the changes we have

recommended.

Thank you.

The CuamrmMan. Well, thank you very much, Mr. Schloss. You have
made some very good suggestions here on ways the program could be
improved.

re there any further questions, gentleman ¢
Well, thank you very much.
(The previous witness’ prepared statement follows:)

STATEMENT OF IRVIN P. ScHL0SS, LEGISLATIVE ANALYST, AMERICAN FOUNDATION
¥OR THE BLIND

SUMMARY

The American Foundation for the Blind, the American Assoclation of Workers
for the Blind, and the Blinded Veterans Association endorse enactment of H/R. 1
with amendments.

We endorse a substantial increase in OASI cash benefits, the increase in the
taxable wage base to $10,200, and the automatic adjustment in the cash benefits
structure and wage base related to the Consumer Price Index.

We recommend amending H.R. 1 to improve survivor benefits for disabled
widows, widowers, and surviving divorced wives to eliminate the eligibility at age
50 requirement, eliminate actuarial reduction in cash benefits, and liberalize the
definition of disability.

We recommend amending Section 123 of H.R. 1 to substitute the provisions of
8. 1335 for disability insurance for the blind.

We recommend inclusion of the cost of prescription drugs and rehabilitation
center services under medicare. We endorse extension of medicare benefits to the
various categories of disabled beneficiaries and recommend coverage of a disabled
wife and disabled divorced wife for these benefits as well. We also recommend
coverage of disabled divorced wives for cash benefits.

We endorse enactment of the proposed Title XX of the Social Security Act and
recommend continued eligibility of both a blind aid recipient and a blind spouse
for the exempt earnings provisions and continued eligibility of both beyond age 65.
We endorse referral of all disabled aid recipients under 65 for vocational rehabili-
tation services.

The American Council of the Blind and the National Federation of the Blind
Join the three organizations mentioned above in urging inclusion of the provisions
of 8. 2434 in H.R. 1 with strengthening amendments,
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STATEMENT

Mr. Chairman and members of the Committee, I appreciate this opportunity
to testify in support of H.R. 1, the soclal security and welfare reform bill now
pending before you. Today I am representing three national organizations—the
American Foundation for the Blind, the national voluntary research and con-
sultant agency in the field of services to blind persons; the American Association
of Workers for the Blind, the national professional membership organization in
our fleld; and Blinded Veterans Association, the national membership organiza-
tion of the Naltion’s war-blinded. All three of these organizations endorse enact-
ment of H.R. 1 with amendments designed to strengthen the programs covered
by the Social Security Act.

OASDI INCREASE

The three organizations I am presenting wholeheartedly endorse a substantial
increase in cash benefits for all beneficiaries under Title II of the Social Security
Act. Rapid increases in living costs in recent years have made it extremely
difficult for OASDI beneficiaries, especially those who must rely exclusively on
that income, to live at a level adequate for minimum human needs. We, there-
fore, believe that the increase should be substantially higher than the 5%
provided for in the bill. We strongly endorse the provisons in the bill for
automatic increases based on increases in the Consumer Price Index. This will
avoid severe financial hardship for beneficiaries during periods of rapid rises in
the cost of living similar to those experienced in recent years before the Congress
has time to act. However, an automatic benefit increase mechanism should not
preclude periodic Congressional review to determine the need for further addi-
tional benefit increases to make OASDI cash payments more adequate and to
take into account generally improved living standards.

Similarly, we endorse the increase in the taxable wage base to $10,200 with
provision for automatic increases as wage levels increase, in order to assure
adequate benefits to current and future beneficlaries more closely related to
their total earnings during iheir working years. Over the years wage levels
have increased, but the taxable wage base has not been raised in the same pro-
portion. As a result, retired persons have found that the so-called “golden years”
of retirement to which they have looked forward were, in effect, years of
financial deprivation with the need for drastically reduced living standards.
Again, automatic wage base adjustments should not preclude Congressional
review to assure actuarial soundness of financing and to make necessary
adjustments.

IMPROVED BURVIVOR BENEFITS

All three organizations welcome and endorse the provision in H.R. 1 increasing
the widow's (or widower’s benefit at age 65 to 100% of her deceased husband’s
primary insurance amount with actuarial reductions if she accepts benefits
before age 65. We also welcome the provision in H.R. 1 extending eligibility for
disablied child's benefits to individuals whose disability occurred before age 22.

..We would strongly recommend liberalization for disabled widows, widowers,
and surviving divorced wives, so that these particularly hard-pressed individuals
will receive more adequate cash benefits. Existing eligibility requirements on cash
benefits for these individuals are unduly harsh. We recommend the following im-
provements: (1) elimination of the age 50 requirement as the minimum age
qualification; (2) cash benefits based on 1009, of the primary insurance amount
of the deceased individual on whose wage record the benefit is based; and (3)
imaklng the qualifying definition of disability the same as that used for disability
nsurance,

DISABILITY INSURANCE FOR THE BLIND

We appreciate inclusion of Section 123 in H.R. 1 but strongly recommend sub-
stitution of the Frovislons of S. 1335, which would make it possible for blind per-
sons to qualify for cash disability insurance benefits with at least six quarters of
covered employment without regard to their ability to engage in substantial gain-
ful activity. Of course, the actual amount of disability insurance cash benefits
will vary with the number of quarters in covered employment and the wage
credits of the individual. This bill would base the award of cash benefits on a

‘medical determination that blindness exists and that the condition severely cur-

tails opportunities for employment and is a serious handicap in other than eco-
nomic ways. '
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We are firmly convinced that enactment of the provisions of 8. 1335 into law
will definitely serve to spur the rehabilitation of blind persons. By providing blind
persons with an economic floor from which to operate while rehabilitating them-
selves, the Congress will give them an opportunity to explore various occupations
without the risk of losing their benefits should they fail in one endeavor and find
it necessary to try something else.

On the other hand, the existing law serves as a deterrent to rehabilitation ; for
there 1s no incentive to experiment when a blind person has to risk losing the
securlty of his cash benefits when he accepts employment which may provide an
income substantially smaller. As you know, the term ‘‘abllity to engage in sub-
stantial gainful activity” in the present definition of disability is variously inter-
preted across the country by the different state agencles making disability
determinations. Thus, an individual who earns anywhere from $840 to $1,680 a
year after rehabilitation will no longer be entitled to receive any disability in-
surance cash benefits, depending on the state in which he resides. The liberaliza-
tion of the retirement test in H.R. 1 on which this formula is based would only
increase these amounts to between $1,000 and $2,000. Since the cash benefits
could easily have been double the individual’s earned income, the present definition
of disability works a hardship on the disabled individual and his family in the
name of rehabilitation.

‘We know from the experience of World War II and Korean Conflict blinded
veterans that the floor of financial security provided by their disability com-
pensation has been an incentive rather than a deterrent to rchabilitation. We
can confidently predict that the same will be true of blind disability insurance
beneflciaries under Social Security.

HEALTH CARE BENEFITS

With regard to health care benefits under Title XVIII, we believe that the
program should be improved to cover the cost of prescription drugs, a burdensome
cost which consumes a substantial aprt of an elderly individual’s monthly cash
benefit. Adequate medical care of many chronic ailments of the elderly requires
the use of expensive medclation. We believe that the cost of covering preseription
drugs would be offset by avoiding or delaying the need for costlier inpatient care
in a hospital or extended care facility.

We welcome the provision in H.R. 1 covering disabflity insurance beneficlaries,
disabled children, as well as disabled widows, widowers, and surviving divorced
wives for health care benefits under Title XVIII. The special needs of these in-
dividuals for adequate health care may be even more acute than the needs of
most elderly people already covered, while thelr financial resources may be more
limited. However, neither a disabled wife nor a disabled divorced wife are covered
for Title XVIII benefits, nor is a disabled divorced wife entitled to receive cash
benefits under Title II. We believe that these situations are inequities which
shouid be corrected by appropriate amendments to H.R. 1. The financial problems
of severe disability clearly necessitate more favorable consideration by the Com-
mittee for individuals in these two categories.

Finally, we would recommend improving Title XVIII to cover special rehabili-
tation center services designed to train blind and otherwise disabled persons for
more adequate self-care. This would be particularly important to older bene-
ficiaries who can not expect similar services under the Federal-State vocational
rehabilitation program.

PUBLIC ASSISTANCE BENEFITR

The three organizations I am representing strongly recommend favorable action
by the Committee on the proposed Title XX of the Social Security Act federalizing
the three adult assistance categories. We believe that these provisions are for-
ward looking and will eliminate unduly low payments made to these aid recipients
in some states. However, we would recommend inclusion of a provision to require
state supplementation by those states whose payments to recipients are presently
higher than the maximum proposed in Title XX in order to prevent serious
hardship to aid recipients in those states.

With regard to exemption of certain earnings of Aid to the Blind recipients
under the new Title XX, the provisions are retrogressive compared with existing
law. We would strongly recommend that blind recipients, including an eligible
couple who are blind, each be entitled to exemption of certain earnings in dcter-
mining their need for assistance and that they be permitted to qualify for this
exemption after reaching age 65. Both of these provisions are in the existing law
under Title X, and we belleve that the new provisions unduly penalize blind aid
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recipients. At the same time, we would urge the Committee to increase the basic
amount of exempt earnings from $85 a month to $150 a month to make it possible
tgrl itfhose individuals who are capable of some work to achieve a better standard
of life.

We endorse the provision of H.R. 1 requiring referral of disabled aid recipients
under age 65 for vocational rehabilitation services with the full cost of such serv-
fces to be covered by Federal funds. We believe that this provision if properly
administered should result in a large group of severely handicapped individuals
receiving more adequate vocational rehabilitation services than has been the case

in the past.
MATERNAL AND CHILD HEALTH AND CRIPPLED OHILDREN’S SERVICES

Both the American Council of the Blind and the National Federation of the
Biind, whose representatives are appearing before this Committee on other as-
pects of the Social Security Act, join with the American Foundation for the
Blind, the American Association of Workers for the Blind, and the Blinded Vet-
erans Association in advocating improvements in Title V.

Title V of the Social Security Act has been far too limited in reaching and
serving children with various conditions which, if not corrected in time, are
seriously disabling. In particular, children with serious vision and hearing prob-
lems have not been adequately served by the existing program. Limited Federal
financing, loose State plan provisions which permitted States to serve only certain
types of disabled children, the term ‘“crippled children” itself—all of these
have b2en factors which have seriously lmited the effectiveness of the present
Title V in providing adequate maternal and child health as well as handicapped
children’s services. S, 2434 effectively corrects these shortcomings by assuring
comprehensive health care and essential related services to mothers, infants,
and children ; and we strongly urge the Committee to add its provisions to H.R. 1.

We particularly welcome the provision of S. 2434 which would provide diagnos-
tic services to all infants regardless of family income. As the Committee is aware,
there are many conditions which are partially or votally disabling in adults. but
which, if treated in early childhood, can be ameliorated or avoided altogether.
We are particularly aware of two eye diseases which are correctable in chil-
dren and which will illustrate the value of a nationwide screening program.
Strabismus (crossed eyes) is a condition which is readily correctable through
the use of prescription eye glasses or surgery. If not corrected, vision in the
crossed eye is suppressed until sev-re sight loss results. Similarly, amblyopin ex
anopsia (lagg eye) is a condition which results in severe sight loss in the sup-
pressed eye, h of these conditions should be detected and treated as early as
possible In the preschool years in order to prevent the serious sight loss which
may then necessitate costly special education and vocational rehabilitation
procedures.

In addition, we strongly support the provisions of S. 2484 which provide a
Federal program to assist parents of handicapped children to pay the often stag-
gering costs of special facilities and madical care for their children. We hope
that these provisions will be enacted into taw. '

We would urge the Committee to make several changes which we believe would
increase the effectiveness of the progran authorized by 8. 2434, First, we would
recommend that the title of Title V be changed to read “Comprehensive Children’s
Health Services and Catastrophic Disability Program” to more adequately reflect
the scope of the program. Second, we would recommend liberalization of the
income limitations in Section 503 to take into account the more pressing needs of
fumilies with several dependent children in contrast to using a single annual
taxable income figure for every family. Families which have several children
including one with a serious costly health or disability problem are more pressed
finaneially. Third, we would recommend that Section 505(a) (4) be amended by
adding at the end of the paragraph the following wording: “except that the State
agency serving blind persons may be designated as the State agency administer-
ing or supervising the administration of that part of the State plan affecting
services for children with visual impairments.” Fourth, we would strongly urge
the Committee to change the word “crippled” in the title and text of Section 511
to “handicapped” to more accurately reflect the scope of the program and to
pregmt exclusion of research activitles on non-orthopedic handicapping
conditions. -
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CONOLUBION

In closing, Mr. Chairman, I should like to express the appreciation of all of the
organizations I am representing for the consideration this Committee is giving
our recommendations. We believe that these recommendations will strengthen
our social insurance programs in urgently needed ways, improve Title V pro-
grams, and materially aid public assistance recipients. We sincerely hope that the
Committee will take favorable action on these recommendations.

The CuarmaN. That concludes this morning session. I will urge
that the staff try to make available to members the prepared statements
of witnesses for tomorrow so if they have preparefi questions that can
be submitted in the interest of expediting the hearings, that they can
submit questions and also be apprised of what the witnesses are ex-
pected to testify to. '

Thanks very much to all members for being here this morning.

‘We will recess until 10 o’clock tomorrow morning.

(Whereupon, at 11:30 a.m., the hearing was recessed to reconvene
at 10 a.m., Friday, January 21, 1972.)
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SOCIAL SECURITY AMENDMENTS OF 1971

FRIDAY, JANUARY 21, 1971

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, {,\ursuant to recess, at 10 a.m., in room 2221,
New Senate Office Building, Senator Russell B. Long (chairman)
presiding. L

Present: Senators Long, Anderson, Talmadge, Ribicoff, Byrd, Jr.,
(I)-§ Virginia, Nelson, Bennett, Curtis, Jordan of Idaho, ﬁanmn, and

ansen,

The Cuammman. This hearing will come to order.

The first witness this morning is the Senator from Florida, Mr.
Edward J. Gurney.

Senator Gurney, we are very happy to have you here today and we
will be pleased to hear your views on this bill.

STATEMENT OF THE HONORABLE EDWARD J. GURNEY, A U.S.
SENATOR FROM THE STATE OF FLORIDA

Senator GurNEY. Thank you, Mr. Chairman and members of the
committee.

I want to take this opportunity to express my concern that imme-
diate action ought to be taken to improve social security benefits for
our older citizens and I know the committee agrees with me that the
older people of this country should not continue to be denied needed
reforms in their social security protection any longer. If we can’t
agree on changes needed in the welfare program, then we owe it to
our senior citizens to pass the social security and medicare parts of
H.R. 1 now.

When we talk about our older population we are discussing a large
and growing proportion of our people. For instance, the 1970 census
counted 20,049,592 older Americans out of a total of 203,165,699 resi-
dents, or 9.9 percent. In 1900 the census counted 8.1 million older per-
sons out of 76 million residents, or only 4.1 percent. Today, the under-
65 population is two and a half times as large as it was in 1900 but the
65-and-over group is six and a half times as large. .

Moreover, the older population is essentially a low-income group
even though there are considerable numbers of wealthy among them.
In 1970 half of the 7.2 million families, whose heads of household
were 65 and over, had money income of less than $5,953. Almost a
tﬁmrter of the older families had 1970 incomes of less than $3,000. Of
the 5.8 million older persons living alone or with nonrelatives, half

‘had 1970 incomes of less than $1,500. It is clear from these facts that
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we must take action to improve the economic condition of these indi-
viduals who are now retired from the work force but who have done
so much to expand our economy in the past.
" Only last month a White House Conference on Aﬁing meeting here in
Washington pointed out in no uncertain terms that income was one
of the most important concerns of the millions of older Americans it
represented.

he income section of this conference pointed out that there is no
substitute for moneg if people are to be free to exercise choices in their
style of living. Although it recognized that during the sixties the el-
derly, as a whole, enjoyed increased prosperity due to greater em-
ployment opportunities, better old age security and other public and
private benefits, the income section also pointed out the last 2 years may
have witnessed the reversal of these trends as inflation eroded the
purchasing power of fixed incomes and rising unemployment reduced
job opportunities for older workers.

The report submitted by this section at the closing session of the
White House Conference stated that “direct action to increase the
income of the elderly is urgent and imperative.”

It was because I share this view that on November 17, 1971, I pre-
sented an amendment to the Revenue Act of 1971 which dealt with
the social security and medicare improvements contained in the legisla-
tion before you today. It was my hope that this action would have
prevented unnecessary delays in getting these much-needed and es-
sentially noncontroversial improvements in the Social Security Act
passed and the benefits delivered to our older people.

The amendment consisted of three basic parts: First, the provisions
relating to old-age, survivors’ and disability insurance; second, pro-
visions relating to medicare, medicaid and maternal and child health;
and third, provisions relating to certain aspects of welfare. .

Mr. Chairman, as you pointed out when this proposed amendment
was discussed on the floor, its provisions were basically written by this
committee and they are excellent provisions. In fact, the Senate
passed them in 1970 ; however, because the Senate did not want to be-
come involved with numerous other proposed amendmeonts to the Reve-
nue Act, my proposed amendment was tabled.

-Therefore, I would like to take this opportunity io highlight the
ir}nﬁ);gant provisions contained in these amendments which are a part
of H.K. 1.

One of the most important provisions in H.R. 1 is the proposed
5-percent increase in benefits in social security effective July 1, 1972.
This increase is long overdue and should be acted on at once. Even
though 5 percent is not a large amount it will mean a great deal
to those older Americans who are struggling along at or below the
poverty level. A ‘

Another important provision in the bill before us is the automatic
cost-of-living adjustments in benefits. The statement I quoted earlier
from the recent White House Conference on Aging underscored the
importance of this provision. Older people should not have to wait
for congressional action which, as has been true with this bill, is often
slowed down because of more controversial proposals tacked on to
social security legislation.
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H.R. 1 also provides for an increase in widows’ benefits from the
present amount of 82.5 percent of her husband’s benefit to an amount
equal to 100 percent of the decensed husband’s benefit. Instead of suf-
fering a severe drop in income, widows who must still pay the same
rent, electricity, heat, water and other bills they did before their hus-
bands’ deaths, will see a relative improvement in their economic

ition. . '

Another very important provision contained in the amendment I
proposed was an increase in the earnings limitation on social security
recipients. I realize that the House advocates the $2,000 earnings limit
contained in H.R. 1 and that the Senate last year advocated raising
that level to $2,400.

Personally, I would like to see the earnings limit removed altogether.
If that is impossible at this time, I would like to see a $3,000 limit.
Tt is my hope that the committee will incorporate a $8,000 earnings
limit provision into this bill. This will encourage the older American
to participate in productive work when it is available rather than
withdrawing into isolation.

Other proposals contained in H.R. 1 assist those who are disabled.
Under present lnw, a person must wait 6 months from the time he
becomes disabled to the time that he can begin to draw benefits, and
then the benefits are not retroactive. This, in effect, amounts to a 6-
month wait before one can begin being compensated for benefits to
which he is entitled.

H.R. 1 provides for a waiting period for disability benefits of 5
months, and, in effect, adds an additional month of benefits over and
above that provided by present law. These are all good provisions
and should be adopted.

In addition, due to their urgent need for health insurance protection,
medicare covera%e should be extended to the disabled. :

Another significant provision in this bill provides that should an

individual receive an Increase in social security benefits, the State
could not reduce its assistance to that individual to the point that he
receives no benefit from the increase. Now, if a person receives a $10
increase in social security benefits, the State often decreases the
amount he was receiving under State public assistance programs.
Moreover, a rise in social security often cancels other State benefits
to the aged; hence the social security increase is nullified. This in-
equity must be eliminated.
_ These proposals, and many others, have been considered carefully -
in the past by this committee and by the Members of the Senate. There
is no sound reason for delaying action any longer. We should think
of the older American who is in dire need of an immediate increase
in his social security benefits and take the action required to get those
benefits to him.

Mr. Chairman, let me dwell for a moment on the welfare provisions
of this bill.

Welfare reform, as we all know, is a knotty problem to say the
least. I find myself in agreement with the remarks of the distinguished
chairman of this committee yesterday in the opening meeting of the
Finance Committee as to the objectives of any welfare reform
“program.

72-5718 O« 2 - pt.2-7
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I would hope that this committee will include in this bill provisions
for enforcing the requirement that able-bodied people accept work or
be removed from the welfare rolls, I also feel that provisions giving
people an incentive to work should be included.

Laziness should not be subsidized at the expense of the hard-work-
ing people who bear the financial burden of any welfare program we
consider.

With regard to th. proposed program of family assistance, I feel
it imperative that we pass legislation that promotes family unity
rather than discourages it and that encourages families to work and
eventually get off we%fare rither than loaf at the taxpayers’ expense.
To do anything else would be inconsistent with the other purposes of
this bill which are to aid those who have worked for a lifetime and de-
serve security now that they are unable to support themselves.

Mr. Chairman, I thank you for the opportunity to appear before
the committee today and I certainly sympathize with you in your de-
liberations in marking up this very controversial bill.

Horping THE AcEp HoSTAGE FOR GUARANTEED MINIMUM INCOME
FOR FaMILIEs

The CHAIRMAN. Senator Gurney, along the line of what you are
saying, in 1970 we passed that social security bill with a lot of the
things you are talking about in it and the House wouldn’t even go to
conference with us at that time. I went down and talked to the Presi-
dent about this problem. He was anxious to have the family assistance
plan considered and I made the point that we had all these provisions
that benefited these aged people.

We had social security increase. It was a good bill as far as it went
and that is all you can say for any bill—it is a good thing as far as it
goes. I have never yet seen a bill that is going to solve the Nation’s
problem or even the Nation’s problems in that field. There will be more

roblems next year or next month. So I urged the President to put
imself in the position of urging a conference to preserve as much as
we could of the things that were passed in that bill.

I might as well have been talking to a stone wall because the decision
had been made over in the department to hold all these old people
hostage for this guaranteed annual income for not working. I think you
and I are pretty much agreed that if we are going to have a program
for the working poor—and I am for it—it ought to be for poor people
whok?,re working and it ought not to be for poor people who are not
working,

Theygought to have a different program so that if they want to
have the dignity of being in the work force they would not be on wel-
fare. We shouldn’t downgrade labor and put the honorable workin
people in the same category with those who should be working, coul
work, and refuse to work. Plus that, you and I know you have got a
tremendous number of people on welfare who shouldn’t be there.

A typical example is where a father is making $7,000 or $8,000 a
year living right there in the house with the mother. It is not to his
advantage to marry her because he can just deny he is paying any-
thing for the support of those children and they can draw the full wel-
fare payment; whereas if they had married they wouldn’t get it. That
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tygg of paid subsidy not to marry and paid subsidy for illegitimacy is
a disgrace to this country and anybody who votes for it ought to be
voted out of office, in my judgment. -

Now, that is the difference between a {)rogram to help working poor
and a program for a guaranteed annual wage for doing nothing.

I couldn’t agree with you more that these things that are really non-
controversial or less controversial, should never be held up for 2 years
as has been the case here, holding these people hostage, trying to put
a lot of people on those rolls who don’t belong there, and holding hon-
orable peopl: who have done no mischief in their fife an hostage for
all this is really, I think, a miscarriage of justice. I couldn’t agree with
you more on your general {‘)hiloso »hy about that. '

Senator GurNEY, Thank you, Mr. Chairman,

. Of course, that is why that cost of living provision, I think, is so
important to the bill because maybe that will move the social security
hostage aspect out of bills in the future. I mean social security raises
in the future and I think we ought to do that. Thank you.

The CrarmaN. Any questions%; ) '

Senator Curris. I just wanted to thank the Senator for his state-
ment. You have had, among other things, given us some condensation
of some important statistics that have a bearing on this legislatiton.’
We thank you.

Senator GurNEy. Thank you, Senator Curtis.

The Cuairman. Thank you so much, Senator Gurney, Next we will
hear from Mr. Joseph Pechman and Mrs. Alice M. Rivlin, speaking
for the Brookings Institution.

We are pleased to have you, Mr. Pechman, also you, Mrs. Rivlin.
Are you with the Brookings Institution now or are you still with
the Washington Post, or both ¢ - ) B,

Mrs, Rivuin. I frequently write for the Post but I work for the
Brookings Institution. .

STATEMENT OF JOSEPH A. PECHMAN AND ALICE M. RIVLIN, THE
BROOKINGS INSTITUTION, WASHINGTON, D.C.

Mr. PecumaN. Thank you very much for your invention, Mr. Chair-
man. I am trying to save my voice. I am just over a bout with laryngitis
and Mrs. Rivlin has agreed to read our joint statement. I might say
that, before she returned to Brookings, Mrs. Rivlin was an Assistant
Secretary of HEW and is much more of an authority on this subject
than Iam.

Mrs. Rivrin, Mr. Chairman, we are happy to have an opportunity
to present our viewson welfare reform to this committee.

e believe that such reform is a matter of great national urgency.
The present welfare system is unworkable and it is imperative that this
Congress take action to overhaul it.

The failures of the current welfare system are well known to this
committee and we will not dwell on them. The present collection of
Bublic assistance programs do not adequately assist those in need. They

o not provide sufficient incentives to work. They treat people in
similar circumstances very differently depending on where they hap-
pen to live and what kind of family they happen to belong to.
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We believe that this patchwork of public assistance programs is a
failure and should be rej)laced with a uniform national system of
income assistance designed to accomplish two objectives: (1) It should
insure that all Americans have enough income to purchase the necessi-
ties of life and especially that no child grows up in such deprivation
that he is denied a real chance to grow into a healthy, productive adult;
(2) it should insure that everyone can improve his income by working.
Not only must there be jobs available but those who fill them must be
able to keep a substantial portion of their earnings so that they are
demonstrably better off by working than by not working.

We believe that the best way to reach these objectives is to enact
a type of system which economists generall’y refer to by the somewhat
unfortunate term of “negative income tax.” Under a negative income
tax a family with no other income receives a basic allowance determined
by family size. As family earnings increase, the %z‘xyment is reduced,
but not by as much as the increase in earnings. The family keeps a
fraction of its earnings and is always better off by working than by
not working, 4

The term “negative income tax” arises because such a system is closely

analogous to the regular, positive, tax system. Positive taxpayers have
to share a fraction of eucg additional dollar earned with the Govern-
ment; that fraction is the marginal tax rate. In the same fashion re-
cipients of negative tax payments find their payments reduced as their
earnings rise. They, too, have to share a fraction of each dollar earned
with the Government. From their point of view that fraction is a
marginal tax rate.
. The principal welfare reform bill before this committee, H.R. 1,
18 a step toward a negative income tax system, at least for families with
children. We strongly favor such a step. In fact, we have supported
the administration’s general approach from the beginning, but we be-
lievedH.R. 1 has several serious defects which the Senate should
remedy.

Thé basic allowance of $2,400 for a family of four is too low, but
perhaps more important, and this is what we want to emphasize in
this testimony, the bill does not make it worthwhile for people receiv-
ing welfare payments to hold jobs. The rate at which their earnings are
“taxed” is too high. We be%ieve that families receiving payments
should be able to keep at least half of their carnings—after necessary
expenses of working, including payroll and other taxes. T'o reduce
earnings by more than that is to make a mockery of work incentives.

A negative income tax is a conceptually simple system, although in
practice, of course, there are many problems to be worked out, such
as the definition of income, the accounting unit, and so forth. Any nega-
tive income tax system has two important elements: (1) The basic
allowance, and (2) the marginal tax rate. Together, these elements
determine the break-even point—the level of earrings at which a
family receives no further benefits.

For example, if the basic allowance were $2,400 for a certain size
family and the marginal tax rate were 50 percent, then a family with
$2,000 in earnings would have half of the earnings deducted from the
basic benefit and would receive a welfare check for $1,400—$2,400
less half of $2,000. Its total income would be $3,400—earnings of
$2,000 plus $1,400 from welfare. Families with higher earning would
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receive lower welfare benefits. A family earning $4,800—the break-
even point—would get no benefits. -

It is important to understand that there is a fixed relationship
among the basic allowance A, the break-even level B, and the tax rate
¢, and it is impossible to vary one of these without affecting at least
one of the other two. The relationship is that the basic allowance is the
product of the tax rate and the break-even level, or 4 equals ¢B. Thus,
1f the break-even level is $3,000 and the tax rate is 50 percent, the basic
allowance is $1,500. " '

Conversely, 1f you wish to have a basic allowance of $2,000 and keep
the break-even level at $3,000, the tax rate must be 6624 percent. Other
examples of consistent basic allowances, tax rates, and break-even
levels are shown in table 1 ; there are, of course, many other possibilities.
: Tia,ble 1. Illustrative basic allowances, tax rates, and break-even

evels:

——

Tax rate (t; Breakeven

Basic allowance¢A)- - - - (percent level (B)

) 8. PPN 50 $3, 000
2,000, . .. eeineceeeennnaeeeeeeaeenanceeeaaeaace aennan 6634 3, 000
y K11 P 50, 4,000
3 1% 4, 000
3314 3,000

000 100 3,000

The last entry in the table shows a basic allowance equal to the
break-even level. This occurs whenever the income recipient must
give up $1 of his allowance for every dollar of income he may receive;
In other words, when the tax rate is 100 percent.

The U.S. welfare system had this feature until the Social Security
Amendments of 1967 required the States to permit recipients to keep
the first $30 of whatever they mi%ht earn plus one-third of the re-
mainder. This provision became fully operative in mid-1969.

A negative income tax appeals to most economists because it can
be designed to help those who are already working without destroy-
inﬁ their incentives and dlso to-offer an incentive to work to those
who are not yet working. Of course, if the tax rate is too high, work
incentives will be impaired or destroyed, but that is the fault of the
tax rate and not of the negative income tax idea.

If one were setting up a negative income tax system, one would
want: (1) To set the basic allowance at an adequate level so that
families with no other income would not be destitute; 323 to set the
marginal tax rate low so that Feople who can work would be encour-
aged to do so because they could retain a substantial fraction of their
earnings, Unfortunately, raising the basic alléwance and lowqrm% the
marginal tax rate both make the system more costly. Compromises have
to be made in the interests of keeping costs within bounds. .

. Raising the basic allowance from, say, $2,400 to $3,000, for a family
of four, 18 costly for two reasons: First, each family aided gets more
money ; second, more families aré aided becanse—unless the marginal
ilzax i'ate is raised—increasing the hxsic allowance raises the break-even
- level. Lo ' SR

If the marginal tax rate were {0 percent, for example, raising the
basic allowance from $2,400 to $3,000 would raise the break-even level
from $4,800 to $6,000. Since there are a great many families clustered
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in this income range, even small payments to them would raise the
cost of the system substantially.

Similarly, lowering the marginal tax rate is costly for two reasons:
First, each aided family that has earnings receives more money;
second, more families are aided because lowering the tax rate raises
the break-even level, unless the basic allowance is cut. If the basic
allowance is $2,400, a 50-percent tax rate implies a break-even level
of $7,200. Such an increase in the break-even level is bound to make
" the plan considerably more expensive because so many earners are
found in these middle-income ranges.

Indeed, the cost of a negative income tax plan is highly sensitive
to the tax rate. A plan Wi&l a 80-percent tax rate and a $1,600 basic
allowance, for example, is somewhat more costly than a plan with
a 70-percent tax rate and a $2,800 basic allowance.

Because of these cost considerations, it is tempting, in constructing
a negative income tax, to keep the marginal tax rate high. But to do
so undercuts one of the major objectives of a negative income tax:
making it worth while for low-income people to seek emf)loyment.
The history of H.R. 1 illustrates this point. The marginal tax rate
has been pushed hifgher and higher to save money and the result is
a program which offers almost no incentive to work.

he family assistance plan, first proposed by President Nixon in
.1969 and now embodied, with modifications, in H.R. 1, is essentially a
negative income tax for families with children, It is not the com-
prehensive negative income tax that we would like to see replace the
whole welfare system, because (1) It excludes couples without children
and single indlvidua’ls, (2) it retains categorical assistance for the
adult welfare categories, (3) the basic benefit is so low that most States
will have to supplement the Federal benefits if their é)resent welfare
beneficiaries are not to be made substantially worse off.

Nevertheless, with all its complexities, it does have the structure of
a negative income tax for families with children, and we regard that
as a major step in the right direction. -

As originally proposed by the administration, the family assistance
plan had a basic allowance of $1,600 for a family of four and a mar-
ginal tax rate of 50 percent. The first $720 of earnings was to be dis-
regarded, so the break-cven level was $3,920.

In H.R. 1, the basic allowance has been raised to $2,400—all cash,
no food stamps—and the tax rate has been raised to 6624 percent. The
first $720 of earnini;s is still disregarded but with the higher tax rate
the breakeven level rises only to $4,320.

In our opinion, the basic allowance in H.R. 1 is too low. No family
of four can live on $2,400 a year anywhere, even in a rural area, with-
out severe hardship. We believe the basic allowance should be raised
to the $3,000 level proposed by Senator Ribicoff, We also believe that
until Federal benefits are adequate, the States must be required to
maintain at least their present benefit levels and must receive Federal
assistance to help them finance the supﬁlementary anments.

But an even more pressing defect in H.R. 1 is its high marginal tax
rate. H.R. 1 gives significantly less incentive to welfare recipients to
work than did President Nixon’s original proposal aid even less than
the present law.
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If this committee were to limit itself to one change in HLR. 1, hardly
a likely prospect, we believe the most important improvement that
could be made would be to lower the marginal tax rate at least to 50
percent.

The marginal tax rate in H.R. 1 appears to be 6624 percent, the
same as the present law, but it is actually considerably higher for a
variety of reasons.

A good study by the Urban Institute which we commend to this
con(ximlttee compares H.R. 1 with current law and I quote from that
study :

Ugder current law the first $360 a year and one-third of earnings
above that amount are disregarded In computing welfare benefits.
Furthermore, a full credit is given for all work-related expenses, in-
cluding income and payroll taxes, so that essentially such costs and
taxes are paid by the welfare office for welfare recipients, Thus the
recipient, in this case a female head of family with three children and,
hypothetical actual work-related expense of $360, would suffer no loss
in benefits at all until an earnings level of $900 is achieved. Beyond
that benefits are reduced by 67 cents for every $1 earned until the
transfer is reduced to zero at $6,700 of total income, Thus current law
actually provides rather liberal work incentives.

.« . in H.R. 1 the tax rate on earnings is raised from the originally proposed
B0 percent to 67 percent, ostensibly the same as under current law. In fact,
however, most working reciplents will face far higher taxes. This is because
H. R. 1, unlike current law, does not provide a credit or even a deduction for
other taxes or for work-related -expenses.

One problem is that since almost all wage and salary earners must
pay social security taxes—now 5.2 percent of eurnir}%s up to $9,000—
the combined marginal tax rate beyond the first $720 of earnings is
72.2 percent.

A further problem is that at $4,300 of earnings, even under the
liberalized exemptions allowed under the recent income tax changes, a
family head begins to pay income taxes of 14 percent on incremental
income, so that the combined marginal tax rate rises to 86.2 percent. -
In other words, workers in this range would net less than 14 cents on
each incremental dollar earned. In terms of work incentives, FAP
represents a significant step backward from current law.

oreover, tax rates under H.R. 1 could be even higher—conceivably
over 100 percent—if States elected to impose higher rates on families
with earnings above the Federal program’s breakeven point.

Moreover, as this committee brought out in its hearings last year
welfare recipients often lose other benefits, such as medical care an
public housing, as their earnings rise, so that the effective marginal tax
rates facing particular families may well be over 100 percent, meaning
that the family would definitely be worse off if members increased their
work effort.

‘We believe that these high marginal tax rates must be lowered if

- welfare reform is to fulfill its promise of providing work incentivés.

.

It is outrageous to %we lipservice to work incentives, indeed to require
: nts to register for work and training, while at the
same time making it virtually impossible for them to improve their

" families’ well-being by taking a job.
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We do not favor the re¢ently passed work requirement which makes
job holding a matter of coercion and compulsion. In the current situa-
tion in.which jobs are scarce, particularly for poor people, the work
requirement will not increase employment among the poor. It will
merely provide unsympathetic public officials with an additional
weapon for harassing the needy. ‘ .

e do favor giving people opportunities and incentives to work. We
believe that people who have to give up more than half their earnings
are probably likely to be discouraged from making extra work effort.
We would therefore favor lowering the marginal tax rate in H.R. 1
to 50 percent and counting payroll and other earnings-related taxes as
expenses of working,

he CHAIRMAN. genator Ribicoft ? .

Senator Risicorr. I do appreciate your statement as provocative,
Could you tell us what the additional cost would be of your proposal
over the proposal in H.R. 1, or my proposal ¢
becMr. Peouman, I am not famiﬁar with the cost of your proposal

ause——

Senator Risrcorr. I think H.R. 1 is in the nature of $15 billion;
mine would be in the nature of $22 billion.

. Mrs. Rivuin. That is about right and ours would be a little more
costly because the difference is that you have a 60 percent margin tax
rate and we are proposing a 50 percent marginal tax rate.

Senator Risicorr. Would that be the only difference, that the rate
of costs are different ¢

Mr. Pecuman, If the State supplementation would be the same.

Senator Risicorr. Of course, my proposal does require the States
to maintain——

Mr. Pecuman, Yes, but since we lowered the tax rate to 50 percent,
I think that our plan would cost somewhat more than yours. ~

Mrs. Rivuin. Yes; it would cost more; it is not uncostly to lower
the marginal tax rate. -

Senator Risrcorr. When you say the economists like the phrase
“negative income tax”—can’t you come up with a phrase that is more
palatable? Why keep on using it ¢ ' _

Mr. PECHMAN. T}[))e answer is that conservative and liberal econom-
ists have tussled with the problem of getting a better term for it, but
nobody has come up with a good idea.

I suppose that the economist stresses the relationship between the
transfer payment part of the system and the positive income tax. We
regard transfer payments as negative, the mirror image, so to speak, of
the positive income tax and that is the reason.

Repate or Soociarn Secorrry Taxes ror Low-INcoMe WORKERS

Senator RiBicorr. Senator Long has proposed—and I find person-
ally great areas of agreement with his tﬁought——that anyone earning
less than $4,000 would receive back a sum of money which would be
the equivalent of the total social security payment or, in other words,
the &aerson receiving some $4,000 in }))ay would be receiving back some
$400 from the general revenue now. Do I state your position correctly,
Senator Long ¢ .
The Caamrman. Now yes, for a four-person family.
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Senator Risrcorr, What is your reaction?

Mr. Peeaman, That is a proposal that appears in a book that I and
two colleagues of mine published 8 years ago called, “Social Security :
Perspectives for Reform.” My colleagues were Henry Aaron and
Michael Taussig, and that proposal appears in that book. I think you
cameto it independently ; I think it is a good idea.

The Cuairman. I am pleased to know I was not the only one who
thought of the idea. )

Senator Rasicorr, What would be the impact on this program, on
poverty and on work incentives with the adoption of Senator Long’s
proposal, and I may say now for the record that I intend, if the Sena-
tor will accept me, to be a cosponsor with him on that proposal be-
cause—and may I say, too, that Senator Long receives a lot of abuse,
and a lot of liberal critics find he is & man that is easy to take a shot
at. Yet, from my experience on this committee, I find Senator Lon
is a man who has n lot of imagination and a lot of excellent ideas; an
some people ought to look at the positive proposals that he makes
and not some of the negative ones.

Mr. Pecaman. I agree, Senator, although the chairman and I have
disagreed occasionally, I have never abused him.

Sonati);' Rinicorr. What are the implications of Senator Long’s
proposa

r. PEcumaN. Well, the basic reason for Senator Long’s proposal
was that we-thought it was outrageous that a 10-percent tax should be
applied to the earnings of poor people. That was the major point.

ow, the point is associated with H.R. 1, because if you start out
with high tax rates on payrolls and on income and then add to them a
marginal tax rate in the family assistance plan of two-thirds, as we
indicated in the statement you get close to confiscatory rates; as a mat-
ter of fact, the marginal tax rates for the poor under H.R. 1, are higher
than the highest marginal tax rate for the wealthiest people in this
country and I think that is outrageous. ' :

Senator Curtis. Just a minute. Could I interrupt there?

Senator Risicorr. That is right. >

Sen(iztor Curms. That isn’t a tax rate on anything he may have
earned.

Mr. Pecuman. It certainly is. Present law requires welfare ad-
ministrations of every State to deduct 6624 percent from any earn-
ings above $720 that they have received. f said marginal tax rate.
Therefore, an additional dollar of income—-— - ,

Senator Curris. Isn’t thata reduction in their welfare allowance ¢

Mr. Prouman. Yes; but the reduction in their welfare allowance is a
reduction in take home pay just as a reduction—

Senator Curtis. No; no. A tax is something imposed upon the in-
come of the individual. ' g

Mr. Pecaman, When you take away money as a result of the fact
that a person earns income, you are taxing that individual’s earnings,

Senator Curtis. No; no. You are lessening the additional amount
that you are giving him that he doesn’t earn. :

Mr. Pecaman, Well, but the disposable income of the individual
after this transaction occurs is the same as if you were taxing him
at & marginal rate of Gﬁg%percent. -

Senator Curris. Well, I won’t take Senator Ribicoff’s time.
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Senator Risicorr. But if Senator Long would indulge me, I think
what is imﬁortant is that I am looking toward some solutions and I am
trying to figure what Senator Long has proposed, which is very in-
triguing to me. Basically what we are talking about is that Eeople are
poor because they don’t have more money ; it 18 as simple as that. When
all is said and done they don’t have money.

Mr. Pecuman. That is right.

Senator Riicorr. If fvou are trying to eliminate poverty the question
is how do you cut a dollar in the pockets of the poor so they can buy
fggd t;nd shelter and clothing and eat; isn’t that what we are talking
about .

Mr. Pecuman. That is correct.

Senator Riercorr. All right, now; Senator Long comes up with an
idea which is simple, uncompiicated. He is saying somebody works;
he is working hard; we are going to make sure that $4,000 man has
another $400. We are going to make it very simple without a lot of
complicated arithmetic. He is just going to get back the accumulated
social security paid because of his earnings; so now you give that per-
spnh ar?x incentive to work—a very simple, uncomplicated one; isn’t that
right

r. PEcaMAN. Additional incentive to work ; yes. '

Senator RiBicorr. Are there any other thoughts like that floating

around the intellectual community that would make it easy to put
money into the pockets of people who want to work but can’t ind a job
or have got a marginal job or their earnings are less? What other
thoughts do you have like that? ’ -
- Mr. Pecuman, Well, the next easiest thought of this type is to look
into the State and local tax system, which taxes the poor very heavily
because of the heavir sales taxes. This is a much more complicated prob-
lem than the payroll tax because the Federal Government does not levy
sales taxes and therefore the remission of taxes on the poor to State and
local governments would have to come from the State governments
themselves. That is another possibility that the committee could look
into—that is, the problem of refunding to the poor taxes that they pay
not only to the Federal Government but to the State and local
governments. .

Senator Risicorr. All right.

\

PLETHORA OF FEDERAL PROGRAMS FOR THE POOR

Now, let’s take another point. I have been pressing through these
hearings that HEW, and I don’t know, Mr. Vail, when I asked HEW
for these figures, but I pointed out that we have some 168 Federal pro-
grams which are designed to alleviate or take people off of povertgr,
and the total Federal, total expenditure of those programs is over $31
billion and if you eliminated all of these programs and divided the
money up among the poor without any intermediates and middlemen,
every family in poverty would have $4,800. In other words, from my
long experience in every phase of government, I find that one of the
great tragedies that we have is trying to solve our social problems on
a programmatic basis and year in and year out keep voting hundreds
of millions of dollars on programs that just don’t work—their objec-
tives just don’t—just are not successful and yet they stay on the books.
They build up a constituency. ‘
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Now I recognize it is going to be hard to eliminate at one full stroke

I%EV& to give me a list in order of diminishing
priority of how they view these 168 programs. In other words, I am
concerned. I realize that you can’t—a nation can’t continue living
with billion dollar deficits and I realize it is going to be hard to pass
a program that either costs $15 billion or $22 billion, but if we can
eliminate unsuccessful programs which are designed to alleviate pov-
erty, then we can start talking about negative income taxes and
eliminating poverty and getting money into the pockets of people if
we are going to eliminate poverty, .

Now, Senator Long has come up with some thought and some idea.
We might be able to go to your idea, but does it make any sense o
continue pouring out $31 billion on 168 programs to alleviate poverts
if many of these billions aren’t alleviating poverty at all?

I would like your comment as social economists.

Mrs. Rivuin. Let me have a try at that. I would agree that the
highest priority at the moment for alleviating poverty is ﬁ tting money
to the poor, and this is basically why we favor the H.R. 1 approqch
as amended by you—a more generous income subsidy program with
incentives to work.

I also agree that many of the service programs which we have de-
luded ourselves were going to eliminate the problem of povertfy with-
out giving the %oor money are not working at all. However, if I look
at the Federal budget as a whole, at what I would try to eliminate
in order to find some money for a better maintenance program, I
don’t think I would start by eliminating the programs that serve the
poor, except for those that are demonstrably not working at all.

There are a lot of programs that serve the rich that I think—-

Senator Riercorr. All right. On that line, Mr. Chairman, the request
was made through you, Mr. Chairman, on July 27, 1971, for a series
of requests for information and documentation concerning many of
these pro%:':ems we are talkinﬁ about. To my knowledge, to date that
has never been su%plied. If it has been supplied to you, Mr. Chairman
I am not aware of it. I wonder if the staff has received from any of
(lsls;glli;edeml agencies the information that was requested on-July 27,

No# :

I think, Mr. Chairman, I am concerned with this program. The
administration is concerned with this program, I think this com-
mittee, whether you are conservative, you are liberal, whether you
are for H.R. 1 or the Ribicoff proposal or any other proposal, I really
think we are entitled to that information if we are going to scrutinize
these programs. Everything we are go‘ing’ to vote in this bill is going
to cost a lot of money and if I can find some of that money in programs
that don’t work, I think the Congress and the American people are
entitled to know it. o '

I just want to call that to your attention, Mr. Chairman.

. Senator Curmis, Mr. Chairman, could the committee have from Mr.
" Ribicoff a list of the 168 programs we are talking about?

Mr. Risrcorr, I submitted that; it is part of the record, You may

‘recall I handed Secretary Richardson that whole. list.

~ Senator Curmis. 168 programs in the record are there now ¢
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Senator Risicorr. Yes, sir. They are printed in the record.*
. The CuamrmaN. Well, the information ought to be made available
if for no better reason than that we have so manﬁnprogmms all over
the countryside costing money. Poor people don’t know where to go to
get it and, frankly, I would suggest that if we couldn’t do anythin
else, the least we could do is have one single office that some poor devi
cotild go to and if he is entitled to something, fill out a blank and say,
“Look, I need help and if anybody has some, let me have it.” Then
everyone who ought to be doing something for him, could respond to
one request rather than having him pad all over the countryside trying
to find somebody who might have a helpful program.

’Il‘ggt should be a start at least to fill out one form instead of 500
or 168,

Senator Risicorr. I think we would be doing our country and our-
selves a favor if we had some of this information. This is no reflection
on this administration; it is an accumulation of programs, most of
them passed in other administrations but I have found from long
experience that once a program gets on the books it never gets off;
whether it works or doesn’t work it is never eliminated. .

I think all of us would agree that a goud objective is to eliminate
poverty and the negative income tax or guaranteed annual income,
whatever you want to call it, this country eventually is going to have
it one way or another.

Now, if they are going to have it, let’s try to find out how it can come
into being, where it makes sense and cost as little as possible and if we
can save 1t through all programs that are useless—but the reason I
started on this is because we have an objective to eliminate poverty
and yet we have all of these programs supposedly in poverty and there
are more people in poverty today than there were 2 or 3 years ago.

Mr, PecuMaN, Senator, I agree with everything you said.

. Senator Rmicorr. Pardon me. May I call Senator Curtis’ atten-
tion, that on-our hearings of July 27 to August 3, on p;ige 193, is an
erf;tlre. list of the 168 programs that I asked for to be listed on the basis
of priority. ~ :

r. Pecuman, I agree that many of these programs ought to be.
folded into a cash benefit program. I think it is quite patronizing of
the .well-to-do to create assistance programs that require the poor to
spend their resources in certain ways. I think a cash benefit system
would be simpler and would also be more dfigniﬁed.

I do think that it is probab%{ extremely difficult to accomplish all of
this in one fell swoop. If H.R. 1 with your minimum allowance of—
bagic allowance of $3,000—were enacted at a 50-percent tax rate, I
think that would provide the basis for reorganization and rationaliza-
tion of all of these p ms in the future. ‘

Senator Risrcorr. To say which comes first is going to be very diffi-
cult and I am pretty realistic to qut across a program that costs $22

_billion but if we can put through a program that will have a $22-
billion tag but indicate where we can eliminate billions of dollars in
other programs that are not bringing the same results, it will be much
more palatable to the Senate of the United States. I am being very
pragmatic on every phase of this, If a program isn’t working we ought
to get rid of it. .

*Seo f 19{1«.. Committee on Finance Hearings on H.R. 1, the Social Security Amend-
ments of 1971, 1

4
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Mr. Pecuman. I think it is just a matter of time and also knowledge
of the technical details of each of these grograms. It is a very com-
pllicated proposition and it probably would be difficult to wipe the slate
clean.

Senator Risrcorr. I understand that OEO has spent some $800 mil-
lion on appraisals and studies on how: different pro§rams work, but
none of these studies have ever surfaced. To my knowledge the studies,
these independent contractors make these eﬁicien& studies; they are
handed down; they are put under lock and key. nlgre,ss oesn’t see
them. I don’t know whether the President ever gets a look at them, but
we should start finding this out and this is what is bothering me.

1 say to both of you, the problem that we are facing here today——

Mrs. RivLin. Well, some of these studies do surface, not enough,
I agree, Senator Ribicoff. However, I would be skeptical of trying to
eliminate all service programs. That, I believe, is going too far. There
are still going to be needs which must be met by service programs; for
example, day care. If we are going to have a prc(;igram which actually
Eets people to work, we are going to need more day care. That would

e one, I think, not to eliminate. .
Senator Riercorr. But you are not going to eliminate them all but
I have got a feeling from my experience that out of those 168 you are
oing to be able to eliminate quite a few that are not delivering any-
thing to anybody excegt & bureaucracy who are making a living off
the poor but the J)oor on’t see a thin dime, ~
rs. RivLiN. Yes, I would agree with that, If we had an adequate -
cash program many of those would be unnecessari'. )

Senator Riercorr. Would be unnecessary. I would hope, Mr. Chair-
man, that you would instruct the staff of this committee to press the
administration, the executive branch, for our request of July 1971.

The Cuamrman. I will instruct the staff to try to get that for us,

Clerk’s Note : Though the material was never furnished to the com-
mittee by the Department, the committee subsequently held hearings
on Feb, 15, 1972, on the many poverty programs at which adminis-
tration witnesses testified. These hearings will be published.

Senator HansEN, Mr. Chairman, if 1 could make just one observa-
tion, I want to say this: ‘ ’

A year ago, as I recall, when representatives of State welfare work-
ers’ organizations from New Yor City or New York State appeared
here, and I make this observation apropos of the last comment in doing
away with bureaucracy, those persons testified for an hour or more.
They pointed out that they felt that if we were to make welfare a Fed-
eral concern and obligation and were to relieve the States of their
role, it was most imgortant that the present State welfare employees
be placed on Federal employment thl;(})aidgg benefits such as they
would have had had they been employed all the time by the Federal
Government. :

They spoke also about assurance that had been given them that the,
would have not more than a 85-hour workweek in the summertime an
. possibly dropping that down to a 30-hour workweek and that they
should have the other longevity benefits that would- go with Federal
~ employment over a comparable period of time. Then they closed by

saying that if they did not get all of these benefits they might indeed
* become part of the unemployed and part of that great number of peo- -
ple on welfare. ' o
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So I would aneal to my good friend from Connecticut that we do
not be too cavalier in saying let’s do away with bureaucrats because
we might increase the welfare rolls. [ Laughter.]
The CHAIRMAN. Senator Fannin ?

Worg INCENTIVES

Senator FaN~IN, Well, I appreciate very much what you have said.
We now have programs that do not provide sufficient incentives to
work and they treat people in similar circumstances very differently
depending on where they happen to live and what kind of family they
happen to belong to.

is is one of the very serious problems we have in trying to work

out an equitable welfare program, I think one of the incentives for

work is on the last page of your testimony. But I don't agree with

gour conclusion. I think the chairman has made it very plain that

e favors a work-fare program and that we must have provisions

that people accept employment; and you call it coercion and compul-
sion. 4

{ don’t see that requiring the people to work is coercion and com-
pulsion. '

Mr. PecuimaN. Senator, the new thing about H.R. 1 is that the wel-
fare system—I hate to use the word because it has such bad connota-
tions, but I want to be clear—the new thing about H.R. 1 is that as-
sistance to needy is extended to people who already work; the people
who don’t work, people who are in families with no working family
member for good or bad reasons, are already on AFDC and all of the
abuses that the chairman and others have called attention to the cur-
rent system, not the extension of H.R. 1 to the working poor.

You have been given these figures many times. I don’t have them
clearly in mind but there are millions of families, regular families
with fathers at home who work part or full time, This bill would pro-
vide them continued incentives to work and would give them an op-

ortunity to improve the well-being of his family. I hope that you can
istinguish between the problem of the present system and the prob-
lem of the extension under H.R. 1 to the working poor. -

We are trying to protect the incentives of the working poor. The
chairman has called attention to the fact that there is now an incen-
tive for a father to leave his family so that his wife and children can
get on AFDC, Under H.R. 1, a working father would be getting some
additional assistance—he would continue to retain a substantial pro-
portion of his earnings. So that H.R. 1 is designed to maintain the in-
centives of the working poor rather than to destroy them which is what
you are doing under the present system.

Senator FANNIN, What the chairman is trying to do is to see that a
father gives assistance to his family and I think that is important.
Just a question of what has been said in this testimony about the work
incentives that we have in our present system: I think the statement
was made that there are greater work incentives in the present system
than in H.R. 1. I am not satisfied with H.R. 1 but I also know AFDC
has a work requirement and has had that since 1967 ; but what has been
the result? T

Mr. Pecaman. Well—
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Senator FANNIN. My great concern is when I g'ck up a newspaper
and I see all these help wanted ads, and then I realize how many
people are not working, My (Htmxestion is; we must have some basis of
compelling these people to either accept a job or go off welfare, and
I don’t think you agree with that. - :

Mr. Peoaman. I agree with your objective. I just don’t think that
writing a work requirement into a law which you can't enforce
unless—

Senator FANNIN, What do you mean you can’t enforce it? If you
take them off welfare aren’t you enforcing it ¢ .

Mrs. Rivuin. Let’s remember who these people are. They are almost
41l by definition mothers with children; they are also people with low
education level and not much work experience. I think the tragedy
of the last several years is that the Federal Government has not made
a vigorous enough effort to provide training and jobs and day care
that would really enable these women to get into the labor force in a

- serious way.,

_ Senator FANNIN. And you are stating that these are all women? I
never heard that statement before, .

Mrs. Rivuin, That is the way the AFDC program is'set up.

Senator FanNiN. AFDC? You are talking about the AFDC; I am
talking about the overall program that we are talking about.

Mrs. Rivuin. You are talking about the aged and blind and
disabled ¢

Senator FannNiN. No, I am talking about the able-bodied people
that should take a job.

Mrs. Rivuin. Senator, there aren’t hardly any able-bodied men in
welfare because the present law does not allow them to be covered.

Senator FANNIN. If the present law were enforced, I would agree
but we will not even let the States enforce the present law, We—the
State of Arizona—their funds were threatened to be withheld unless
they permitted people to be lg?id, for instance, that had been away
from the State for 90 days. They could not even cut them off if they
left the State. A welfare recipient, if he left the State or she left the
Sftfate for over a period of 90 days, without returning should be cut
o .

Mrs, Rivuiv. I would agree; one of the objectives of H.R. 1 is to
federalize the administration of welfare and that would take care of
that problem.

Senator FanNIN. Yes, but the federalizing of it would make it even
more extreme in that regard. If the Federal Government will not let
the State officials participate to a greater extent, not a lesser extent in
handling these programs that should be handled at the local level,

“then I think we are building up a monstrosity.

. Mrs. Rivin. I don’t agree. I think the monstrosity we have today
is that we have 50 welfare systems, I think that the location of a poor
person should not control—— . )

Senator Rmrcorr. I think there are 1,150 separate administrative
units handling welfare—1,150.

Mrs, Rivuin, I stand corrected. o

Senator Risicorr. Of the so-called 12 million people on welfa
only 126,000 are able-bodied males. I think it is important time an

‘time again to know what figures we are talking about.
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Mrs, Rivun. I agree with Senator Ribicoff. I hope that in our dis-
cusion here, Senator, we can distinguish between what is wrong with
the Ernesent law and extension of assistance to people who are already
working, which is one of the major objectives of H.R. 1. |

Senator FANNi1N. I think our goal—

Mrs. Rivuin. H.R. 1 does not make the present problem that you are
talking about—the few able-bodied males who happen to be on wel-
fare—any worse. It would improve it if you modified H.R. 1 the way
we suggested. You are not he ﬁing the millions of families who are
now poor and where the father is working by keeping him off
assistance.

Senator FanNiN, Well, of course, naturally we do not want pov-
erty in this country. We want people to have jobs, and we want to help
them in every way possible. .

As I go through this list, I see many programs that certainly have
been supported by all of us and certainly could not be eliminated, and
I don’t think perhaps could even be diminished and in some cases
should be expanded. But what I am concerned about is what we are
ﬁoing to do about having a program that we can afford to have. We

ave amendmentd that will bring it up to $40 or $50 billion that will
be offered on the floor when we get to that point, and then I am con-
cerned as to what we can do or cannot do. And the most important
problem that we have is a $35 to $40 billion deficit facing us and have
a 6-percent or more unemployment. :

r. PeoumaN. That is another question. I am worried about fi-
nances, too. I think that, if we expand some Government programs
and do contract others, we will have to increase taxes. I, for one, would
be willing to have my taxes raised in order to improve the public
assistance system in the United States.

Senator FANNIN. And my argument; all of the evidence that has
been submitted here, is that 1f we take the administration of these pro-
grams away from the States we are going to have a far more serious
problem so far as financing is concerned and it is illustrated by just
what has happened with the challenging of the activities in the States
that would assist in these programs and cut down the cost and give
incentives for people to go to work.

Thank you, sir. ‘

The CHAIRMAN. Senator Jordan?

Senator JorpaN. Thank you, Mr. Chairman.

Dr. Pechman and Mrs. Rivlin, I think you have made a good con-
tribution to the record here. I followed your statement with a good
deal of interest. ’

On page 2 you said, “The bill does not make it worthwhile for peo-
ple receiving welfare J)agments to hold jobs.”

That is H.R. 1. And then later you say, “In terms of work incentives,
the family assistance plan represents a significant step backward from
current law.” -

In other words, as you pointed out, under present law we have a $30
disregard per month snd a third of the earnings can be retained, so,
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actually, this is a step back—H.R. 1 is a step backward from existing
law; and what is wrong with the present law would also be wrong
with H.R. 1 if it were passed; isn’t that correct?

Mr. Pecuman. If it were passed as is, that is correct. But I don’t
think we want to exaggerate the difficulties of improving H.R. 1.

Senator Jorpan. I am only talking about the work incentive part of
it.

Mr. Pecuman. Well, in our view, all you have to do are two things
to provide the work incentive that we all want.
enator JorpAN. Yes. o

Mr. PEcuman. One is simple but expensive and that is to reduce the
tax rate. I regret to use the term “tax rate,” Senator Curtis, but that is
the way an economist thinks of it. Reducing the tax rate from two-
thirds to 50 percent is easy to understand and I think that we all
understand what that would do: Increase the incentives to work by
that much.

The other is to permit either the Federal Government or probably
the State governments to do what they are now allowed to do under
present law, namely, to reimburse the recipient of assistance for all
other related taxes on his or her earnings.

Well, the Federal Government cmﬁtsi relieve them of the payroll
taxes; that would be one way to increase incentives. But then there
are other implicit taxes as a result of the fact there are other noncash
benefit programs—for example, rent supplements. If you don’t want
to reduce the rent supplement provision, which I think ought not to be
done at least in the short run, then you would have to authorize the
State or Federal Government to adjust for the implicit tax on the
earnings of the poor person, so that his tax rate does not excced 50
¥ercent. That is done under present law but is not included in H.R. 1.

think you ought to include the present law provision in the family
assistance plan.,

Senator JorbaN. Dr. Pechman, in a study of which you were co- .
author, “Is a Negative Income Tax Practical,” in 1967, you developed
some very interesting tables using various bases and tax rates and

ou end up with this statement: “The course of action which we think
est balances these considerations, is Federal enactment of plan T., with
a tax rate of 40 (i)ercent. The basic allowances of this pian”, you.go
on to say, “would then, we hope, be supplemented by individual high
cost of living States.” |

I would like to make this document a part of the record by refer-
ence, Mr. Chairman, and ask Dr. Pechman if be hae ever developed
that 40 percent rate that he suggests would be good ?

Mr. PecuMman. Yes, I have. I can insert in the record a table show-
ing the L plan that you referred to. For those who have not read the
article, the L plan is the lower basic allowance plan with a 3314 per-
cent tax rate. There is also an H plan for a higher basi. allowance with
a 50 percent tax rate. ,

I can put that in the record, Senator.

Senator Jorpan. I wish you would, Dr. Pechman.

(The witness subsequently supplied the following tables:)

73-8780-712 - pt.3-8
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TABLF 1.—BASIC ALLOWANCES, BREAK-EVEN POINTS, AND LEVEL AT WHICH PRESENT INCOME TAX SCHEDULE
APPLIES UNDER A PROPOSED NEGATIVE INCOME TAX WITH A HIGH BASIC ALLOWANCE

Basic  Break-even point Present

aliowance  (point at which Level at which marginal

(received b no allowance present tax tax rate at
Family size (number of units wi {s received and rates begin income in (4
persons) ! no income) no taxes paid) to apply 2 (in percent

(¢)) ) ©) ) ©)

so-pcircent tax rate: $300 $1.600 142,050 : s

1,600 3,200 , 356 4

2,100 4,200 4,453 4

2,600 5, 200 5,557 5

3,000 6,000 6,377 5

3,400 6,800 , 200 5

3,600 1,200 7,453 4 4

3,800 7,600 7,117 4

800 2,000 32,050 4

1,600 4,000 , 680 5

2,100 §, 250 6,258 6

2,600 6, 500 7,865 nm

3,000 1,500 9,012 7

3,400 8, 500 10,084 9

3,600 9,000 10, 362 -n

3,800 9, 500 10, 644 SV

1 Assumes all famifies with 2 or more members include 2 aduits. -

2 Assumes 1-person family is single with no dependents and that families of 2 or more persons file joint returns. Rates
used are those applicable to 1972 incomes under the Revenue Act of 1971,

3 Amounts indicated sre the minimum taxable levels under the positive income tax. For families of this size, the break-
even point of the negative income tax is below the minimum taxable leve] under the positive income tax,

TABLE 2—BASIC ALLOWANCES, BREAK-EVEN POINTS, AND LEVEL AT WHICH PRESENT INCOME TAX SCHEDULE
APPLIES UNDER A PROPOSED NEGATIVE INCOME TAX WITH A LOW BASIC ALLOWANCE

. Basic  Break-even point Present

allowance  (point at which Level at which marginal

(received b no allowance present tax tax rate at

;  Family size (number of units wit is received and tates begin income in (4
persons) t no income) no taxes paid) to apply 2 (in percent
¢)) ) QA Q) 10))
40 pelmnt tox rate: $400 $1,000 + 52,080
800 2,000 12,
, 200 3,000 13,5

, 600 4,000 14,300
, 000 , 000 35,050
, 400 6, 000 6,108
, 560 , 375 36,550
, 700 , 750 37,300
$400 $1,200 1$2,050
800 2,400 12,800
, 200 3,600 3,642
, 600 4,800 5,171
, 000 6,000 - 6,732
)y 1,200 8,335
A 7,650 8,514
. 8,100 8,708

- AN RS

1 Assumes all families with 2 or more members include 2 aduits, . -
1 Assumes 1-person family Is single with no dependents and that families of 2 o more parsons fils joint returns. Rates
used are those applicable to 1972 incomes under the Revenue Act of 1971,
3 Amounts indicated are the minimum taxable levels under the positiva income tax. For families of this size, the break-
even point of the negative income tax is befow the minimum taxanis level under the positive incoms tax.
Mr. Pecaman. I want to mention one thing about the L plan, low
basic allowance plan. Don’t forget that article was written 5 years ago.
Senator JorpaN. That’s right. . .
. Mr. Pecuman. Prices have risen since.then. The cost of living ad-
ustment alone would increase that basic allowance by 20 percent. So
would not now support the basic allowances in. the low schedule of
that article. As a matter of fact, I think that the passage of time has

made the high schedule of basic allowances more appropriate.
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Senator JorpaN. So your position now is in favor of virtually
Senator Ribicoff’s plan with a 50 percent rate?

Mr. Pecaman. That is correct.

Senator Jorpan. Thank you,

Senator Currs. Mr. Chairman, our agenda for this morning lists
Joseph A. Pechman, director of economic studies, Brookings Insti-
tution, and then I notice a footnote in your statement that both of
. you are appearing in your own right and this is not the statement of

the officers and employees of Brookings Institution.

Mr. PecaMAN, Yes, sir; I would like to emphasize that.

Senator Curris. Not to downgrade the high ualifications of both
of you, I am just, brmimg this out as a matter of clarification. Would
each of you put into the record a brief synopsis of your own experi-
ence in this field ? I wen’t take time for it now and I am asking it just
for clarification in the record. .

Mr. PecamMan. We would be glad to.

Mrs. Rivuiw. Certainly. ) -

(The following was subsequently supplied for the record):

Joseph A. Pechman is Director of Economic Studies at the Brookings Institu-
tion. He has served as a staff economist with the Office of Price Administration,
the Council of Economic Advisers, and the Committee for Economic Development.
He was also an assistant director of the Tax Advisory Staff of the Treasury De-
partment and from the period 1960-70 was executive director of the Studies of
Government Finance. He has also held faculty positions at the Massachusetts
Institute of Technology, Yale University, and the University of California
(Berkeley). Dr. Pechman is the author of Federal Tax Policy (rev. ed.), 1971
and Social Secourity: Perspectives for Reform (with Henry J, Aaron and Michael
K. Tausgig), in addition to numerous articles in professional journals.

Alice M. Rivlin is an economist and a Senior Fellow at the Brookings Insti-
tution. From 1966 to 1969 Dr. Rivlin served in the Department of Health, Edu-
cation, and Welfare as the Deputy Assistant Secretary and then as Assistant
Secretary for Planning and Evaluation. Since returning to the Brookings Institu-

" tion, she has written two books which deal in part with the welfare problem. Sys-
tematic Thinking for Social Action (Brookings: 1970) and Setting National Pri-
orities: The 1972 Budget (with Charles L. Schultze, Bdward Fried, and Nancy H.
Teeters; Brookings 1971).

CasH BEeNEFITS To HEADS OF FAMILIES

Senator Curris. I would like to ask you this question :
Why should an able-bodied head of a family, if work is available,
be I‘given a cash incentive by the Government to work?

irst, I will ask you, do you think he should be given one?

Mr. Pecaman. Do I think what ¢

Senator Currtis. Do you favor giving an able-bodied head of a family,
if there is work available, a cash incentive for going to work and
suﬁ)orting his family ¢ - ‘

r. Pecaman. The incentive we are talking about, Senator, is not
the provision of a cash payment; it is the reduction of the tax rate
on his earnings. ' ,

Senator Curtis. I know what you are talking about.

Mr. Prcaman. The cash benefit is to help him and his family keeP
,body and soul together. There are people in this country who can’t
earn enough to support their families. , o

‘Senator Curms. I understand what you have said, but we have
used this expression around this table so much that there should be
an incentive for work.

Now, I want to know whether or not you believe that an able-
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bodied individual, if there is work available, should be give a cash
consideration for going to work ¢

Mr. Pecaman. I believe that an able-bodied citizen who cannot
earn enough through his work to provide a decent standard of
living for his familﬁ' should be given assistance by the Federal Gov-
ernment. I think that is the way I would put it. The question of
work incentives does not depend on whether you would give him
assistance, but ,on whether you tax him too much. We worry about
tax incentives of the well-to-do, but- we haven’t worried enough about
tax incentives of the poor. ' ‘

I repeat, we have a tax rate of 6634 percent plus a b percent social
security tax, which together add up to a higher marginal rate than
the highest marginal rate on positive incomes. .

Senator Cur:s. Well, I don’t want to clutter the record with a
long argument but that is not so at all. I don’t care what the econo-
mists call it; we are not taxing his earnings 1 cent. At the level
of income that you are talking about, he is paying no taxes. Under
the law if somebody’s need is greater than their resources they get
more relief, more welfare, and a lessening of the amount of welfare
for an individual or family because their need is less is not taxing
at all. There are none of these people in this bracket paying any
Federal tax; this money that you are talking about is because people
are working and Egying taxes, other people. :

Mrs. Riviin. Let me just interject one thing to come back to Sen-
ator Long’s point. Everybody who earns money pays social security
tax on the first dollar of earnings and Senator Long’s proposal would
reimburse that. ' ‘ :

- Senator Curris. Have you investigated in any State the operation
of thelil?967 amendments that carried & cash incentive for people to go
to wor '

Mr. Peorman. I have not personally examined the State experience.

Senator Curtis. Well, I have. The director of our State came in and

showed me the figures how the 1967 amendments increased the cost and
said what is ha%)ening is that no one is leaving the rolls.
. Asto disregarding work expenses, I am quite sure the committee had
in mind lunches and transportation, but the Department ruled that that
included union dues, all of these usual work expenses, social security
taxes, and Federal income taxes. That was disregarded. ‘

Then the next $30 a month was disregarded and then a third that
they earned on tog of it; and we had one case that I presented here to
the committee where a family or a head of a family was drawing
$799.75 a month in Nebragka and was still on welfare, and what was
intended as a cash incentive by the government for people to work -
wasn’t that at all; it was a cash incentive to stay on welfare. :

Mr. Pecuman, Senator, did you bother to examine the rolls in your
State to find out how many able-bodied males you are talking about? I
don’t know the statistics for Nebraska but the statistics for the coun-
try as a whole indicate that you are not now paying welfare to such
people except in rare cases,

" Senator Ribicoff mentioned & number.

Senator Risicorr. 126000. . = =
. Mr. Prormax. 126,000 out of a total of well over 10 million recip-
ients of public assistance. You are not talking about the working
poor. You are talking about the nonworking poor. These are women
'who have children at home who, if they went to work, would incur ex-
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penses and you either have to reimburse them for those expenses or it
wouldn’t be worth their while to work. I hope we can keep the problems
of the present welfare system separate from the problem of extending
the assistance system to people who are already working. The latter
group are not included in any figures you have ever seen for your State.

Senator CurTis. Yes; it is.

Mr. Pecuman, T regret to say it is not.

Senator Curtis. The 1967 amendments enabled people to work and
still have their welfare payment. It was not intended as such but it was
a miniature H.R. 1.

Mr. PecumaN. Indeed it was but I also——

Senator Curris. It was a miniature H.R. 1 and we ended up with

le making substantially $800 a month and still staying on welfare.

r. PEcuMAN. Senator, your facilities for getting Nebraska statistics
are better than mine, I would be willing to wager that the proportion
of able-bodied males on welfare in your State is very smaﬁ.

Senator Curris. Well, every—— '

Mr. PecaMaN. I would like to put that in the record if I could get
the numbers, :

Senator Curtis. All right.

(The following information was subsequently supplied for the
record :). , _

In S8eptember 1971, the AFDC case load in Nebraska consisted of 11,418 families.
These families included 40,378 persons, of which 29,807 were children and 10,571
were adults. There is no information on the number of male adults on AFDC
in Nebraska, but if the national average holds for Nebraska the number of male
adults on AFDC in Nebraska in September 1971 was of the order of 1,300. Most
of these are probably incapacitated, or are already enrolled in work-training
programs, or are working. The number of malingerers, if there are any, must be
very small. ' ) .

Senator Curtis. Every abuse that is pointed out, it is easy to say,
well, there are just a few of them. Now, if we are going to reform
welfare ;e ought to look at a few of the basic facts. I don’t think
there are any abuses of any significance in aid to the aged.

Mr. Pecaman. I agree.

Senator Curtis. I do not think there are any abuses of any signif-
icant amount to the totally disabled or to the blind.

We are talking about aid to families with dependent children.

Mr. PecamaN. Do you think large abuses are perpetrated by these
poor women in this country ? We are talking about women, not about
males. The people on AFDC are women. '

Senator Curtis. I understand that; and there were some of these
cases that I put in the record from Nebraska where they continued
to work and still have their welfare—were women. My point is this,
that the criticism of abuses that do exist involve primarily the
AFDC--— ‘ ‘ '

Mr. Peonman, That is correct.

Senator Curtis (continuing). Category and many of them are able-
bodied, not all of them ; some of them should be with their children; I
am aware of that, o

Your proposal for a negative income tax to give everybody a guar-
anteed minimum income, that is what it amounts to, should be debated
separately on its merits. '

r. PecuMAN. I agree. o _
Senator Curtis. It has nothing to do whatever with welfare reform.
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Now, if you mean by welfare reform simplifying the administration
the lessening of costs and eliminating whatever abuses there are, an
it has nothing to do— S

Mr. PecuMAN. Senator, you can’t do it. I think Mrs. Rivlin would
like to-comment on this, but you can’t introduce into the system assist-
ance to'the working poor without doing something about intergrating
the present welfare system with that group. If you keep the two apart,
you will find that it will be difficult to administer the two.

H.R. 1 aANp FamiLy BreAguP

Senator Curtis. Ithink the record is pretty clear that there is nothing
in H.R. 1 that will hold families together. I think that every one of the
Cabinet members who came here and argued for H.R. 1 on the grounds
that it would do that have backed away from it because there isn’t
one scintilla of evidence to that effect. | :

Mprs, Rivrin. Well, compared to the present system, Senator, there
is less incentive for 2 man to leave his family. But I just wanted to get
into the record that nobody is in favor of abuses and if there are
families in Nebraska who are earning more than the law allows and
still drawing welfare, the law ought to be enforced.

Senator 8. No, the law is enforced and that is what permits
them to do it. \

Mrs. Rivuin. It has to be an awfully large family to allow them to
draw $800 2 month and still be on welfare.

Senator Curtis. No, because they disregard all the social security
taxes, union.dues, expenses of F)in to work, $30 a month, one-third
of the balance, and these were found in our hearings here. I submitted
10 cases of them and it is not because the law is not being enforced; it
is because the law is being enforced. The Federal Government made us
“enforceit. . ’

Mr. Pecaman. I haven'’t seen those 10 cases. May I comment on them
for the record, sir? ‘

Senator Curtis. Sure.

Mr. PecauMan. After I look at them ?

Senator CurTtis. Sure.

(The following was subsequently supplied for the record by Mr.
Pechman :) «

Senator Curtis gave details of only three out of the ten cases he referred to in
the Hearings before the Committee on Finance on H.R. 1, “Social Security
Amendments of 1971,” pp. 263-65. It i3 not possible to explain the total amount
of the disregard in the three cases from the data presented. But other data
suggest that two out of the three cases are not out of line.

According to the 1967 AFDO study, the following distribution of work-related
and child-care expenses were incurred by AFDC families in Nebraska :

Percent of families in Nebrasks

Claiming costs of this type—
‘ - R o \ Child care for
Amount ' " Work related  Working mothers

- 54
a
10

- Source: “Findings of tis 1967 AFDC Study: Data by State and Census Division, Part 11, Financisl Circumstances,””
U.S. Department J' Health, Education, and Waitare gA?mgt !9}0). L X P :
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The two cases cited by Senator Curtis with women at the head of the family
do not seem to be qut of the range shown on the table above, on the assumption
that a major share of the earnings “disregard” was allowed for child care. The
third case involving a working father earning $800 a month—ecannot be ex-
plained on the basis of the information provided by Senator Curtis,

Mr. Prcmyan. You know, large families will have under an as-
gistance plan——

Senator Curris. Where I part ways with you, no one should have
to give any ablebodied person a cash incentive to go to work, That is
his responsibility. The failure to do so has some rather dire conse-
quences. Also, there are many ways to emable the working poor to
increase their earning capacity and upgrade their working skills
witheut putting them on welfare and you do something to them when
you put them on welfare.

r. PECHMAN. We are increasing the number of people eligible for
assistance; I would not call it welfare. It is family assistance and I -
a§ree with you that a work requirement without a national program
of training and em )loyment-—seeking jobs for these poor people—will
simply be a sham. I think that we don’t do enough of that sort of thing.
‘We ought to help these people find jobs and the manpower programs
of this country are designed for this purpose. If you are dissatisfied
;vitih that you ought to increase the appropriation for manpower and
training. , ~

Senator Curris. Well, I don’t think anybody is satisfied with what
the Labor Department has done on that. \X’e talk about increasing the
eligibility by 12 million and somebody says we are going to solve this
by g»rovn ing 800,000 jobs.

tripped of all of its niceties, this is a guaranteed annual income.

How much woild a family of four draw under your plan if the
head of the family elected not to work at all ¢

Mr. Pecuman. A family of four$

Senator Curmis, Yes, ‘ :

Mr. Pecraan. $3,000. :

Senator Curris. $3,000. If that was made the law, what would the
politicians 2 years from now when the election was over——

Mr. Pecuman. Well, I agree with Senator Ribicoff ; eventually, as
the Nation’s income increases, the $3,000 ghould be increased to the

poverty line,

Senator Curtis. How much is that {
Mr. PecunMan. It is over $4,000 today. :
Senator Curris. And gou would give that to a head of a family if he
glected not to work at all
. Mr., Pecaaan. That is corrcet, and I would also lower his tax rate
to 50 percent. I think that is terribly important.
Senator Curris. Histax rate on all of his earnings?
Mr. PeoumaN, What¢
Senator Curtis. His tax rate on all of his earnings?
. Mr., Peorman. Well, that is correct.
“Senator Curris, Well, that would be all right.
Mr. PecamaN. You see, with a 50-percent tax rate, out of every

~ additional thousand dollars that he earns, he can keep $500 and at_

$8,000""‘““"

Senator Curtis. Of course, he can make more money by writing
to his Congressman and getting that minimum rate raised and elect
not to work. [Laughter.] : ' : ' -
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The CrArMAN. Senator Anderson? ) ]
Senator ANDERsON. I am only interested in the answer given to
Senator Ribicoff. _ . ‘
Do you have a statement that follows this statement here?
Senator Ripicorr. What’s that, Senator Anderson ¢ :
Senator ANDERSON. Do you have a statement on that that preceded
that? : : :
Senator Rmsicorr. Senator Anderson, if you will look on page 188
of the same volume you will see the statement describing the situation.
Senator ANDERSON. Are you satisfied with it $
Senator Risrcorr. We have received nothing, Senator Anderson,
from the administration. We have asked for it but they have not
given it to us. » .
' Seix.a;tfr AnpersoN. I think this is something which should be
supplied. ‘
gnator Ribrcorr. That is why I asked the chairman to see if the
staff could not get some answers to the committee about my requests.
Clerk’s Note: Though the material was never furnished to the com-
mittee by the Department, the committee subsequently held hearings
on Feb, 15, 1972, on the many poverty programs at which adminis-
tration witnesses testified. These hearings will be published.

]

Rerunp or Socian Skcuriry Tax ror Low-INcoMe WORKERS

The CuaMaN. Let me say that I am pleased to know that you
suggested in your writings that you should not charge the social
security tax to the poor. I was not aware of it. I am glad to know
about 1t. I have had occasion to look at some of your writings on
welfare and social security. ‘

Governor Reagan told me when I was suggestinﬁ that we ought to
supplement the wages of the working poor that he didn’t think he
could buy that because it seemed to him that the cost of it would go up,
up, and up and he couldn’t see where the stopping point would be. But
he indicated to me that he could support a proposal where you would

‘just give a man back the social security tax that he pays.

. L am not sure whether he meant the 5 percent or the 10, My thought
is that since the worker Fenerated the whole 10.4 percent just give him
back the whole thing. If he doesn’t make enough money to owe you an
income tax which we have now geared to the poverty level, just give
him back the social security tax you collected from him—a far more
acceptable and dignified thing to do than to give him a welfare grant.
‘So I am pleased to hear that you like the idea and that you have been

recommending it down through the years. L
Mr. PecumAN. Mr. Chairman, let me interject at this point, to con-
tulate you not only for suggesting that we refund the 5 percent that
e &m{: but also the 5 percent that the employer pays. I think you will
find that most economists believe that the employee bears not only the
tax he pays but the tax that the employer himself pays on his behalf.
Your proposal correctly would refund the total tax on the employee’s
earnings which is the combined 10 gercent tax; and I agree 100 percent.

The Cuamuman. Well, now, employers like to think they are paying
the whole thing because oftentimes—1I see you shaking your head. "

. Mr. Peoaman, Lagree withyou. ~ ° = L
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The Cuamuman. I don’t agree with that either because they are not
paying the whole thing. They like to think they are }?\aying the whole
thing because in addition to what was withheld from the emFloyee they
just added their 5 percent and paid it in. But when that fellow buys
a product as a consumer that product has been priced 10.4 percent more
than it otherwise would be, plus a profit on top of that, so as a consumer
he is absorbing that tax when he buys the product of his own effort.
Therefore, the social security tax often works out, as a hidden sales tax
on the consumer. It just means to me we would do as well to just give
back to poor people their social security money and if that is what is
causing them to apply for welfare then it might take them off the wel-
fare rolls. It would cost a substantial amount of money and that I

avor.

It is sort of against my code of ethics to say what the President told
me; I feel I am privileged to say what I told him,

Lyndon Johnson used to tell me what Sam Rayburn told him, and
- people would come back to Sam and would say, “The President said
you told him this and that,” and he finally would say, “I don’t care
what I told the President; my point is what did he say to me.”

I don’t feel that I am privileged to report what a President says
except when he releases that. '

en I first read the account of this H.R. 1 proposal my reaction to
the President was that the $5 billion price tag didn’t bother me. I
would be happy to distribute $5 billion among the poor, beyond what
_ they were getting ; I would be willing to vote for more than that, really,
but what concerned me was that I don’t think you ought to pay any
more to people for not working than you are paying already. .

It seemed to me you ought to ;i)ay money to people for working. Now,
one of the simplest ways would be to give back that social security tax.
Another way would be just to add something to a low income earned
and you would not have to force somebody to take a slave labor job.
You simply say, “There are a bunch of jobs; take any one of them and
we will add something to whatever you are making. If you are not
working gr{ou are not eligible.” .

Now, Mrs. Rivlin made the point and, of course, there is merit to
that, it is not going to do a person any good if there are no jobs avail-
able and, frankly, I think we ought to accept the responsibility of say-
ing that we will assure every citizen the opportunity to work, even if
we have to create the job. I recall my first job as being a messenger bog
I wanted to work, hoping to be a pafe or something. My father didn’t
want to put me on the State payroll, so he let me be a messenger boy
in the Governor’s office. I was happy to get the job, carry a message
somewhere, and he would pay me out of his own pocket. And many
persons have done that for relatives, create jobs, make one, find jobs,
put a person to work doing something rather than just handing him
mone% for doin nothin(f. ) . .

So I personally would support something where we are increasing
the income of low-paying jobs.

OBTAINING SUPPORT From FaTHERS

Now, here is the big problem about this program, as I see it, and I
ask that that chart on page 21 of this committee document which is the
- speech I made on August 6 and some supporting data be made avail-

able to you.
- (Material referred to follows:)



824
AFDC FAMILIES BY STATUS OF FATHER, 1969

Status Number Percent
Total........................ L. 1,630,400 100.0
Dead................coi i 89,700 55
Incapacitated . . ......................... 187, '900 11.5
Unen;rllployed or employed part time,
and—
Enrolled in work or training pro-
gram. ... ... 36,000 2.2
Awaiting enrollment after referral '
toWIN. ..., 14,800 9
Neither 'enrolled nor awaiting en-
(;)llment. e T 28,200 ' 1.7
Subtotal......................... 79,000 4.8
Absent from the home: )
Divorced............................ 223,600 13.7
Legally separated................... 45, '200 2.8
Separated without court decree. . ... 177,500 10.9
Deserted............................ 258,900 15.9
Not married to mother.............. 454,800 279
I PFSON. ..o oo, e 42,100 2.6
Absent for another reason. ......... 26,700 1.6
Subtotal........................... 1,228,800 75.4
Other status: )
Stepfathercase..................... 30,400 1.9
Children not deprived of sugport or |
care of father, but of mother...... 14,400 9
Notreported........................... 200 "

‘1 Less than 0.05.
Source: Department of Health, Education, and Welfare .
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The CHAmmMAN. That table, I think, highlights the big problem
with the existing pro and what will be the problem with the suc-
ceeding programs unless we find some way to shore up that short-
coming, and that would indicate this:

In the category of fathers absent from the home in this AFDC pro-
gram, you have 75 ogercent of all welfare cases. Now, there are some of
those cases where obviously we cannot obtain support from the father.
There is not much hope of getting sugport from him when he is in
Erison—-—that is 2.6 percent. If you can’t find him, you couldn’t get much

elp, but it would appear that to me that in about 50 percent of these
cases the identity of the father is known, and he could be required to
provide something for the support of his family. It would seem to me
that other than simply providing emergency help for this mother and
those children, the answer is to require that father to support that
family as we did before we had a welfare %rogram——in fact, as we did
up until the court decisions stopped it, rather than to put that family
on Uncle Sam’s backdoor for the taxpayersto support.

Now, I would just like your reaction to this situation. Here is a

situation where a man is living in the house; he is living with a wom-
an who is the mother of his children and children who he admits to be
his children but he is not married to the mother. .
. I am told the HEW regulations today permits that family to go on
welfare when the answer should be first to try to get him to voluntarily
pay and if he won’t, then sue him and declare him to be the father,
order him to p:g support and if he still doesn’t pay it, then put him in
jail. That remedy was very, very successful up until we started loading
all those people on the back of Uncle Sam.

‘What 18 your reaction to that ¢ -

Mr. Pecaman. Well, I doubt the basic fact that you mentioned that
75 percent of the public assistance families, consists of families
where you could identify the father and could require him to support
the family adequately.

There 18 undoubtedly some abuse and I would like to strengthen our
social services and other methods of improving understanding in this
area. This is not a question for an economist to answer. It is a question
for sociologists and social welfare experts,

My concern, Senator, is that we keep talking about these great
abuses and it turns out that, after you have investigated them, there
are relatively few families with males in the home who can’t work and
that this is being used as a pretext to deny needed assistance to the mil- .
. lions of families with fathers who are in the family and working.

I would agree with you that the law should be strengthened where
necessary to take care of the current abuses, But I think  that that
does not go to the heart of H.R. 1. The heart of H.R. 1 is the question
of whether, after you have taken care of the abuses of present law, you
want to extend assistance and maintain the incentives of the working
poor who are not now covered by welfare, . ‘

The CrarmaN. Well, Mr. Pechman, a man who is very high in this

Government made the statement to me that the people who are most
:ogglxlnst the existing welfare system are those who live right next door
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Ilive in a rural area and I am under the impression that at one time
100 percent of my neighbors were on welfare and none of them should
have been there. There was a man in that family who had been work-
ing ugountil they got the family on the welfare; and from that point
on nobody could get him to do any work.

Now, it would seem to me that the answer should have been all
along to say with regard to those men that if they are working but not
making enough to adequately provide for those children we would add
somethin% to their earnings and the families would live a lot better;
ghgy would have more income and those men would not have quit their
jobs.

As it was they both quit working, enormously increased their con-
sumption of alcoholic beverage and the money, instead of going for
the benefit of the children was going largcly for the bene%t of the
‘adults, with the result that we lost two people from the labor force
who could have been, not the best workers on earth, but they could
have been marginal workers making their own way with us adding
something to their earned income.

AppiNg To EARNINGS

Now, I favor and would strongly advocate and support legislation
to add something to what those men can earn if they go to work, but
I don’t see how you can deal with poorly motivated people, how you
can do much with them unless you say, “Here we can’t help you unless
you take the job.” Incidentally, both those were working men.

Mr. Pecuman. But you have to have a job to give them if you make
that requirement.

" The CHarRMAN. They both had jobs. /
_ Mr. PecumaN. There are 5 million people unemployed in the coun-
trﬁr today and recent statistics suﬁest there may be an equal number
who are unemployed and not seeking work. In a nation in which 10
million people can’t find jobs, I doubt—unless you have a public serv-
ice employment program——

The Cu:1rMAN. It is all fine to sit up there in your ivory tower
where you are in the Brookings Institution, in your air-conditioned -
office and say you have 5 million unemployed workers. Of the 5 mil-
lion, half of them are drawing unemployment insurance benefits which
would exceed what the-welfare program would provide. I supported
that and I am for it. Then those who are not working, a lot of them
are between jobs and who have jobs available but jobs they don’t want
to take—it does not pay enougfx. But you have three and a half mil-
lion families in the country that would like to hire some sort of domestic

help. : \

Igo you want to challenge that figure; that is the best figure I have
on that subject ¢ .

Mr. Pecuman, I am in favor of an employment service to try to
get domestics into the homes where there are jobs.
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The Caamman. Right. : .

Mr. Pecuman. But we don’t have an adequate service to provide
those jobs.

The Cuamrman. There are all sorts of low-paying jobs that you can’t
get anybody to take. I don’t too much blame them for not taking them.
I would like to increase what they pay so the job would be more at-
tractive. It would seem to me that we would be on a better basis if in-
stead of guaranteeing these people who are presently working a wel-
fare gyge gg,yment, which he gets whether he works or not, that we
would do better to take the view if you are working but not making
enough to provide asiequately for a family, “We will add something to
. your earnings.”

In that way we don’t have to try to make them go to work. We don’t
have to argue about the desirability of that job they have; otherwise,
I think we will be continually confronted with this thing which I
have experienced with the National Welfare Rights organization
which comes down here and these people say, “I am not going to work
no longer,” and they all stand up and shout, “Yea,” and then they
shout, “I am not going to do no working as no domestic.” “Yea.” And
they all cheer and scream and if you hadn’t seen that demonstration—
I hope they do it for you like they have done it for me on occasion. So
they indicate all these jobs are beneath their dignity and they won’t
take them. :

I don’t want to be the fellow to be depicted by the Washington Post
next thinE as using some kind of whip on a lot of poor people trying
to make them take jobs they won’t take.

If we are going to vote for a new program, I would be willing to
vote for one which says there is a job; 1f we can’t find one we will make
a job. Put them in the public service; pay somebody to put people to
work but take the job; take jobs that arc available and then 1if the job
does not pay enough we will add something to it.

Do you find some aggeal in that approach ¢

Mr. PrcHMAN. viously—Alice, do you have any further
comments ? .

Mrs. Rivuin. Well, it is not clear to me what you are proposing, Sen-
ator, but it seems to me, to go back to your two cases where these peo-
ple had jobs, those are exactly the kind of people to whom H.R. 1 is
addressed. It would supplement their earnings and it would remove
this incentive to lose the job to get the wife on welfare.

GuaranTEED INCOME APPROACH Vs. PAYING PERSONS FOR
Doine WHAT SocIETY VALUES

The Cramman. Well, H.R. 1 starts out by putting them on at $2,400
if it is four people and ther by the time you look at all the deducts they
take, I am 1n accord with you; I don’t care whether you are
away a person’s income by putting a tax on him or teking away his
welfare check; it is a distinction without a difference.

Mr. PeoamaN. Right. : L
. The CuamMAN. So if he loses about 80 cents on the dollar if you

take away the food stamps, medical, you are taking away 80 cents and
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if someone is trying to get a babysitter or yardman, he will say, “I
will take it providing you pay me in cash and no records kept”—-I
don’t think we ought to see more of that.

I think when you are structuring a program you ought to try to
structure it so it 1s to the person’s advantage to do what you think he
ought to do. If you do what I would like to do about the gocial secu-
rity thing, in order to show that he is eligible for refunds if he is mak-
ing $2,000 or $3,000 he would have to show he has some dependents
to support; so he is claiming them rather than denying them.

Under the existing system it makes it advantageous for him to deny
those are his child-en or that he has either an obligation to support or
the income to suppori them with.

Now, if you can stracture a program, and that is what I have been
trying to do for years now, to structure the program so that it is to a
Eerson’s cash advantage to do what you want him to do, then I think

e is likely to do it. :

I see you are nodding at that because that is the basis of our whole
economic system.

Senator Risicorr. I find this a very fascinating exchange because,
frankly, as I listened to my distinguished chairman, there is no dis-
t%x:tion between what you are talking about and what he is talking
about.

Mr. PecaMAN. That is correct.

Senator Rieicorr. Now, we get to the negative tax, so you are trying
to find the words and music about what the chairman is talking
about. The problem comes about by the fact we are confusing two
things: We are confusing general unhappiness with the present wel-
fare system and all the arguments spill over to H.R. 1, the family
assistance program which is a program designed not for the no good
loafer who doesn’t want to worﬁ but the man who wants to work and
is not making it.

We are all sympathetic. He probably has got the dregs of every kind
of job and that is why he probably is making so little and that 1s why
I asked the first question.

Senator Long’s proposal of $400 to go back to the person, I think, is
fHSt great. I am going to cosponsor it, 1f he is going to take me. If you

isten to Senator Long why don’t you go back to the ivory tower that
you are working in, if that is where you are working, which is quite
a nice place, to come up with the music so that Senator iong can dance
toit? ughter. .

Frankly, I think we have got ourselves a welfare program; we
have H.R. 1.

Mr. PeEcuman. It is the first time anybody has asked an economist to
try to make music but I will try to make musie.

Senator Risrcorr. But it must be impressed upon you, as it has upon
me, this is what is so confusing because there is so little difference be-
tween what you are saying and what Senator Long is saying, and yet
everybody puts it at the opposite end of the spectrum.

r. PEciMAN. Mr. Chairman, I think that the Senator is quite right;
our objectives are the same. I think we are trying to say the same thing,
but we say it in somewhat different language.
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You say you want to give money to somebody who is working and
not to somebody who is not working. Well, what you are doing in the
family assistance plan for a man is working is giving him, in effect, a
basic allowance that will take care of the first $2,400 of his family
earnings, you see, and then you are sa ing, “For every dollar that you
earn you will be able to keep a half dollar.”

Now, the combined minimum payment, plus the amount that he
keeps from his earnings will work out arithmetically the same as if you
design it the other way around ; namely, that for every dollar he earns
you will supplement his income a certain amount. '

I think the family assistance plan is preferable because we don’t
have to do it on an hourly basis. It is not desirable to do it on an
hourly or weekly basis because people have seasonal and part-time
jobs and so on. I 'think the family assistance way is much the simplest
way to go about it, namely, you take a man’s income for a quarter and if
you find he is under the breakeven point you supplement that, making
adequate allowance for his dependents.

The Crarman. Let’s just get to the kind of thing that works out
under your program. If you have a pencil, just write these figures
down and see how it works out: -

You would like that person to have about $3,000 of income guaran-
teed. At that point you are goinf; to try to get him to go to work.

Let’s assume you are going to let him keep about $60 a month, which
is the figure under H.R. 1, as I understand 1t; so add $720 a year more.

Mr. PecaMmAN. Rilght.

The CrarMAN. I agree with you that a phaseout when you try to
hold that marginal tax rate to 50 percent is a proper objective and I
tfls;,vor that. I think it is a good idea and I would like to structure it’

at way. ‘

Now, what figure are you going to come up with if you are going to
let him kee§ $720 and you start him out with $3,000, how much does he
have to make before you get him off welfare? You let him keep $720
of his earnings and you are going to phase out the $3,000 at a 50-per-
cent rate.

Mr. PecumaN. Another $3,000. In other words, if he earns $6,720 he
gots no assistance. : o
_ The Cuamman. All right. So you have got to get him up—for a
family of four you have got to get him up to $6,720 before you can
get him off the rolls, to E)hase out that initial $3,000. o

M{) approach would be to say, well, let’s tell this fellow he is not
eligible unless he takes some kind of a job.

ow, let’s assume he starts out—so he starts out earning $2,000 and
Kou are building on top of that $2,000 and you are going to make up
alf %he (lliﬂprence between that and the minimum wage, or the pov-
erty level. ‘
ell, if you want to get him up to $3,000 then you only have got to
phase out $1,000; if you are phasing out $1,000 by the time he gets up
to $4,000 he is off welfare and off your hands. :

Now, that makes a lot more sense to me than it does to have him still
on welfare when he is making $6,700—— ' :

Mr. Pecaman. Well, but you are getting—— ] ,

The CHAIRMAN (continuing). Which is a pretty good income.

-
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Mr. PeoaMan. But you are getting into a notch problem. You have
to be careful, Mr. Chairman. If you just limit additional assistance
that you give him after $3,000 to $1,000, the tax rate becomes 100 per-
cent and the problem. is to reduce that tax rate so that there will be
adequate incentive to work. -

EvicIBILITY FOR BENEFITS ON THE Basis oF WORKING

The CrARMAN. Let me explain this to you. Suppose you start on
the basis of saying that you are not eligible for this program unless
ou take a job. All right. You refer him to whatever jobs you can find.
here are a multitude of jobs; admittedly, none of them start you out
as president of the corporation or chairman of the board but there is a
job over there. “Take any one of them and if you won’t take one of
those, we will create some kind of a job, a public service job.”
Mr. Pecuman. Fine. )
The CuAIRMAN. Let’s assume that job, either because it is not
enough hours or not enough wages, only pays $2,000.
Now, that is $2,000 of earnings, but he is not eligible for the program
if he is not working. )
Now, let us say, and my approach would be to say, all right, the
Eoverty level for that family of four would be $4,000. Let’s make up
alf the difference to him ; so you are having to put up $1,000 and that

is what you are having to phase back out on so at a 50-percent mar-
inal rate by the time he has made, he has increased his income by
2,000 he is no longer on the welfare,

Mr. Peomman. The difference between your plan and my plan is
that you have a minimum allowance of $2,000 and I have $3,000; that
is the only difference. ’

The CHAIRMAN. All right. It is exactly what we are talking about.

Now, the big difference is you are starting him out with $3,000 for
doing nothing and I am starting him out with $2,000 for working ; that

"""is the big differetice. —

Mr. Peocaman. It is a big difference.

Senator Riercorr. I think we may be able to settle this right in this
colloc}:xy. You know, this is very fascinating. The first time we really
have had this out on the table.

What Senator Long is saying, and I don’t think anybody disagrees,
he wants people to work. '

Mr. Pecuman. Right.

Senator RiBicorr. And he has no sympathy for anybody who doesn’t
want to work.,

Now, he agrees, too, that you are poor because you don’t have any
money in your pocket so let’s say you have somebody, whether he 1s
working in a rural area in Louisiana or he is working in Hartford,
Conn., and he is of the lowest possible—on the lowest rung of the
economic ladder; and he is earning—he is working and he is doing his
best. He has got a family of four and earning $2,400. Instead of all
this x'noneg business and mumbo-jumbo, and the $4,000 is poverty, so
we give that person $1,600 and if he is earning $3,500 and $4,000 is
poverty, you are giving him $500. .

Now, if you want people to work, and what Senator. Lon - 8ay8, you
are paying people, encouraging people to work. I agree. I think the

. 72578 O—72—pt. 2—9
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whole semantics of this argument are what is causing all the confusion.

I have no quarrel with Senator Long’s objectives, if we look at per-
spective. In other words, Senator Long says, “I don’t want to pay
people who don’t work; I want to pay people who work,” but we are
saying that in the family assistance program, pert. of the President’s
program, we are saying that thoze peopls who are working and who
are not earning enough, these are not the loafers and no goods; they
are the 1;{)eople who are struggling to keep body and soul together and
are working but can’t make 1t.

Then we say as a nation we recognize everybody who is willing to
work certainly ought to be at the poverty level or above and if the
govert,y level of a family of four is $4,000 and that man is earning

2,400, we are going to get $1,600 through a computer without all the
intervention of these hundreds and thousands, thousands and millions
of welfare workers to do it and we are going to try to train them to
upgrade their jobs and we are going to see to it that if there are no jobs
even at that level in our private market you are going to have some-
thing in the public sector.

I don’t think there is any difference at all between Senator Long
and myself.

Mr. Pecaman. Agreed. ‘ :

Senator Riercorr. If we start talking about what our objectives are
and work back to them.

Mr. PecamaN. Senator, I agree 100 percent. _

Mr. Chairman, I think that you have described for the working poor
what we have called the negative income tax. Start out with $2,000,
- ggu see. If he earns $2,000 you are going to give him half the difference

tween $2,000 and some breakeven level, say, $4,000. That means hc
will wind up with spendable income of the $2,000 that he earns plus
$1,000 that the Federal Government will give him. That is a negative
income tax. :

‘The only problem that I have with what you said is, you wish to limit
assistance to people who are working. Well, the (})resent bill does do
that. It requires anybody who gets assistance under the family bene-
fits plan to register for training and so on, and you have to do some-
thing about them.

- Suppose somebody does what the bill asks, goes to the employment
service or Labor Department and offers himself for work, for domestic
service or what have you. I assure you, Senator, that under present
appropriations and present administrative arrangements, most of those
people will not get jobs.

hat are you going to do about the men who offer themselves for
work and who are not able to earn income after you have tried to give
them a job?

All we are asking you to do is to be sure you give them the minimum
$2,000 that you are talking about.

GUARANTEEING AN EMPLOYMENT OrPORTUNITY

The Caamrman. It will be a lot better for this country, it seems to me,
to admit that we have reached the point now that we can guarantee
that every citizen in this country who is capable of working has an

opportunity to find employment at any time. )

-
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Now, incidentally, & while back we had this fellow up here who was
head of the Hoover Institution, Freeman. He left some of its speeches.
here and I believe he will be here to testify as one of our witnesses.
He is against the negative income tax and he is against the guaranteed
annual wage. He says something which I think is significant, particu-
larly since the name Hoover is associated with his organization, which
indicates that even those admirers of Herbert Hoover move forward
with their thinking like everybody else does. He said that while he is
against a guaranteed annual wage for not working, he thinks that the
time has come when we ought to guarantee everybody an opportunity
to work for a living; and I think that——

Mr. Pecuman. It is great progress of Mr. Freeman, He probably
didn’t say that years ago. ,

The Cuarman. It is great pmfress for Hoover, too. A
- Mr. PecuMaN, That’s right. [Laughter.]

The CramrMAN. But it seems to me we should have agreed by this
time in American history that everybody who wants to work ought to.
have a job made available to him, If he won’t take the job, I don’t
think we have an obligation to supfort him. I suppose we sixonld'n’t
make him starve but I just don’t believe in a high standard of living
for people who refuse to tuice any job whatever and want to live on the
backs of those out there working very hard and some in adverse cir-
cumstances to provide the taxes that pay to keegl welfare going.

So it seems to me if we start out by requiring them to take a job——

Mr. Pecuman. Fine. _ :

The CuamMAN (continuing). And then build on top of that——

Mr. Pecaman. But if you build on top of that, Senator, I repeat,
you have to decide what ggu are going to do for the millions of people
for whom you will not be able to provide jobs. They present them-
selves to the Labor Department and there is simply no job. They have
kids at home and they would like to work. N ‘

"Now, all we are saying is give these poor people who want to work
some sort of basic allowance so they can keep body and soul together.
You are not destroying their incentives by adding income to them in
that case. They have presented themselves for jobs. : :

You don’t have adequate programs in this country to l})rovide ade-
T‘xate jobs for the people who are poor in this country. Until you do,
the family assistance system must make some provision for the people
who want to work who don’t get jobs. Unfortunately, we have not
arrived at.a national consensus on how to guarantee jobs to people.

- We haven’t done that at all. o , L

It is a very complicated problem and I hope that the Congress does
make it possible for the administration, whatever administration it is,
to experiment with methods of making employment available to
people. But let’s not kid ourselves that we know how to do it.

Senator Risrcorr. May I interruft? I have been living with the

,chairman and this committee now for 10 years and I think I know
what bugs him. | . . L

First, what he is complaining about, we passed under the Talinadge
proiosal just at the end of Congress—here we have a man at the end
of the table, Senator Nelson, a great addition to this committee, who
has been fighting for public service jobs in the Congress that you
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have been talking about, 5o we have got those two coming together on
peﬁple who are thinking alike. ) .

ow, you have Senator Long who is concerned with the cheaters
and the chislers, the man who has a family who has run away and
has got a job; somebody ought to get him to make him support his
chil(ﬁgn. No one can comp%ain about that. The person who is on
welfare and getting payments and shouldn’t get payments—but what
fascinates me today is that Senator Long now says that he wants
people who work, pay people for working. ' o

I think what boti'\ers im—I shouldn’t be putting words in his
mouth—is the fact that this whole H.R. 1 has been cast in such a
way, instead of two bills, it is cast in such a way that these extra 14
million people who are the working poor have suddenly been cast as
a welfare recipient. .

Now, if you took them out of that category and you recognize what
Senator Long is talking about, that you are not now talking about
them as a welfare recipient but you are recognizing that as an objective
of a policy you want to take people out of poverty; these are not the
loafers but these are the working people who are not earning enough
to keep body and soul together. '

He wants to be sure we take care of those people because these people
are not cheating or lazy ; they are working ; they are doing all they can
but can’t make it and that 1s why the $400 he wants to give back to
them, which is a step in the right direction, and I think if we start
recasting this thing entirely that we are talking about the family assist-
ance part of this bill, not as a welfare-related objective but as a poverty
elimination of poverty objective, I think that almost everybody aroun
this table, from Senator Nelson, who has  worked with this problem,
to Senator Byrd who is concerned with a big budget deficit, Senator
Hansen, all around the table, Senator Long and myself, it is amazing
how in our philosophical objectives we are not apart. It is a question
of how do we knit them together. .

Mr. Peoaman. You know, perhaps there is something that we could
do. Perhaps you might ask the Department of Health, Education and
Welfare to recast that part of H.R. 1 precisely the way Senator Ribi-
coff has been talking, namely, right now the cash benefits under H.R. 1
are separated into two parts: one part for people in the category who
are not expected to work if they receive assistance, that is, women, for
example, with children under 8 or 6 years of age. These people would

get cash benefits and I'don’t think anybody would force them to work
~ ‘unless they wanted to. ' '

- Now, with respect to all of the rest, under the bill they are required

to register for training and to accept jobs if jobs are available.
~ Now, perhaps what you should do is divide that section into two
parts: One part is for those people who do accept jobs and who receive
mcome; they will receive additional supplementation along the lines
of the formula that the chairman recommended. The only difference
between us there, Mr., Chairman, is that our breakeven point is higher
than yours because we think that you arrive at too low a level of assist-
ance; but I think that is a matter of cost and not a matter of principle.

- Now, with respect to those people who have offered themselves for -

training and employment, and who have not been provided with a
job, you have to decide what kind of minimum allowance you are going
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to give them because they are not shirkers. They have asked you for a
job and you have not given them one and that will satisfy the objectives
that you are seeking.

The Cuarryman. If we can work it out in that fashion, I could vote
for the bill, because if we work it out the way it should be worked out,
the money is available only to pay somebody to work. If you can’t
provide a job then you should pay him any way. ‘

I am sorry for taking so long in interrogating this witness but I be-
lieve we have had some very interesting testimony here and I think it
should have been explored. )

Senator HaANseN, Mr, Chairman, if I could, I would just like to make
an observation.

I agree with what has been said by the other distinguished members
of the committee that this has been very helpful. But I would hope that
we don’t assume that philosophically and basically we have received
all of the problems. ) .

I recall that some of the criteria that were assumed as being axio-
matic, as the administration proposed for a welfare reform bill, among
others, included these: ' \ .

That no one receiving benefits today would receive less under a
revised or a reformed bill and that those presently working would not
be penalized as nonworkers by giving them encouragement to work.

In other words, the incentives given to people not now working
should not result in a person already working being placed in a dis-
advantageous position. B

The net result of those basic premises from which I understand wel-
fare reform was first contemplated, resulted—and I underscore this—
resulted in the proi'ection being made that by 1973 there will be under
H.R. 1 some 26 million people on welfare. ) , ,

We have talked this morning about the poverty level. : .

Mr. Pecuman. Most of those people will be working, though, Sen-
ator. It is terribly important to appreciate that, when you refer to the
26 million, more than 50 percent of them will be the working poor.

The only difference between what—— :

Senator Hansen, More than 50 percent will be, you say$

Mr. Pecaman. It is terribly important. They shouldn’t be regarded
as welfare cases. . -

Senator Rieicorr. Fourteen million ¢

* Famwure 10 ArrLy PenNAuty ¥or Rerusarn 10 WoRrE

Senator Hansen. T am more than happy that more than half of
them would be workillg;, but I would suggest that we keep in mind
that under the old WIN program—you earlier testified, Mr. Pechman,
that if we didn’t get enough people in employment one of the ways
to assure. that more people would be given employment would be
to make further appropriations to these work training programs.

Let me remind you, though I am sure it is not necessary, that that is
the very kind of program that some 8,100 peogle had thought about,

o t} , is committee, part 2,
Family Assistance Act of 1970. Under that very program to which
you subscribe or I assume you do by virtue of your observation, some
8,100 ‘fersons were referred by the Department of Labor to HEW
to be dropped from the rolls, These were persons for whom jobs were -
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available, They were persons perfectly qualified in every respect to
take work. They lost track of some 2,000 of them. They don’t know
whether they moved away or whether they dropped out or what hap-
pened to them ; they don’t know.

They wound up with 6,100 who were referred by the Department of
Labor to HEW as failing to take a job when the job was avialable
and offered to them and you know how many finally were suspended
or removed from the rolls? Two hundred, 200 of the 6,100. )

All T am trying to say in urging a word of caution is this: It is
easy to play with numbers; it is easy to say 26 million need not
disturb us; it is easy to say that as the poverty level rises, let’s raise
everything along with it.

The thinﬁ that X think is part of the equation which is unknown and
ought further to be explored before we take what I consider to be a
very important and serious departure from all that we might have
learned from past experience is what happens to people near these
levels? We have ta]keg about the notch system. I think Senator Wil-
liams pointed out very persuasively that the trouble with welfare
reform, as was proposed a year or two ago, was that you had these
notches in here and you come to a point where somebody says, “Why
should I do more? Why should I get a better job $”

You talked about an income tax of 67 percent. Senator Williams
pointed out that in some instances you might be able to keep, I think,
only a dime out of every extra dollar that you made. That is part
of the problem. .

I don’t think it is as simple as it might be, and I don’t mean to
say this to discredit the earnest desires of everyone here this morning
to try to make it better. I want to make it better too. But I think
we have got to be aware that there are a number of people, and
this demonstrates what I tried to say, who for one reason or an-
other plainly don’t want to go to work, and so far the Government
of the United States has not demonstrated sufficient resolve to have
them penalized just a little bit. '

Of the 6,100 in the judgment of the Department of Labor who should
have been removed from the rolls, the welfare agency, HEW, and-
others involved, State agencies, removed only. 200. I hope we can do
somtething to make it better. : '

Mr. PeEcHMAN. I just have one comment, Senator.

I hope I have not given the impression that this is simple. If I have,
I apologize. The committee does not have an easy problem. The bill
is not short. It is complicated and it will be difficult to administer.

I think that the present law is difficult to administer. It is clear that
at least the present administration of the law fails to live up to the
expectations of this committee. o

What I am suggesting is that the fact that there are problems does

not mean that the basic idea of family assistance is wrong. The basic
idea is right and I think that the time has come to try it a few years
and see how it can be improved. .
. Senator NersoN. Well, I certainly can find much with which I agree
in what you say, Mr. Pechman, but I must say that I think we—before
we adopt this system we ougfnt to-review these basic concepts upon
which we built this new plan. , ‘
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I happen to agree with our distinguished chairman that when the
.drafters and the designers of H.R. 1 assume that no one receiving
benefits today should receive less, I say if there are people who are
cheating on the program or who, as Senator Long has pointed out,
refuse to admit a marital relationship which is in fact there for all the
world to see, we ought not to say to those persons, “We are %Zing to
let you go along.” I think some changes right there ought to be insti-
tuted and that is why I think our chairman has done a very valuable
service to his country and to this committee in raising these basic
questions: Are we encouraging some things that society should not
encourage? Are we condoning things that we recognize are wrong?

He has pointed out last year, every effectively, that if you denied
being the father of children in a home in which you were living, your
wife, for all intents and purposes, could be, I think, about $4,700 or
$4,300 better off on a total income of $12,000 than if she were to admit
what is indeed a fact. :

Well, I won’t belabor the point. I hope that we don’t think we are
just about to get together and resolve the bill.

I appreciate the contribution you have made. Thank you very much.

The. CHAalRMAN. Thank you very much, Mr. Pechman and Mrs.
Rivlin. We are very happy to have you. ° ,

We have a witness who will not be able to be with us this after-
noon and I hope we can hear from him now.

Hon. Samuel A. Weems, prosecuting attorney for the 17th judicial
district of Arkansas. Mr. Weeins had some interesting experiences
this committee would like to know ahout. :

‘We are very pleased to have you, Mr. Weems.

STATEMENT OF SAM A. WEEMS, PROSECUTING ATTORNEY OF THE
STATE OF ARKANSAS AND 17TH JUDICIAL DISTRICT CHAIRMAN,
LEGISLATIVE COMMITTEE, ARKANSAS PROSECUTING ATTOR-
NEYS ASSOCIATION

Mr. Weems. Thank you, Mr. Chairman.

I also not only represent the 17th judicial district of Arkansas, but
I am also chairman of the Legislative Committee of the Arkansas -
Prosecuting Attorneys Association, and in that particular capacity I
would be representing those other 18 prosecuting offices in our State.

Without going into my written statements as such—1I think they
speak for themselves—I would just summarize it for you and be happy
to answer any questions, - ‘

I will begin by saying this, that it has been interesting to me to read
the statements of Secretary Richardson and Under Secretary Vene-

man when they tell us that HEW does not interfere in our local opera- -

tions. I can tell you that based on our own investigation in my own
office, I am convinced that I could reduce our welfare rolls in the
aid to de %ndent children section some 30 percent if I had the coopera-
tion of HEW. |

Only a month and a half ago Governor Bumpers in our State issued
a directive to our State welfare department saying as to thé rule on

L confidentiality it would not apply to criminal activity and an official
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of HEW out of Dallas overruled him, sent a memorandum out, made
the statement to the Governor, also to our local welfare depzrtment,
and it went into effect, that there is a congressional action, and I
frankly, gentlemen, had not been able to ﬁn«fv it, that says that when
- there is criminal activity involved such as criminal nonsupport that it
is a Federal law, that even though the local welfare office knows of the
frauds they cannot make it available to my office.

And I am of the opinion, gentlemen, unless this attitude in HEW is
changed, regardless of what they say to ¥ou here at this witness table,
is the way they apply it out in the field, I think, is what continues.

Senator NELSON. Igid they recite a title §

Mr. Weems. No, sir. I have been asking who made that regulation
and also for a coi) of it and they have not seen fit to give it to me.

I know you al %ave asked for things here and they have not given
it to you.

Seiator NEeLson. Isit a regulation of the Department or a provision
in the statute passed by Congress ¢

Mr. Weems. They tell ns it is law and I researched the law and,
frankly, gentlemen, I don’t find any congtessional act. This is a rule
on confidentiality that would hide criminal activity.* o

The CHAlrRMAN. May I ask you, my own welfare director from
Louisiana just happened to drop by my office and he tells me they have
an HEW regulation where if he suspects that somebody is on the
rolls by fraud— ’

Mr. WeeMs. Yes, sir. ‘

The CHAIRMAN (continuing). Not entitled to a penny of that money,
that they can’t inquire of the neighbors about that situation——

-Mr. WeeMms. That is true.

The CHAmRMAN (continuing). Without the consent of the person
committing the fraud ¢

Mr. Weewms. That is absolutely true. S

The Chairman. So if a person is guilty of criminal fraud you can’t
even ask the neighbors about that situation without first obtaining
consent #

Mr. Weems. I have given you some examples here of what my of-
fice has uncovered because I frankly have not gone along with the
regulations as they tell me I am sufptposed to go along with, and there
are a number of out and out cases of fraud andg I could give you almost
100 of the 534 cases that I know are there, but I have used my subpena
powers my office has. .

Where the Arkansas Welfare Department has 21 lawyers, I have
sgept more time in court with their 21 lawyers trying to get access to
their files than I have them trying to help me stop the fraud.

The Caamman. The Governor of Missouri told me that he and his
welfare director tried to do a conscientious job of providing welfare

*Materlal relative to the preceding discussion appears at p. 835.



837

payments to those entitled to it and denying it to those who are not
entitled, and he was confronted with so many threats by HEW to cut
off Federal aid unless they paid the mohey even to people who didn’t
deserve it, that he finally just told his welfare director, “Just put
everybody on; just put anybody on, everybody, and ask no further

uesti,(’)ns and put them on even though you don’t think they belong
there.

Mr. WeeMs. Senator, let me tell you this. I think our local welfare
office, such as at the county level in my district, have done an excel-
lent job trying to do the same thing. They are bootlegging this in-
formation to me. When I go in and sub}gena a certain type of files, I
have—I know where I want to go find it. Now, the welfare depart-
ment has fired one of the local caseworkers in my State for her ac-
tivity in my behalf and I am before the Merit Council trying to get her
job back and I think that is the lowest, rottenest type of example that
could possibly hug)pen. When you have cases s::ch as given you here,
this out and out blatant fraud and they fire a welfare employee when
they cooperate with a prosecuting attorney to try to stolp it, and I am
convinced, and this is what it boils down to, we talk a lot about able-
bodied fathers. In my district alone, for example, when I took office
we were paying $1.5 million a month January 1, 1971. A year later
V\}rlql (wlvere paying $2 million a month taking care of other people’s
children.

When you look at the records themselves of where those able-bodied
fathers are, where they are employed, and the local welfare office knows
this information, and they could provide it to my office and don’t, and
they are right there in the same town with them and they are making
$500, $600, $700 and $1,000 a month and if T had acc::<s to that informa-
tion I think I could do my job if fou would give me the tools to do it.
Frankly, I don’t have it now and I think if I could prosecute just those
fathers where I know where they are, we could hit 80 percent of them
right off the bat and bring your total down.

he CHAIRMAN. Are you telling me you are positive in your own
mind and you can prove—— :

Mrs. Weems. I guarantee it. -

" The CHAIRMAN (continuing). That to your certain knowledge there
are literally droves of fraud cases on these welfare rolls where HEW
tells the State they will cut off Federal aid to the State if the State
even permits that information to be known ¢

Mr. Weems. I guarantee, - :

_The CaAmrMAN. The Frosecubing attorney who has the duty of put-
f.m‘gI those people in jail :

Mr. Weems. Yes, sir and I guarantee it.

‘The CHAmRMAN. I think that is an utter outrage. ,

Mr. Weems. I think when you look at page 114 of the transcript
that was published just recently, where retary Richardson and
Under Secretary Veneman say they don’t interfere either they don’t
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know from whence they <peak. because that is not the way the pro-
gram is administered and I would like for somebody—either Secre-
tary Richardson is going to direct his deputy—I wish he would tell
the %eople in Dallas to let us prosecute criminal violations. He told
you here they did not interfere with it and I don’t believe it is any
intent in Congress to let criminal violations go by the board.

Senator Risricorr. Mr. Chairman, I think it appropriate that you
request HEW to respond to the general statement and the specific
of Prosecutor Weems.*

Mr. Weems. I could go one step further. You might also re(iuest a
15-page memorandum they sent to Governor Dale umgers only last
week explaining their position which the Governor and I have dis-
cussed and neither one of us really understand it.

The CrAmMAN., I will seek that.

(Material received from the Department follows, The Chairman also
directed a request for the memorandum to Hon. Dale Bumpers, Gov-
ernor of Arkansas. Governor Bumpers responded with a letter appear-
ing at [Bage 844 enclosirif a copﬁof the same memorandum submitted

ealth,

by the Department of ducation, and Welfare appearing at
page 839.

THE UNDER SECRETARY OF HEALTH, EDUCATION, AND WELFARE,

Washingion, D.C.,

Mr. Tom Vanm,
Ohief Oounsel, Committee on Finanoe,
U.8. Senate,
Washingion, D.O.

DeAr MR. VAIL: In your letter of January 27 you requested a copy of a mem-
orandum concerning confidentiality of welfare case file information, sent by the
Department to Governor Bumpers of Arkansas. In testimony before the Com-
mittee, Mr. Samuel A. Weems stated that the Department had sent a fifteen page
memorandum during the week prior to his testimony explaining our position with
respect to interfering with the prosecution of criminal violations.

An extensive search for a document fitting Mr. Weems' description has failed
to turn up any evidence that such a memorandum has ever existed. We have
checked without success, every possible source of communications of this na-
ture both in Washington and in our Dallas Regional Office, whose responsibility
includes HEW programs in Arkansas, In addition we have inquired of the Gov-
ernor’s office and other concerned officials in Arkansas and they have expressed
no knowledge of receiving a memorandum or letter such as that described by
Mr. Weems. I am enclosing a letter to me from Governor Bumpers describing the
written communications he has recently received from the Department concern-
ing disclosure of information. I am also enclosing a letter from our regional staft
lis‘t)ijngt‘the memorandums it has sent recently to Arkansas officials on the same
subjec '

Of the recent documents on information disclosure which have been examined
in connection with your January 27 request, a regional attorney’s opinion of
November 22, 1971, which was sent to the Arkansas Commissioner of Social and

sViews of the Department of Health, Education, and Welfare on Mr. Weems' testimony
is printed as appendix F, p. 1117.
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Rehabilitation Service on November 23, deals in part with several questions
raised by Arkansas officials concerning access of prosecuting attorneys to AFDC
case records, and may be of some interest to the Committee. The answers to the
specific questions raised are clear and unequivocal, I belleve—in most cases, a
simple “yes” or “no’ followed by an explanation.

Such a document can hardly be characterized as evidence of “interference”
on the part of the Department with Arkansas’ administration of its welfare pro-
gram. In the first place, the State agency requested the advice; in the second
place, our response was a legal opinion, not an “order” from Federal officials to
State officials. The thrust of the regional attorney’s opinion is that selected case
information may be disclosed to law enforcement officials under certain circum-
stances and should be disclosed in cases of desertion, abandonment, non-support
by a pacent, and fraudulent applications.

On the other hand, both Federal and State law, regulations, court decisions
(cited in the opinion) clearly prohibit a prosecuting attorney from having free
access and use of all case files based on a general suspicion of fraud among wel-
fare recipients.

Although there does not appear to have been a memorandum such as the one
described by Mr. Weems, I trust that the information provided will be useful to
the Committee in evaluating his testimony. I bLelieve it is evident that M.
Weems' charges are based on misunderstandings of applicable law and Con-
gressional intent,

Sincerely yours,
JoHN G. VENEMAN, Under Seoretary.
Hnclosures. )

REGION VI, DALLAS,
February 7, 1972.
Re Arkansas—Confidentiality of Case Records.

(This information received via telephone from Mr. Hall to Mr. Hurley on Feb-
ruary 14, 1972,) '

This 18 in response to a telephone request from Mf. John J. Hurley on Febru-
ary 4, 1972. Mr. Hurley dictated to us the following excerpt from the testimony
of Mr‘.mSam Weems of Arkansas before the Senate Finance Committee on Jjan-
uary 21:

“I could go one step further, you might also request a 15 page memo they sent
to Gov. Dale Bumpers only last week explaining their position which the Gov-
ernor and I have discussed and neither one of us understands it.”

I have checked this matter thoroughly with thé Regional Director’s office, the
Regional Commissioner's office, and the Regional Office of Geuneral Counsel.
No 16 page memo was sent from Region VI to Gov. Bumpers. On -November 28,
1071, 1 talked to Mr. Dalton Jennings regarding confidentiality of Public As-
sistance records and sent to him an 8 page memo prepared by Mr, Harold J.
Stafford, Regional Attorney. Mr. Stafford’s memo also included a number of ex-
hibits on the subject. Mr. Jennings advised us he did not send this document to
the Governor’s office. ) ]

Mr, J. B. Keith, Regional Technical Coordinator, liaison person on the Regional
Director’s staff for Arkansas, advised me that his contacts in the Governor’s
office tell him that they have received no such 15 page document as mentioned
by Mr. Weems nor was there any discussion between Mr. Weems and the Gov-
ernor on this subject. As a matter of fact, Mr. Keith stated that the Governor’s
office wanted to drop the matter following the initial publicity on the part of
Mr. Weems. Apparently the document Mr. Weems 1z referring to is the one pre-
pgged by Mr. Stafford and sent to Mr. Jennings November 28 as mentioned
above.

- DoupLEY 8§, HALL,
Assooiate Regional Commissioner, APA.

=yl



STATE OF ARKANSAS,

OFFICE OF THE GOVERNOR,

Little Rock, February 8, 1972.
Hon. JOEN,G. VENEMAN, '

Under Secretary, Department of Health, Education, and Welfare,
Washington, D.C.

Dear MR. SECRETARY: Your office raised a question pertaining to the com-
munications I have received from the Regional Office of DHEW concerning con-
fidentiality of information on welfare recipients.

To date there have been two written communications on the subject. The first
was a one-page letter from Regional Attorney Harold Stafford to Garry Brewer
on my staff. It was dated November 8, 1971. The second was a letter dated Novem-
ber 28, 1971 from Dudley Hall, AP, SRS, DHEW to Dalton Jennings, Com-
missioner, Social Services Department of SRS, It contained an eight-page Re-
g.iqonal Attorney’s opinion with eight attachments. The total package had some

pages.

If you need further information, please let me know.

Best regards,

Sincerely,
DALE BUMPERS.

DEPARTMENT OF HeALTH, EDUCATION, AND WELFARE,
OFFICE OF THE REGIONAL DIRECTOR,
Dallas Regional Ofice, November 22, 1971,

Memorandum to: Mr. Dudley 8. Hall, Associate Regional Commissioner, Assist-
ance Payments Administration, Social and Rehabilitation Service,

From : Office of the General Counsel.

Subject: Letter October 29, 1971, from Dalton Jennings, Commissioner, Depart-
;nent of Social and Rehabilitative Services, Arkansas—Disclosure of In-
'ormation.

A copy of the Commissioner’s memorandum is attached for ready reference
hereinafter (Exhibit 1), In this review of the law and regulations pertaining to
disclosure of information from the flles of individual assistance applicants or
‘beneficiaries it should be remembered that the limitations on the state agency
are imposed only in those cases where the state desires to receive federal grants
for assistance and are conditions prescribed by the federal law which must be
complied with or the Secretary may elect to discontinue further federal grants.

“The state programs are financed by the federal government on a matching
fund basis. State participation is not required by the Social Security Act. States
may choose not to apply for federal assistance or may join some, but not all, of
the programs. Further, the establishment of criteria for need and other factors
of e'igibility, and the level of payments, are left largely to the states. At the sawe
time, the Act prescribes specified requirements with which all state programs
must comply. And so the states are required to submit to the Secretary of HEW,
and have approved by him, a plan that describes the programs adopted by the
state in conformity with federal law requirements. Once approved, the plan con-
tinues to be subject to the Secretary’s scrutiny to determine conformity to federal
law. 42 U.8.C. §§ 302, 602, 1202, 1316, 1352, 1396a.

“If the Secretary determines that an approved state plan no longer so conforms
the Act requires that federal payments be terminated, in whole or in part, until
the plan meets federal criteria. Moreover, while the approved plan may conform
to federal law, the Act requires that federal payments be terminated, in whose or
in part, if the Secretary finds that the state’s administration of the plan does not
comply substantially with federal law. The Act also establishes a procedure for
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determining whether a state plan conforms to, or state administration substan-
tially comp.ies with, the requirements of federal law. Under the statutory pro-
cedure, the Secretary must give r-asonable notice and opportunity for a hearing
to the state agency administering the plan. 42 U.8.C. §§ 304, 604, 1204, 1316,
1354, 1396¢. The Act also provides that a state is aggrieved by the Secretary’s
determination after such a hearing may petition a United States court of appeals
for judicial review of the Secretary’s order, 42 U.S.C. § 18168.” Connecticut State
Department of Public Welfare v. Department of Hcalth, Education, and Wel-
fare, Elliot L. Richardson, Secretary, et al. United States Court of Appeals,
%ndlC:mmt, Docket No. 71-1574, decided September 3, 1971 (Copy attached as

xhibit 2).

In each of the categorical assistance programs the law prescribes that the State
plan for aid and services must : ’

“(3) either provide for the establishment or designation of a single State
agency to administer the plan, or provide for the establishment or designation of
a single State agency to supervise the administration of the plan:” (Sec. 402(a)
(3), Social Security Act. Aid and Services to Needy Families with Children., For
similar provisions see Section 2(a) (8); Sec. 1002(a) (3) ; Sec. 1402(a) (3);
Sec. 1902 (a) (6) ; and Sec. 1602(a) (3)).

In like manner each program further requires that each state plan must:

“(9) provide safeguards which restrict the use or disclosure of information con-
cerning applicants and recipients to purposes directly connected with the admin-
istration of aid to families with dependeut children:” (Sec. 402(a) (9) of the So-
cial Security Act. For similar provisions: State Old-Age and Medical Assistance
Plans, Sec. 2(a) (7); Aid to the Blind, Sec, 1002(a)y(9) ; Aid to Permanently
and Totally Disabled, Section 1402(a) (9) ; Combined Plan for Aid to Aged,
Blind, and Disabled, Sectlon 1602(a) (7) ; and State Plans for Medical Assist-
ance, Section 1902(a) (7)).

Regulations promulgated by the Secretary to implement the disclosure of infor-
mation and the single State agency responsibility in each of the assistance pro-
grams are published as Code of Federal Regulations, Title 45, Part 205.50,
Safeguarding information ; and Part 205.100, Single State Agency (Copy attached
as Exhibit 8). These requirements formerly were in the Handbook of Public
Assistance Administration and were transferred to the Code of Federal Regula-
tions February 27, 1971,

Under the foregoing lJaw and regulations the designated single state agency
must pursuant to State statute limit the disclosure of information concerning
any applicant or recipient to purposes directly connected with the administration
of the program. The designated State agency may not delegate this rex:onsibility
to other than its own officials. 45 C.F.R. 205.100(¢).
th'l‘h: Answers to Specific Questions from the October 29, 1971, letter are

erefore :

“1. %a;’o a progecuting attorney review reocords of all of our AFDO cases upon
demand?”’

Answer. No. Information to be furnished prosecuting attorney is tor determina-
tion by the State Department of Social and Rehabilitative Services and must be.
limited to that information needed in the administration of the program.

State Agency in administering its program has responsibility to refer informa-
tion from cases of desertion, abandonment, non-support by a parent, and fraudu-
lent applications to appropriate law enforcement officials and to corperate in
carrying out these phases of the administration of the assistance programs.

F&; example, Title 45, Code of Federal Regulations, Part 220.48 (b) and (c¢)
provide: . -

“(b) There must be a plan of cooperation with conrts and law enforcement
officials and pertinent information must be provided theru wlen their assistance
is needed in locating putative or deserting fathers, estnblishing paternity and
securing support. ,

‘“(¢) In developing plans for cooperation with courts and law enforcement
officials, there must be agreement that the information provided by the State or
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local agency will be used only for the purpose intended. There must be provision
for financial arrangement to relinburse courts and law enforcement officials when
it is found necessary for them to undertake services beyond those usually pro-
vided in ruch cases.”

“2. {n) Oan the prosccuting attorney review the records upon request on an
individual canse?

(D) If the prosecuting attorney requests the record, under what circumstances
niay the record be released to him? -

(0) May the whole record b;:”released to him or only that part relating to e
deserting or abandoning father

Answéyr. 2(a). Normglly No. State Department Official charged with custody
of Record in most instances would make only information essential to specific
enforcement action available. It is conceivable that in some individual case, State
agency may consider it advisable for prosecuting attorney to review all the
records on the particular case but as provided under 45 C.F.R. 220.48(¢), there
must be agreement that information provided will only be used for purpose
intended.

2(b) and (c). The designated State agency should retain cusiody of assistance
records at all times. When it deems duplicates or photostats are needed in ad- '
ministration of the program, it should supply them.

“3. Can the prosecuting attorney remove any record from a county welfare
office?”

Answer. No.

“4. May the progecuting attorney photostat a record or any part of a record?”

Answer. If designated State agency belleves they are necessary for program
purposes it should supply needed duplicate, summary or photostat.

“5. May the prosecuting attorney subpoena a county record with a Sudbpoena
Duces Tecum?

“If the records may not be subpoenaed, will you please cite the authority for
denying the records to him under such u subpoenat”

Answer. The Regulations referred to above contemplate that there may be
instances when a case record may be subpoenaed. The Code of Federal Regula-
tions, Title 45, Part 206.50(2) (iv) (v) provide:

“(iv) In the event of the issuance of a subpoena for the case record or for any
agency representative to testify concerning an applicant or recipient, the court'’s
attention is called, through proper channels to the statutory provisions and the
policies or rules and regulations against disclosure of information.

“(v) The same policies are applied to requests for information from a govern-
mental authority, the courts, or a law enforcement offivial as from any other
outside source.”

The State Plan of Arkansas, Section 7280 provides :

“7230 Release of Information with Permission of or at Request of the Cliert
*® * * * ]

"Information concerning an applicant, recipient ¢; other person known to the
agency will not be made available to the court, grand jury or prosecuting attorney
except when the client request the release of information in writing or by per-
mission of the Commissioner. Any other release of information will be forced by -
due process of law. ‘

“If an employee or a case record of the Department is subpoenaed by a court,
grand jury or prosecuting attorney, the County Director or bis representative
will immediately telephone the State Office. (collect) to notify the Commissioner
of the full detail of the case. Usually the County Director will be instructed to
confer with the judge of the court or the district attorney, or his County deputy
whichever is appropriate to call attention to the provisions of the Social Security
Act and Section 82 of Act 280 and the opinion of the attorney general.

“If the Commissioner declines to permit the employee to give testimony or the
case record to be used, the Commissioner will attempt to secure a delay so that -
legal counsel can be obtained. When an employee or a case record is subpoenaed,
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the County Director will submit to such legal process and he, or counsel, will
plead the law and rules on disclosure of information and explain their purpose
to the court.”

Section 1251 provides:

“¥251 Opinion of Attorney General Relative to Confidential Nature of Records
“‘Mrs. HENRY BETHELL,

Commissioner of Public Welfare,

Little Rock, Ark,

“‘Dear MRrs. BETHELL: We have your letter of January 17th in which. you in-
%ﬂfg as to the confidential nature of records of the State Department ot Public

elfare. . U

“+you are advised that Section 82 of Act 280 of the Acts of 1989 provides that:

“¢«All appilcations and records concerning any app.icant or recipient of gen-
eral relief or assistance grants shall be confidential and shall be open to inspec-
tion only to persons authorized by the State Department or the U.S. Government
in connection with their official duties.” -

“‘“We have, in this State, several statutes dealing with confidential information
and communications such as communications between husband and wife, physi-
cian and patient, and persons and parties deceased. Our Supreme Court has in
1many cases held that communications such as the above cannot be forcibly re-
vealed in court. It is our opinfon that the Legislature in the provisions of Act 280
placed the records of your Department in the same field as the above.

“‘It is therefore our opinion that the State Department of Public Welfare
could not be forced to give out any information, oral or otherwise, contained in a
case record, or information obtained by the Department in carrying out its official

.duties.

“You are advised that of course, a court or prosecuting attorney would have
the power to subpoena a worker or a case record just as they would have the
power to subpoena a physician or other person. The objection to the use of the
testimony would have to be raised at the time it was attempted to be used. In .
other words, the Department of Public Welfare cannot be compelled to disclose
the confidential information.

“ ‘Hoping this is the desired information and if there is anything further, please
let us know, we are, :

“ -Very truly yours,

“‘IKE MURRY, Attorney General' ™.

In the case of State ex rel. Hougland v. Smythe, Judge, 109 Pac. 2d 706, June 6,
1946, before the Supreme Court of the State of Washington on appeal from the
Superior Court, this latter court sitting as a juvenile court had subpoenaed the
assistance records of the Welfare Department on a fourteen year old incident to
the delinquency proceedings and determination of future custody of said minor.
In affirming the order of the juvenile court for the subpoena, the State Supreme

- Court stated:

* * * L ] *
“(1) It will be noted that the intent of the Federal statute quoted above is

to restrict the use or disclosure of such information to purposes directly connected
with the administration of aid to dependent children, and that the state act em-

L powers the department of social security to establish and enforce reasonable rules

and regulations for safeguarding official information against disclosure or use
thereof except for purposes directly commected with the various kinds of public
assistance. It will further be noted that the rules and regulations adopted pur-
suant to the foreground statutes seek to accomplish the same end, and, anticipat-
ing that such records may in certain litigation be subpoenaed, they provide that
the officer to whom the subpoena is directed shall appear in court and plead such

* rules and regulations, It is significant that this provision of the rules and regu-

lations does not command or suggest that the cfficer thus subpoenaed shall in all
events disobey any order of the court relative to the production of such x"ecords
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and the disclosure of the information contained therein, but only prescribes that
the officer shall by proper plea inform the court of the existence and prohibitive
requirement of the rules.”

The Court further stated :
6" 5 ® % &

“So far as the secrecy of such records of the welfare department is concerned,
we are confident that it will as wholeheartedly be respected and as sedulously be
preserved by -the juvenile court as it will be by the officers of the welfare depart-
ment. Rem. Rev. Stat. § 1987—10, to which the respondent judge herein referred
in his memorandum opinion, makes adequate provision not only for private hear-
ings in such matters, but also for the withholding of all reports in such cases
from public inspection and for their ultimate destruction.”

“Question 6. If the proseouting attorney obtains information from a case record,
what restrictions regarding the use of this material are applicable to him?

Specifically, may he release any of this information with or without case names
to any news mediaf”’ .

Answer. The Prosecuting Attorney should utilize information supplied him by
the Designated State Agency only for the purpose for which it is supplied and
as pointed out in 45 Code of Federal Regulations, Part 220.48(c¢) supra, should
agree to this condition under the Agency State plan for cooperation with law en-
forcement officials. -

As to the release of any of this information by the Prosecuting Attorney to the
news media, the test in each case would continue to be as to whether this was a
use directly connected with the administration of the assistance program and
consilstent with the agreement under which the State Agency supplied the infor-
mation, )

CONOLUSION

The Social Security Amendments of 1939, Public Law 879-76th Congress pro-
vided under Title I—Old Age Assistance and under Title 1V—Aid to Dependent
‘Children that effective July 1, 1941, a State plan for these programs had to provide
safeguards which restrict the use or disclosure of information concerning ap-
plicants and recipients to purposes directly connected with the administration
of the respective assistance programs,

Since that date the successor federal agencies administering the assistance
programs have consistently required compliance with these restrictions or have

" withheld federal funds. During this period of thirty years there appear to have
only two cases on disclosure that have gone past the findings of the Secretary of
Health, Education, and Welfare, or his predecessors in respons'bility, to the
Courts. In each case the validity of the disclosure law and its administration
have been upheld.

The first of these was State of Indiana ex rel. Indiana State Board of Pubdlio
Welfare vs. Bwing, Federal Security Administrator of the Social Security Act,
99 Fed. Supplement 734, United States District Court, District of Columbia,
September 7, 1951.

In this case a state statute made lists of the names of Old Age Recipients avail-
able for public inspection. When the Administrator refused to make further
federal payments to the State for old age assistance because this disclosure
was not in compliance with: the provisions of Title I. of the Social Security Act,
the State sought Court review of the action. Summary judgment was granted
in favor of the Defendant. '

This case is attached as Exhibit 4. Also attached is a copy of the case before the
Court of Appeals at which time it was remanded by agreement of the Adminis-
gla;gg because of the case at that time had become moot. 195 Federal Reporter

General Counsel has also forwarded us a copy of the judgment and opinion in a
case before the United States District Court for the Northern District of Illinnis
which has not been published in the Federal Supplement system. This is the case
of United States of America (Bureau of Internal Revenue) vs, Raymond M.
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Hilliard, Director of Cook County Department of Public Welfare, 1. 34C 764,
March 4, 1955. Copy of the opinion is attached as Exhibit 5.

In this case Internal Revenue by subpoena sought productiou of i>1i Age As-
sistance records. The Court in dismissing petitioner’s complaint ««i .

“It cannot be denied that the records in question were noi ruquisitioned ‘for
purposes directly connected with the administration of old-age assistance’. The
pertinent language of Section 302 is clear and unambiguous.”

In the beginning of this memorandum reference is made to the case of Connec-
ticut State Department of Public Welfare vs. Department of Health, Education,
and Welfare. At the beginning of this conformity case a state statute making wel-
fare records available to the State Department of Finance without restricting the
disclosure of information to purposes directly related to administration of the
assistance programs was at issue,

A copy of the findings of John D. Twiname, Administrator, Social and Rehabili-
tation Service, September 24, 1971, is attached as Exhtbit 6, On issue No. 10(a),
Page 4, of the Exhibit he found that the State by legislation effective July 2,
1971 had amended section 17-83(b) of the General Statutes of Connecticut (the
statutory provision which gave rise to issue 10(a) ). The disclosure issue accord-
ingly was removed from the hearing proceedings.

For reference, however, the recommended findings of the Hearing Examiner
on Issue 10(a) is attached (Exhibit 7).

Also attached for reference is a copy of the decision of John D, Twiname of
May 28, 1971, in the Connecticut Conformity Hearing, when Issue No. 10(a) on
disclosure was still a part of the Hearing (Exhibit 8, see page 7).

: . HagoLp J. STA¥FORD, Regional Attorney. *

onsnay o wnam——

STATE OF ARKANGSAS,

: OFFICE OF THE GOVERNOR.
Chairman RusseLL B. Lona,
Senate Committee on Finance. .

DEAR SENATOR LoNa: Pursuant to your request by telegram dated March 6th,
I am enclosing copy of memo dated November 22, 1971, to Mr. Dudley S. Hall,
Associate Regional Commissioner from the Office of the General Counsel.* The
memo was in reply to a letter from Arkansas’ Commigsioner of Social Services.
Incidentally, the memo is eight pages long. We have no record of a fifteen page
memo.

We feel that the confidentiality rules of HEW are unduly restrictive, par-
ticularly in their application to public officials, especially prosecuting attorneys.

If my office can be of further assistance, please let me know,

Sincerely,
DALE BUMPERS.

The CuairMAN. It has been my impression that about one-third of
these family cases don’t belong on these rolls at all and HEW contends
there is only 1 percent fraud or 1 ;l)lercent; detectible fraud, that they
subsequently- admitted here in Was in%ton there were 5 percent; and
‘I will now say they put the lady out of a job because she admitted it
was § percent. '

Mr. WreMs. Senator, here is what the problem is: Is it what you call
_fraud. To me when you have an able-bodied father and he is not sup-
porting his children, he is making $600 a month and is in the same
town where the mama is and he won’t give any support to her, I con-
sider that fraud. HEW would say that is not a fraud case because the

*See p. 840.

M8130- 1 pua- 10 BEST AVAILABLE COPY
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children are deserving. There is no questién the children are deserv-
ing. What I am saying to you is they don’t count in their statistics;
they won’t even tell me where the father is or what he is making or
cooperating with me in taking that woman off welfare. That is not
statistics.
Senator Rieicorr. Sir, under the laws of Arkansas it is incumbent,
g.f thg father to support his children and subject to criminal sanc-
ions
- Mr. WeeMs. Yes, sir.
Senator Riercorr So couldn’t you, if you knew a father was not
supporting that family, couldn’t you proceed ?
Mr. Weems. Oh, yes sir, and we do and we act under those general

. Arkansas statutes. My problem is——

Senator Rieicorr. Where does the problem come with HEW in that
particular type case? .

Mr. Weewms. In that particular type case how am I going to know
alﬁ)ut it?; if the welfare department doesn’t tell me, if the mother doesn’t
tell me »

. S?enator Risrcorr. Doesn’t tell you that the father is not contribut-
g

Mr. Weems. That’s right. ‘

Senator Risrcorr. In other words, they keep paying the welfare
to the mother and children and they give you no information$?

Mr. WeEMs. Yes, sir. . )

Senator Rieicorr. That the father is neglecting to pay anything?

Mr. WeeMms. Yes, sir; that is the problem right there in a nutshell.

I think the responsibility should Ee on them to advise us of all the
information that they haveto make it available to us.. ’

Senator Risicorr. Do they know? In other words, you contend that
the welfare authorities know that the father lives in that town, be is
earning X amount of dollars and contributing nothing to the support
of his wife and children ¢

Mr. WeeMs. Yes, sir. I have given a number of examples of just this
type thing when we subpenaed their files. _

e CHAIRMAN. Mr. Weems, this comes as a surprise to me to find
out about this, It came to me as a surprise to find out that where you
have a man who is the father of the children, living under the same
roof with the mother, the HEW regulations require that that family
be placed on the welfare rolls merely because that mother says he is
pq!t contributing to the support of those children. Now, legally he owes
1t : :
Mr. Weenms. That’s right. . ‘ ' |
The Cuamman. Let’s assume he is making $700 a month and he

“owes support of the children:and, frankly, probably is contributing

but it is to his advantage to denjv it because they will go on welfare
for the full amount if he denies it o :

Mtfl. Weems. That’s right and they won’t tell me when they put them
on_there, . L

The Cramman. My welfare director told me last night—I was

“amazed to find this out—he is required by Federal regulations to put
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_ that family on and there is no provision for requiring that a suit be
filed against that man to determine him to be the father of those chil-
dren and made to contribute to their support.

Now, if I am the attorney for Uncle Sam, before I load those children
on Uncle Sam’s back for a lifetime, the first thing I want to do is to
see that we sue the man whose chifdren those are, to declare him to
be the father and/or re(}uire him to support them.

Now can we justify loading these rolls down with people like that
and then tax other people to pay for it? You are telling me that the
department tells you as a prosecuting attorney that you are denied
access even to the records to know about this so you can prosecute the
man and do your duty as a prosecuting atterney ¢

Mr. WeeMms. That 1s correct, sir.

Let me add one other thing. I am the author of act A-22 of Arkansas
which was passed about a year ago which allowed a prosecuting attor-
ney to file a civil action in conjunction with criminal activity and the
reason that I did it that way was so we could cut our caseload in half.

What I have done is I have learned of able-bodied fathers that had
put their dependents on the welfare rolls.-I have filed joint criminal
and civil action and we have collected several thousand dollars and
paid it back to the State welfare office ; and the first $1,200, the first case
we collected, they called me in and said, “What do you want us to do
with it?” and I said, “What do you mean, what do you want me to do
with it $” . A

“We have no way of taking it back.” So we have no way to take it
back. We keep spending money. They have 21 attorneys'in the welfare
department ; they never have gled a first suit in our district, never col-
lected the first penny. Instead they spend more time investigating me
and being in court with me rather than trying to cooperate with me and
I think, frankly, there is something badly wrong with the system when
you can’t have any kind of coordination other than what we are getting.

And I contend to you if H.R. 1 is passed as it now reads, unless we
ta,ko?) lca,re of these kinds of problems we are going to compound the
problem. -

I think one of the things seriously wrong with our present welfare
system is we.don’t have any enforcement because of the attitude that

EW hastaken.

For example, we have gone into food stamps in my district and I
mention on page 8 of my testimony, and this is kind of tragically
funny, when in July of last year—and I will just give you one case that
we found—the local office found the fraud and under their procedure
when they find it, they can’t send it to me but have to give it to the field
supervisor. The field supervisor sent a reé)ort of the fraud to the finance
section of the welfare ?artment; the finance section sent a reEort of
the fraud to the welfare department’s food stamp coordinator ; the food
stamp coordinator sent a report of the fraud to the committee on over- -
payment of the Arkansas Welfare Department ; the committee on over-
payment sent a report of the fraud to the welfare department’s attor-
ney who is also a member of the committee on overpayments.

Six months later the legal department—their 21 lawyers—sent a
form letter out asking the fellow to pay it back and he didn’t and they
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forgot it and they have never done anything else and because of this
absurd rule on confidentiality they won’t give it to me for prosecution.

But in this particular case this woman had falsified her assets and
income and when I sent my investigator out we didn’t tell her we
were coming ; we just went, and she said, “Oh, my gosh, we don’t want
an troublez’ and so she sat down and wrote a check, a $1,041 check.

e said, “Lady, is that check any good?” and she handed him the
bank statement and she has something like $5,000 in the bank state-
ment. You know, how many of us can write a check for $1,000 on
our checking accounts ¢

I can give fvou 30 or 40 examples that I stumbled into where I sus-
pended all of the welfare department officials, which they don’t like,
and knowing those assets are there, knowing this situation is in exist-
ence, and yet they do nothing because of this rule on confidentiality.

But I would mention one other thing that I think is the most tragic,
most Eathetic example of our present welfare situation. I have had
to make some rather traumatic decisions that affect young people; in
fact, I had to ask for the death sentence of a 15-year-old, which he got,
and %ot off of because of notoriety ; but we also have some good things
which will become a model for the community. :

We also have had things but when I am responsible for making
a decision for making a penal sentence for a youngster and the Arkan-
sas Welfare Department has 1,700 employees, $10 million, the psychol-
ogists, psychiatrists, and a juvenile section—in several instances this
year where they have prepared background work on youngsters who
were having troubles and then that youngster finally committed a
crime and I deal with them. Then they have the audacity to tell me
that because of this rule on: conﬁdentia]itéy they cannot share this
background, these psychiatric reports and psychiatric studies that
might be helpful to me in making a decision affecting that you
man’s life, when I know that 70 percent of the children I deal wit.
once I send them to an institution they are going to become criminals.
Gentlemen, there is somethinlg badly wrong in this administrative
structure in this regard and I think it is all the way from welfare.
The way we approach this whole problem, it is not realistic, gentle-
men. It 1s your position to change it and I think it is going to take legis-
lative action to do it. .

. I would ask you—I would urge you to give us the tools to do our
job so that we can enforce our laws. ’

The CuairMaN. I want to do more than that. The HEW Secretary
told this committee he was willing to cooperate with any measure we
might pass to require a father to support his children. I would like
for you to help us put together a bill that will reimburse the State
for an]y expense it is out s0 you can hire any help that you need, and
will also put a burden on the U.S. attorneys around this country.
And these so-called poverty lawyers instead of spending time suing -
- the Government to load the welfare rolls down with people who don’t
- belong there, to sue some of these runaway welfare fathers to make
- them contribute to the support of their children. .

It is because of the kind of thing you are talkinix about that every-
bodﬁ in this country knows ubOutf—-bKe people who live right next door.
to these welfare cases are adamantly against putting any more into
* that thing and that is why in 50 States out of 50 you cannot find a
single State legslator willing to put more money into it.

Mr. Weems, That is true. ‘
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The Crarman. If HEW is covering up all this fraud, how can you
expect to uncover it if they are running the program in the pristine
fashion they claim they are doing?

Mr. Weems. I think Secretary Richardson was sincere in what he
said. I don’t think he knows what the people in Dallas are doing,
evidently. I just can’t believs it would be the Department policy to
conceal fraud and especially when you see it in 30 percent of the cases—
you see in my district because I made an indepth study and used many
people on it and this is the reason the American public simply does
not have confidence in our welfare system. '

I hope in the months to come I intend to subpena every dadblamed
file in my district and I hope in the next 18 months I can tell every-
body in my district the people on the rolls are entitled to be there.

But the inequities—but let me give you one other example that I
think really crystallizes the problem :

In one of my counties I know of one situation where you have a
father, three children, and the wife. The father is totally disabled and
that family has to get by on, like, $280 a month and this is their total
income.

_ Less than a half mile on the same road where this particular couple

lives there is another couple, a papa, a mama, and four kids. ’&’e
have a formula basis for welfare: the mother making $300 a month
and also applying for aid to dependent children getting $156—there
she was also getting food stamps—and by the time you totaled this
all up she was getting better than $600 a month. Of course, you can’t
go and check on weekends, either, Senator. But this particular father,
when I found him, was working in Little Rock which was some 40
miles away and he was coming home on weekends and he was bring-
ing home something like $440 a month and the tragic part of it 1s,
the Arkansas Welfare Department knew of both of those situations
and did nothing about it; and, I submit to you, that is an inequity in
our system because that family with a disabled father getting along
on $280 needed part of that $g00 the other family was getting.

The CHATRMAN. What was the combined income of the family ¢

Mr. Weems. They were getting over $1,000 a month.

The CHAIRMAN. %‘hat is the kind of thin(sg people complain about
and if we don’t correct that mess, but just add more people to the rolls,
we will be properly condemned in my judgment.

Mr. WeEMS. Senator, I know from speaking to all the other prosecu-
tors in our State if you give us the tools and get HEW off our back, I
assure you we will reduce the welfare rolls. But if you don’t pass some
legislation abolishing this rule on confidentiality directing these people
to cooperate with us, our hands are going to be tied. ~ )

I have mentioned several specific things in here such as the mis-
demeéanor, as I ex]pect you know, of crossing State lines that will really

ems for us simply because under the interstate com-
pact with States you can only extradite people on felonies so even
though the way your language now is, if you make it a misdemeanor,
in our State now and all other Siates a felony, even though we find
a fellow in Tennessee, it won’t do me any good because I can’t bring
him back. - ’

The Cramman, Well, we can place s burden on the Federal Gov-
ernment to prosecute these cases and we can also do what we can to
require the State agencies to cooperate with you. You help us draft the
law to see that you have adequate authority and that other State at-
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torneys have ade%uate authority, and while we are doing it let’s try to
impose as much burden as we can on these Federal lawyers to give
Uncle Sam and the taxpayers a little break for a change, instead of
spending all their time tng'mg to bankrupt this countr%goy loadin% the
welfare rolls and others down with people who don’t belong on there.
I think we might be able to make this into a program that the people
would approve. ,

Mr. Weeums. I think that to make it work effectively it is going to
take district offices such as mine, State offices such as the State welfare
department, your Federal attorneys; it is going to take a really good
coordination of all of these agencies from an enforcement end of it, not
to embarrass any recipient and I don’t think any of us would want to
do that; and I think this is the position HEW has taken. I certainly
think the identity of innocent people should be protected but when you
take it and go to the absurd conclusion that it applies to everybody,
that, I think, when somebody is committing fraud we should prosecute
them if that i1s what it takes to remove them from the rolls.

I know one thing, since we started the campaign in my district our
applications are not as high percentagewise as they are in any other dis-
tricts in my State and we convicted more people of it probably than
anyone else; and I think it is going to have a positive effect only on
those people who are trying to perpetuate frauds on our society as a
whole, and I think if we can dothis type thing p%%ple are going to have
confidence again in what we are trying to do. We ask for your help,
gentlemen. )

The CuamrMAN. Any further questions, gentlemen ¢

Well, thank you very much. We appreciate it.

Mr. Wrems. Thank you.. , :

(The previous witness’ srepared statement and excerpts from the
Federal Register and Handbook of Public Assistance Administration
relatiow)a to the preceding testimony follows. Hearing continues on
p. 860.) . :

STATEMENT oF SAMUEL A. WEEMS, PROSECUTING ATTORNEY FOR THE 17TH JUDICIAL
DISTRICT OF THE STATE OF ARKANSAS AND LEGISLATIVE CHAIRMAN OF THE ARKAN-
SAS PROSECUTING ATTORNEYS ASSOCIATION

Mr. Chairman, I am Samuel A. Weems, Prosecuting Attorney for the 17th Ju-
dicial District of the State of Arkansas. I also appear here today as Legislative
Chairman of the Arkansas Prosecuting Attorneys Association, which includes the
Prosecuting Attorneys for all of the 19 Judicial Districts of our State.

We who are charged with the enforcement of criminal laws are concerned with
some of the provisions of H.R. 1. I would like to take this opportunity to share
with you some of my experiences in connection with the administration of our
~ welfare laws, I hope that this view of the we'fare program from the side of law

exfxfl?f‘enl:ent officials will be helpful to the Committee in drafting the final version

0 Jav. 1.

: On page 114 of the transcript published for use of the S8enate Committee on

Finance as to hearings on H.R. 1, said hearings heretofore on July 27, 29, August '

% larlxld r?:i' 1971, Senator Byrd made the following statement to Secretary of HEW
chardson : :

“Now, Mr. Secretary, on page 2 of your statement you say that during the dec-
ade of the sixties, the AFDQC rolls increased by 4.4 million people, a 147 percent
increase. Then you say further in the year following the President’s initial call
for Welfare reform, in August, 1969, the rolls increased an additional 50 percent.”

On page 115 of the hearings under-secretary Veneman said the following to
clarify this point: 4 ‘ .

“There has not been a new administration with regard to the administration
of public’ assistance programs in this country. The public assistance programs
are administered by State and local governments. The Federal Government has
absolutely nothing to do with the administration.” ' .

Secretary Richardson then added the following statement :

)
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“I would be very glad, Senator, to have anybody scrutinize the processes that
have been administered so far as the Federal role is concerned in the interval
since January 1969. I hope that such a scrutiny would disclose that in some re-
spects the sicuation has been tightened up and improved in administration; the
audit procedures are more adequate But I am sure that you will not ﬂnd that
there has been any relaxation.”

The Secretary went on to say “I totally agree with your observation that some-
thing is radically wrong and of course that is why we are here, to try to persuade
you to do something about it.”

I wouid make the following observations as to the administrations’ statements:

1. The deparument has so tied the hands of local officials that it is impossible
to reduce the AFDC rolis contrary to Mr. Veneman’s and Secretary Richardson’s
statements,

2, The provisions of H.R. 1 as passed by the House have not properly dealt
with the causes of the tremendous increase in the AFDC rolls. H. R.1 will com-
pound the probiem, noc solve it, as Secretary Richardson suggests.

Gentlemen, I would begin my remarks with perhaps an over siniplification
of the Aid For Dependent Chilaren Programs as it applies to the pcople of the
United States,

We do not objéct to the contributing of our tax dollars to support the elderly,
the disabled, widows and above all, children. However, we do object to supporting
the families of able bodied fathers.

In my Judicial District I have outstanding as of October 1, 1971, 584 AFDC
cases. This is an increase of 100 since January 1, 1971 when I first took office as
prosecuting attorney.

Based upon my experience, up to 30 percent of these cases could be removed
from the welfare rolls because the father is able bodied and employed.

My office has started a campaign to locate and (1) prosecute able-bodied fath-
ers for failing to support their families and (2) file civil suits to recover from
the able bodied father funds paid by the state to support his family.

HEven though I am the chief attorney for the State of Arkansas in my distriet
and contrary to the above administration’s statement of no federal government
interference in the administration of the AFDC program, it is not a correct
statement as it is applied by the Department of Health, Education and Welfare
to the State of Arkansas, I suspect the same is true in the other states,

The present administration has adopted a policy of confidentiality to such an
ext:exg;l that information necessary for criminal prosecutions is not available to
my office.

Frankly, under the provisions of HR 1 the problems will increase because this
policy has not been eliminated.

To substantiate this statement I would share with you the results of a recent
investigation my office made into several specific cases in one of my counties. I
would mention that I subpoenaed these cases at random and made a detailed
investigation into each case. I will leave for your judgment if the Administra-
tion's statement cited above is correct when applied to a specific state.

Oase No. 1: Husband and wife living together

Three children, mother has been drawing welfare since March, 1971, State
Welfare office certified that $505.00 paid to support chlldren. Subpoenaed rec-
ords show $875.00 paid by State.

(1) Action taken : Civil suit against father to recover $875.00.

(2) Subpoena to wife to determine if criminal charges will be filed against her
for obtaining money under false pretences. Welfare file reflects wife told welfare
workers repeatedly she had not seen father and did not know where he was—yet
he is employed in Little Rock,

Case No. £: Mother and Two Children

File reflects mother has no source of income, yet investigation reveals she is
employed. Father is employed in same city where mother lives. State Welfare
office certified that $546.00 paid to- support children. Subpoena records show
$1002.00 paid by state.

(1) Action taken: Civil suit against F&ther to recover $1002.00 and warrant
of arrest for non support of children.

(2) Subpoena to mother to determine if criminal charges will be filed against
her for obtaining money under false pretenses.

Oase No.3: Mother Has Four Ohildren

The state welfare office certified the case to my office for action. Investiga-
tion revealed that father has been deceased since 9-21-65. Upon subpoenaing
welfare records the case file reflected father was deceased as welfare department
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had proof of death. Because of welfare policy this information cannot be made

available to my office.
Action taken : None. .

Oase No. 4: Mother and Three Children

State Welfare Department certified the case to my office as non support that
$1,471.00 had been paid as support payments—The subpoenaed records reflect
that as much as $2,303.00 may have been paid.

The subpoenaed flle also revesls father has been paying $25.00 a week in rupport
payments as per the order of the chancery court since 7-27-70. Yet this informa-
tion i8 not available to my office except by subpoena. S

Action taken: Subpoena of father to determine his earnings in order to deter-
mine if state funds can be recovered. There i8 no information in welfare file as

to his earnings.

Oase No.5: Mother and One Ohild . i .

State welfare office certified the case to my office and states that $840.00 in
state funds had been awarded the mother. Subpoenaed flle reveals as much as
$1,335.00 may have been expended. Investigation reveals that father deserted
wife and child, applied for a divorce, had a blood test taken prior to the granting
of the divorce, remarried immediately after the divorce and now has a 2nd child
by his second wife. He 1s employed.

Action taken: Warrant of arrest for child abandonment and the filing of a
civil suit to recover support payments paid. ($840.00 recovered, paid to State).

Case No. 6: Grandmother and Child : »
Welfare department certified that $204.00 paid as support. It would appear
that this amount is correct. The welfare file reflects father works in North Ar-
kansas when upon investigation father works in South Arkansas.
Action taken: Warrant of arrest for child abandonment and filing of a civil

suit to recover st: ‘e money.

CQasge No. 1: Mother and Three Illegitimate Ohildren

Investigation reveals that county judge in 1066 made a Judicial determination
as to who was legal father. Father was ordered to pay support yet he never has.
The state welfare department certified that $5,026.00 has been paid for support.
The father is in Little Rock and is employed.

Action taken: Warrant of Arrest for child abandonment and filing of a civil

suit to recover support payments paid. .

Case No. 8: Mother and Three Ohildren ; )

The state welfare department certified that $4,929.00 had been paid for
support. The subpoenaed flle reflects that as much as $10,869.00 may in fact have
been paid. The file reflects the legal father of one child is unknown. The file
reflects the father of one {llegitimate child may be deceased. The file reflects-the
following information as to the third illegitimate child :

The case worker was advised that on 11-15-66 by a reliable source that the
mother was living with a certain individual and that he was supporting her.
The mother was drawing welfare assistance on the first two children during this"
period. The welfare director recommended no action be taken. A

The subpoenaed file reflects that on 12-19-66 mother came to local office and
rmrted she was pregnant. The mother is now recelving assistance for all three
children. , A

A local welfare official required the third father to sign the following state-
ment: “I , acknowledge that ————— i3 pregnant with my c¢hild.
I will support ————— while she is sick and will pay her hospital and doctor
bills, I further state that I will support this child when it is born.”” -~
" The file reflects he has never supported the c¢hild. This statement would not
have been provided my office without subpoenaing the file. The statement will be
most helpful in proving the legal father. : o T o

Action taken: Bastardy action has been started against the father. Once
the Judge has declared him to be the legal father, a civil suit will be filed to
recover state funds as the father i3 employed. If the father continues to refuse
to support the child after he is legally declared:to be the father, a warrant
will be issued for his arrest for child abandonment. = - ‘

Case No. 8: Mother and Bight Illegitimate OMidren =~ .
State welfare department certified two children to my office and stated that

since December, 1070 $1,028.00 had been pald-to support the two children.
However, the subpoenaed flle reflects there are elght illegitimate children, that
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the mother has been receiving aid for several years and that at least $13,884.00
has been paid in support payments.

On 4-2-65 Mother stated she needed help and does not know where father
is—as to the father she never lived with him and never did housekeeping for
him, that she only courted him and had children for him.

The file reflects mother had two more illegitimate children since 4-2-65 and
the file reflects the state assisted all the children. ]

Action taken: Bastardy action has been started against the father. Once
the Judge has declared him to be the legal father a civil suit will be flled to
recover state funds as the father is employed. If the father continues to refuse
to support his children after he is legally declared to be the father a warrant
will be issued for his arrest for Child Abandonment.

Case No. 9: Mother and Four Illegitimate Children

Welfare department certified two children to my office—Subpoena file reveals
four children not being supported. Welfare department certified that $1,251.00
paid to support children yet subpoena file reflects an undetermined additional
sum has been paid.

Of the Four children the last two are alleged to have been fathered by the
same father. The mother stated when she applied for assistance that she had
to have assistance.bécause she “could not depend upon him for support” yet the
fourth child was later born and the mother alleges the same undependable
man was the father.

There is nothing in the files to reflect any clue as to where the first father
may be located.

Action taken: Bastardy action has been started against the father. Once the
Jjudge has declared him to be the legal father a civil suit will be filed to recover
state funds as the father is employed. If the father continues to refuse o support
his children after he is legally declared to be the father a warrant will be
issued for his arrest for child abandonment. .

Case No. 10: Mother and Five Children

The father is employed and the state has paid $220.00 for child support. The
father is now paying support

Action taken—Suit to recover state funds paid for benefit of his children.
Paid and collected. = .

COase No. 11: Mother and One Illegitimate Ohild

In April, 1071 Mother stated in subpoenaed record that father and his ‘“‘family”
have moved to Chicago. Investigation reveals that father is working in Little
Rock. The Welfare Department records show that $486.00 has been paid for
support. :

Action taken: Bastardy action has been started against the father. Once the
Judge has declared him to be the legal father a civil suit will be filled to recover
state funds as the father is employed. If the father continues to refuse to sup-
port his children after he is legally declared to be the father a warrant will be
issued for his arrest for child abandonment.

Case Number 12: Mother and Secven Illegitimate Children

Welfare Department certified that $1,561.00 had been paid to support children
by the state, however, the subpoena case file reveals that a much larger amount
has in fact been paid.

Action taken: Bastardy action has been started against the father. Once the
Judge has declared him to be the legal father a civil suit will be filed to recover
state funds as the father is employed. If the father continues to refuse to support
his children after he is legally declared to be the father a warrant will be issued
for his arrest for child abandonment,

Oase Number 13: Mother and Two Children

State Welfare Department certified two fathers not supporting their children.
The State office stated that $2,049.00 had been expended for the support of the
children. However, the subpoena welfare files reveal that at least $3,281.00 has
been paid by the state.

The file also reflects that one of the fathers has been a patient at the TB
sanatorium for several years. This information was not made available to me
when it was certified to my office by the welfare department.

The second father is employed in Little Rock.,

Action taken: None against father in TB sanatorium. Warrant of arrest and
civil suit filed against able bodied employed father.
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Oase Number 14: Mother and Siz Illegitimate Children

Welfare Department certified one child. Subpoena welfare file reveals a total
. of six children. The file reveals a court order in 1986 determining legal father

and order for support. Yet because of welfare department policy this information
was not volunteered to my office.

The flle also reflected that one alleged father certified to my office was
deceased.

Action taken: Bastardy action has been started against one father. Follow up
court action taken as to the prior court order and a warrant has been issued
for his arrest for deserting his children.

Case Number 15: Grandmother and Nine Children

Subpoena flle reveals that father left nine children in 1964. The Welfare
Department states the state has expended $7,832.00 to support the children.
However, the case file reflects the state may have expended much more than the
cited figure.

Investigation reveals that father has remarried, has one child by second
family, takes home $86.00 week and carries all ten children as dependents.

. Action taken: Warrant of arrest issued and civil action flled to recover state
unds.

1 would also mention the operation of the food stamp program as administered
by the Arkansas Welfare Department.

In early July of 1970, one of my county offices learned that an individual who
stated he was unemployed and received some $2,255.00 in food stamps was in
fact employed by a local rice mill,

The following steps were taken :

(1) The local office referred the case to the field supervisor of the welfare
department.

(2) The fleld supervisor sent a report of the fraud to the flnance section of
the welfare department.

(8) The finance section sent a report of the fraud to the welfare department's
food stamp coordinator.

(4) The food stamp coordinator sent a report of the fraud to the committee
on overpayment of the Arkansas Welfare Departmgnt.

(8) The committee on overpayment sent a report of the fraud to the welfare
department’s attorney who is also a member of the committee on overpayments.

(6) In mid January, 1971, some 6 months after the fraud was discovered,
the attorney sent a form letter to the individual telling him he has received
$2,265.00 illegally. He spelled out how he committed the fraud and tells him he
must pay the money back.

(7) 11 months later, no money has been recovered from the individual. No
further action has been taken by the welfare department nor their 21 member
legal staff, nor have they requested criminal prosecution.

Yet, because of the rule on confidentiality, this case, nor any of the other 43
cases of fraud my office knows of, has been voluntarily presented to us for crim-
inal action even though 8 different employees of the Arkansas Welfare Depart-
ment has made an investigation and written reports to each other as to how
fraud has been committed.

The following detailed reports have been written by employees of the welfare
department.

(1) Individuals drawing food stamps while employed in two or more counties
at the same time, :

(2) Concealed assets and income, An example is an individual who wrote us
a check of $1,041.00. to pay back the value of food stamps and had a bank account
of some $5,000.00. How many of us can write a check for $1,041.00 from a $5,000.00
bank account today? This information, as is all others I mention, was in several
written reports yet the welfareé department and their 21 lawyers took no action.

(8) Individuals who stated they were unemployed when, in fact, they had
regular employment. —

(4) Forged income statements.

These aré just a couple of examples of the fraud my office, without the assist-
ance of the Arkansas welfare department, found in 44 cases in our district just
last month, =~ :

“The only, thing I have seen from the welfare department is paper shuffling,
report wrlting to each other, more employees each two years to take care of the
‘more people on welfare and raises in salary for the employees and expanded
staffs, yet the problem gets bigger and bigger. ‘
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I would make the following comments as to specific sections of H.R. 1:

Section 2172 treats the question of penalties for fraud. This section of H.R.
1 will, for all practical purposes, prevent very little, if any, follow up on fraud
for the following reasons:

1. The State prosecuting attorneys are charged with the prosecution of fraud
but a federal agency will have all records. Unless the prosecuting attorney is
given subpoena powers to conduct investigations, I am fearful of what will
happen when a given administration does not want an investigation. At the
present time I have grave problems with federal regulations in the field of
welfare. Without the power of the subpoena, I would be powerless to prosecute
any fra.d whatsoever, A section must be written into H.R. 1 to give us this
power.

2. Th~ burden of proof is placed on the prosecution in sub-section (1) of Sec-
tion 2172 to prove ‘“knowingly” and “willfully” making or causing to be made any
false statement{ or representation of a material fact in any application for any
benefit under H.R. 1. This is an almost impossible burden to prove. The legisla-
tion should make a false statement in any application of a material fact prima-
facle evidence of fraud with the burden of proof on the applicant to show why
the false statement was made.

3. Regardless of how many convictions I obtained and how much money is
involved. a defendant can never be found guilty of more than a misdemeanor
and fined not more than $1,000.00 and/or imprisoned for not more than one
year, .

It would be my suggestion at some point an applicant‘s conviction should be a
felony and perhaps forfeit the right to receive additional welfare benefits.

4. Section 2175 deals with the obligation of a deserting parent. Under this
section, a deserting parent is liable to the government for any and all sums paid
to support a parent’s child or children.

In my judgment, this section should be broadened to allow the prosecuting at-
torneys to merge civil and criminal actions into one cause of action,. Due to the
heavy case load, this will reduce the total support case load in half.

6. The prosecuting attorneys should be given by legislation, action to all
federal agencies for assistance in locating absent parents.

6. Section 2176 spells out the penalty for interstate flight to avoid parental
responsibilties. Frankly, this section just will not work for the following rea-
sons : ’

(a) The prosecution must prove that a parent left the state “for the purpose
of avoiding responsibility for child support”. It should be prima facie evidence
that if a parent left the state without providing for the support of his family
that he-intended not to support them.

(b) The penalty for interstate flight under this section is regardless of how
many convictions to the acts are only a misdemeanor and/or a $1,000.00 fine
and/or one year in jail.

As a practical matter it is not possible to extradite a defendant from another
state on a misdemeanor charge. The present law of Arkansas is that if a parent
does not support his family and crosses a state line it is a felony. The reason
this Arkaneas law was passed was o we could extradite a skipping father. Under
the provisions of H.R. 1 this will not be possible.

I also have reservations as to Section 2152 which sets out the eligibility for an
amount of benefits,

A few months ago, I had cause to investigate a welfare case where there was a
mother and eight illegitimate children. Under the provisions of this section, she
would receive $3,800.00. Section 2153 spells out the meaning of income but also
establishes certain exclusions from income. The first $720.00 of earned income
is exemg. Plus 14 of all chil'l support payments are exempt as is all alimony
payments,

Notwithstanding any other provisions of this section, the total amount which
may be excluded in determining income of a family in a given year, said exclusions
shall not exceed the lesser of (a) $2,000.00 plus $200.00 for each member of the
family in excess of four or a total of $3,000.00.

Thus under the case I investigated last month, the mother with 8 illegitimate
children would receive $3,800.00. If I were successful in securing the father to
support his ~hildren for an example of $1,200.00, $400.00 would be exempt. Since
$720.00 is also exempt, $80.00 would be reduced from the $3,800.00 for a total of
$3,730.00 plus $400.00 exempt or a total of $4,120.00 net to the mother,

In addition to this sum of $4,120.00 an additional sum from any source of
$3,000.00 vould be added as per the language of this section, Thus a mother with 8
illegitimate children could receive $7,120.00 as per this legislation.
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There will also be consideration for'day care centers. It is my view this concept
has much merit. However, I will not go into detail as to my views at this time,

It is my view, and the views of most of the other prosecuting attorneys of the
State of Arkansas that we do not want the enforcement responsibility as presently
get out in H.R. 1. Unless the Senate of the United States will give us the working
tools to do our job, we wish to go on record as expressing our reservations as to
the workability of this legislation as it applies to us.

I would offer the following suggestions as to the steps that must be taken if the
present welfare problem is to be solved :

(1) Prosecuting attorneys must examine each AFDC and Food Stamp case
in our respective districts and compel all able bodied fathers to support their
families and remove all that are committing fraud from our rolls and place them
in our prisons if necessary. We will need specific legislation and perhaps the re-
moval of welfare bureaucrats before this can be achieved. Prosecuting attorneys
must have the cooperation of the local case worker. Today, they are under fear
of their jobs if they cooperate, This fear must be removed.

(2) Abolish all hidden committees of the Arkansas Welfare Department and
require this department to advise proper judicial officers when fraud is discovered
or suspected.

(3) We must have sincere, dedicated appointed employees in the State Wel-
fare Department who will work for the public interest if we are to insure that
only those who need our help will receive it. Today I can cite many examples
of inequities of those who receive aid and those who do not. For example, in one
of my counties I know of a husband who is totally disabled, has a wife and three
children whese sole income is less than $260.00 per month. Less than a half mile
from him is a mother with four children. The mother is employed, drew AFDC
on the four children and bought food stamps. The father is employed in Little
Rock and comes home on week ends. This family was recelving more than
$1,000.00 per month.

Needless to say, the second family is not so well off today, due to action by
my office but this information was known to the welfare department and the
;mrealt:cratic mess of our program in this state did nothing to correct this

nequity.

It is time our welfare department got in step with the times and honestly
faced the problems which we have today.

(4) Abolish the 21 member legal firm of the Arkansas Welfare Department
and transfer the duties to the State's Attorney General, and provide the local
prosecuting attorney a staff to enforce abuse.

(5) Pass legislation that information regarding a deserting parent would be
furnished to appropriate judicial officials from any state or federal agency such
as the state revenue department or the internal revenue service.

(6) By legislation, abolish the regulation on confldentiality as it applies to a
prosecuting attorney.

(7) Provide for the collection of any and all improper welfare payments by
the internal revenue service and the revenue departments in conjunction with
civil and criminal actions.

(8) Require maximum use of legal services lawyers—O.E.O.—legal aid ete.
in obtaining and enforcing support orders on behalf of destitute mothers.

(9) Pass legislation making it a crime for any state or federal employee who
does not report criminal or suspected criminal activity to the proper officlals.

These measures may not totally solve our welfare problems but I believe they
can be a start. The time is past due when we should make needed changes in our
present welfare system.

It is time that such foolishness as I have mentioned be abolished and we must
take whatever steps are necessary to bring the Arkansas Welfare Department
out of the dark ages of bureaucratic quicksand and face our problems honestly
and in light of our past experience, let’s frankly admit something is wrong with -
welfare and let’s change it !

a—

Statute and Regulations Relative to Safeguarding Information
[FroM THE SOCIAL SECURITY Acr]

Sec. 402 (a) (9) of part A title IV of the Social Security Act as amended is as
follows:

“Sec. 402 (a) A State plan for aid and services to needy families with chil-
dren must . . . (9) provide safeguards which restrict the use or disclosure of
information concerning applicants and recipients to purposes directly con-
nected with the administration to aid of families with dependent children;” -
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[From the Federal Register, vol. 88, No. 40—Feb. 27, 1971)

§20550 Safeguarding information.

(a)State plan requirements. A State plan under title I, IV-A, X, X1V, XVI, or
XIX of the Social Security Act, except as provided in paragraph (b) of this sec-
tion, must provide that:

(1) Pursuant to State statute which imposes legal sanctions :

(1) The use or disclosure of information concerning applicants and recipients

> will be limited to purposes directly connected with the administration of the pro-
gram. Such purposes include establishing eligibility, determining amount of
assistance, and providing services for applicants and recipients.

(i1) The State agency has authority to implement and enforce the provisions
for safeguarding information about applicants and recipients ;

(iii) Publication of lists or names of applicants and recipients will be
prohibited. ‘

(2) The agency will have clearly defined criteria which govern the types of
information that are safeguarded and the conditions under which such informa-
tion may be released or used. Under this requirement:

(1) Types of information to be safeguarded include but are not limited to:

(@) The names and addresses of applicants and recipients and amounts of as-
sistance provided (unless excepted under paragraph (b) of this section) ;

(b) Information related to the social and economic conditions or circumstances
of a particular individual;

(e¢) Agency evaluation of information about a particular individual;

(d) Medical data, including diagnosis and past history of disease or disability,
concerning a particular individual.

(ii) The release or use of information concerning individuals applying for or
receiving financial or medical assistance is restricted to persons or agency rep-
resentatives who are subject to standards of confidentiality which are comparable
to those of the agency administering the flnancial and medical assistance
programs. .

(iii) The family or individual is informed whenever possible of a request for
information from an outside source, and permission is obtained to meet the re-
quest. In an emergency situation when the individual’s consent for the release
of information cannot be obtained, he will be notified immediately thereafter.

(iv) In the event of the issuance of a subpoena for the case record or for any
agency representative to testify concerning an applicant or recipient, the court’s
attention is called, through proper channels to the statutory provisions and the
policies or rules and regulations against disclosure of information, - -

(v) The same policies are applied to requests for information from a govern-
mental authority, the courts or a law enforcement official as from any other out-
side source. : :

(3) The agency will publicize provisions governing the confidential nature of
information about applicants and recipients, including the legal sanctions imposed
for improper disclosure and use, and will make such provisions available to appli-
cants and recipients and to other persons and agencies to whom information is
disclosed. ' -

(4) All materials sent or distributed to applicants, recipients, or medical
vendors, including material enclosed in envelopes containing checks, will be
limited to those which are directly related to the administration of the program
and will not have political implications. Under this requirement:

(i) Specifically excluded from maliling or distribution are materials such as
“holiday” greetings, general public announcements, voting information, alien
registration notices;

(i1) Not prohibited from such mailing or distribution are materials in the im-
mediate interest of the health and welfare of applicants and recipients, such
as announcements of free medical examinations, availability of surplus food,
and consumer protection information ;

(iii) Only the names of persons directly connected with the administration
of the program are contained in materfal sent or distributed to applicants,
recipients, and vendors, and such persons are identified only in their official
capacity with the State or local agency.

(b) Ewzception., In respect to a State plan under title I, IV-A, X, XIV, or
XVI of the Social Security Act,- exception to the requirements of paragraph
{a)” of this section may be made by reason of the enactment or enforcement
of State legislation, prescribing any conditions under which public access may
be had to records of the disbursement of funds or payments under such titles
within the State, if such legislation prohibits the use of any list or names ob-
tained through such access to such records for commercial or political purposes.



. 856
[From the Handbook of Public Assistance Administration]

PaArT IV, ELIGIBILITY AND PAYMENTS T0 INDIVIDUALS
7000~7999 BAFEGUARDING INFORMATION

7000. Sajeguarding Information

7100. Provisions of the Act

“A State plan [for old-age assistance, aid to the dependent children, aid to
the blind, aid to the permanently and totally disabled] must . . . provide safe-
guards which restrict the use or disclosure of information concerning appli-
cants and recipients to purposes directly connected with the administration of
[old-age assistance, aid to the dependent children, aid to the blind, aid to the
permanently and totally disabled, respectively.] (Sections 2(a).(8), 402(a) (8),
1002(a) (9), and 1402(a) (9))

Seotion 618 of the Revenue Act of 1951 (P.L. 183, 824 Congress, approved
October 20, 1951) : .

“No State or any agency or political subdivision thereof shall be deprived
of any grant-in-aid or other payment to which it otherwise is or has become
entitled pursuant to title I, IV, X, or XIV of the Social Security Act, as amended,
by reason of the enactment or enforcement by such State of any legislation
prescribing any conditions under which public access may be had to records
of the disbursement of any' such funds or payments within such State, if
such legislation prohibits the use of any list or names obtained through such
access to such records for commercial or political purposes.”

1110. Interpretation—Section 618 of the Revenue Act of 1951

Pending further revision of Handbook I1V-7200 through 1V-7610, dated 1/7/486,
that statement is to be read subject to the following interpretation of Section 618
of the Revenue Act of 1951, as originally issued to States in State Letter No. 166,
dated November 8, 1951. .

In interpreting the language of section 618, it is necessary to realize that
the provisions of the Social Security Act which require a State plan to “provide
safeguards which restrict the use or disclosure of information concerning appli-
cants and recipients to purposes directly connected with the. administration” of
the particular assistance program remain in full force and effect except to the
extent that they are modified by section 618.

If a State wishes to take advantage of the provisions of section 618, them -
there must be specific provisions in the State legislation which authorize public
access to the records of disbursements or payment of public assistance, prescribe
the conditions under which such access may be had, and prohibit the use of any
Hsts or names so obtained through such access for commercial or political
purposes. , .

Under section 618, the State law is only permitted to provide for public access
to ‘records of the disbursement of any such funds or payments within such
State.” Thus section 618 leaves intact, even for States operating under it, the
protections written into the Social Security Act against the release of other
information, including case records, which the public assistance agency possesses
concerning applicants and recipients of public assistance. .

Section 618 permits a State to enact a statute under which “public access
may be had” to the type of records discussed above, and places no limitations
upon the conditions that the State statute may prescribe under which public
access may be had to such records. Therefore, such conditions may be as
restrictive or as broad as a State legislature may deem.advisable. Moreover,
subject to the prohibition of use for commercial or political purposes, the State
may permit persons inspecting the accessible records to make any use they may
wish of information 80 obtained. However, it must be noted that the congres-
sional language was phrased 8o as not to go beyond permitting public access to
such records. That is to say, the use in section 618 of the phrase ‘‘access may be
had” would seem to require that the public take the initiative in seeking access
to and examining the records of disbursement and payment and that the State
itself refrain from taking the initlative in general distribution to the public
of such information by means of publication or otherwise. ~

7200. Interpretation )

When the Social Security Act was enacted on August 14, 19383, no mention
was made concerning the safeguarding of public assistance information. How-
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ever on December 22, 10388, the Bureau of Public Assistance sent letters to all
State public assistance agencies in which the policy was adopted by the Social
Security Board on November 29, 1988, was stated as follows :

“The Social Security Board finds that it is an important element in efficient
administration of State public assistance plans that the State public assistance
agency have authority to promulgate and enforce regulations concerning the use
and protection of lists of public assistance recipients and other records relating
to individuals receiving public assistance, to confine the use of such lists and
records to purposes directly related to the administration of State and local
public asistance prograins, and to protect from public disclosure communlcagions
of an intimate and personal character made in confidence to the State or local
public assistance agencies or any of their employees or representatives.”

When the Social Security Act was amended August 10, 1939, the provisions
concerning safeguarding of information were included as stated under “Provi-
sions of the Act.” A letter was sent to all State Public Assistance agencies by
the Executive Director of the Social Security Board dated November 15, 1940,
advising the agencies of the amendment and stating that in accordance with the
terms of this amendment it would be necessary that plun material evidencing the
State’s compliance with these provisions be submitted and approved by July 1,
1941, the effective date of the amendment.

The Social Security Board then adopted “Standards for Safeguarding Infor-
mation Concerning Applicants and Recipients of Public Assistance” and issued
this statement to all State public assistance agencies on May 7, 1941. The state-
ment did not repeat the statutory requirement necessary for compliance with the
amendments of August 10, 1939, as this subject was covered in the Executive Di-
rector’s letter of November 15, 1940, and it was presupposed that State public
assistance agencies have authority to safeguard and regulate the use of their
records, but it sets forth standards for administrative action to assure adequate
protection uniformly throughout the States.

7210. Objectives .

The provisions of the Social Security Act, regarding the confidential character
of public assistance information rave as their objective the protection of appli-
cants and recipients from exploitation and embarrassment. State regulations
should be directed to the objectives of :

1. Developing a relationship of confidence between the agency and the
applicant for public assistance which is vital and essential to efficient
administration.

2. Defining and protecting the rights of applicants for public assistance
through safeguards (a) against the identification of such individuals as a
special group segregated on the basis of their need for public assistance, (b)
against the exploitation of this group for commercial, personal, or political
purposes, and (c¢) against making information available as a basis for prose-
cution and other proceedings except in connection with the enforcement of
the public assistance laws.

3. Providing a basis for recognition by the courts of the right of the agency
to protect its records, and of the privileged character of information made
available to the public assistance agency as the process of administering
assistance.

4, Developing a relationship of confidence between the agency and the pub-
lic at large by protecting information made available to the agency by repre-
sentatives of the public and utilizing such information only for the purposes
of the proper functioning of the agency's public assistance programs.

7300 thru 7400 : Superseded by SRS Program Regulation 10-11, dated Febru-
ary 27, 1971. See Federal Register, Vol. 86, No. 40, dated February 27, 1971,
Chapter I1, 45 CFR 205.50.

7470 : Superseded by SRS Program Regulation 10-11, dated February 27, 1971.
(Sj%‘eRFedeml Register, Vol. 86, No, 40, dated February 27, 1971, Chapter 1I, 456

7500. 8peoific Application of Standards.

7610. Disclosure to Law-Enforcement Opicers. .

Questions have been raised as to the propriety of disclosing public assistance
information to Federal and State agencies, particularly law-enforcement officers,
“for purposes not connected with the administration of public assistance. Since -
the States' situation in relation to protection of information is analogous to that
of the Social Security Board, the Board’s experience in protecting the confidential
character of the records of the Bureau of Old-Age and Survivors Insurance may
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be helpful. The Social Security Board promulgated Regulation No. 1, providing
for such protection under the authority vested in it by section 1102, and subse-
quently of section 1106 of the Soclal Security Act. On the basis of this regulation,
various requests of the Department of Justice and other law enforcement officers
for access to the confidential records of the Board for law enforcement purposes
have been denied. The Board has consistently followed the policy of refusing to
furnish confidential information from its records, except for the purposes of ad-
ministering the Social Security Act and related programs. To do otherwise would
be to violate the assurances under which such confidential information was ob-
tained and the provisions of the Social Security Act as amended in 1939,

It should be especially noted that the Department of Justice has officially recog-
nized the validity of Regulation No. 1. An excerpt from the Attorney General’s
ingtruction to all United States Attorneys (Oircular No. 8081), issued on Febru-
- ary 15, 1938, follows ;

“It is the view of this Department that this regulation [Regulation No. 1 of
the Social Security Board] is valid and binding on the courts, as well as govern-
mental departments and agencies. It is, therefore, essential that every effort be
made to keep the information contained in the official records of the Social
Security Board confidential, and it is requested that you cooperate to this end.”

The States, under their approved rules and regulations established pursuant to
the mandate contained in sections 2(a) (8), 402(a) (8), and 1002(a) (9) of the
Social Security Act, designed to limit effectively the use of public assistance
information te purposes directly connected with the administration of their
programs, are in a position to afford similar protection to their public assistance
records.

Like the Social Security Board the States have the responsibility for pro-
tecting confidential public assistance information and should accordingly point
out to any law enforcement officers or agencies who request informati~n of this
character, in cases not directly affecting the administration of public assistance,
the pertinent sections of the Social Security Act and the approved State
regulation adopted pursuant thereto.

7520. Recording of Liens

Various types of practices in recording liens against property of recipients
which have been found to reveal whole or partial lists of recipients include: use
of separate books in which to record public assistance liens; filing of public
assistance lien instruments in a separate receptacle; use of a separate index for
assistance liens ; and use of an obligee-obligor index.

In States having statutory requirements for separate lien books for assistance
liens, it should be determined : whether there is a miscellaneous record book and
whether the recording of assistance liens in such books jis possible; and whether
such recording would in fact result in a significant dilution of the assistance list.
If, therefore, after consideration of all possible revisions within the present
framework of the recording procedures, the State demonstrates that it is faced
with.a choice between doing away with blanket liens or continuing a recording
practice which yields a lisf, the Social ‘Security Board will not require the
abolition of blanket liens but will expect the State to rely on the application of
criminal sanctions against persons misusing these lists.

If separate lien books, files, or indexes are being used because of a require-
ment of the public assistance law, or if their-use is merely a matter of adminis-
trative convenience, and another satisfactory method of providing notice could
be utilized under the regular property procedures relating to notice, appropriate
revisions in law and practice will be required.

As_to obligor-obligee indexes, since these are a part of the traditional property
procedures, it is suggested that if there is a law revision commission within the -
State, the possibility of not including assistance instruments in this index, to-
gether with any other recording problems, be referred to such commission. If
feasible, it is recommended that the State consider indexing in the name of the
State rather than of the State agency, it thereby the assistance instruments ,
would become unidentifiable as such.

7530. Temporary—War-Related Disclosure of ‘Information

It the State agency determines to revise its policy on exceptions to make pos-
sible the release of public assistance information for war-related purposes, the
agency should establish essential safeguards limiting and- circumscribing the
policy to prevent unjust action with respect to the individual applicant as much
as possible. Standards and procedures which may be expeeted to provlde sueh

‘ safeguards include the following:
1. The poncy shotld be limited to the duration ot the war;
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-

2. Assurance should be available that the information is being released only
to duly authorized representatives of an established governmental authority
having specific responsibility for making administrative determinations or recom-
mendations with respect to (a) the loyalty or fitness of persons who may be
utilized in the military or naval forces or in essential war activities, or (b)
persons who may be suspected of engaging in activities inimical to the prosecu-
tion of the war.

8. Such information as is furnished should be specifically related to the pur-
poses outlined above. Proper assurance that the use of the information will be
limited to the purpose for which it is made available should be obtained.

4. Case record material which contains personal information that has no
direct bearing on the purpose for which the information is8 sought should not be
made available but an agency representative can present the pertinent factual
information known to the agency and make proper interpretation of the total
agency record with specific relation to the question at-issue, including considera- -
tion as to whether the information available is sufficiently current to be relevant.

In releasing information to properly authorized representatives of a govern-
mental authority, it is not expected that public assistance agencies will relax
their standards of protection of information sought by law enforcement agencies
for purposes of prosecution unrelated to the war, or for purposes unrelated
to the proper administration of public assistance.

7531. Disclosure to Selective Service Boards

The Bureau of Public Assistance believes that Selective Service boards, in
order to arrive at valid and consistent decisions regarding dependency, should
have access to relevant facts in the possession of the public assistance agencies,
including the source of their information. The Social Security Board, on Febru-
ary 10, 1942, approved the recommendation of the Bureau of Public Assistance
that in extending services to Selective Service boards, public assistance agencles
release information obtained from the Bureau of Old-Age and Survivors Insur-
ance on the same basis as information obtained from any other source. To at-
tempt to eliminate from the reports of the public assistance agency informa-
tion obtained from the Bureau of Old-Age and Survivors Insurance would result '
in incomplete and inadequate reports.

In making services avajlable to Selective Service boards State public assist-
ance agencies should be governed by the following policies and standards:

1. The State public assistance agency should develop working agreements on
a State-wide basis with Selective Service boards to assure itself in specific
terms that such boards accept responsibility to safeguard information made
available to them against disclosure, and to restrict the use of such information
to purposes for which it was made available,

2. In every instance in which the local Selective Service board has requested
the public assistance agency to supply information regarding the registrant,
the agency should inform the registrant and his family of the request and of the
agency’s participation in complying withi the request.

8. In making services available in cases already known to the agency, the
public assistance agency should report only current, factual information. To do
80, the agency will need to reappraise the information already available to it,
since that information was obtained for another purpose, and may not be suf-
ficiently current.

4. Only information relevant to the fact of dependency, as construed under the
provisions of the Selective Service Act and contained in Selective Service regu
lations, should be released.

6. Every precaution should be taken to assure that information of a petsonal
and confidential nature (especially medical diagnoses, statements regarding
family disorganization, past history of disecase, illegitimacy, ete.) will be put into
the liands of professional people only who will be in a position to limit its use
to the purposes for whceh it was made avaliable. -

Selective Service boards are governed by regulatlons issued by the National
Headquarters, under the terms of which the records of the Selective Service
boards are confidential to them, and information in their files cannot be made
available to any interested agency or even to the reglstrant’s family without
the consent of the registrant, - ‘

7610. State Legisiation

The protection of conﬂdential information glveh by applicants or recipients
in connection with their claims is a privilege appertaining to the applicant, and its
use is properly confined to that which is appropriate in carrying out the purposes
for which it was given to the agency, or otherwise to the extent expreesly per-

at

17878 0-13 - 211
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mitted by the applicant or recipient. One of the best tests of the effectiveness of
either a statutory provision or a rule and regulation regarding the confidential
character of public assistance records is whether it will protect the case record
against disclosure upon court order either through the subpoenaing of records
or the giving of testimony.

It is recommended that a statutory provision similar to that below be adopted
in order that the authority of the State agency may be clear, especially as lists
and records in the hands of other State or local officials may be affected. This type
of enabling provision is also preferable tc any attempt to draft detailed legisla-
tive provisions of a regulatory character. Detailed legislative provisions, unless
carefully drawn, may have an effect of denying applicants or recipients the
necessary access to, such portion of the case record upon the basis of which
determination was made as to eligibility for assistance,

Confidential Character of Public Assistance Records.—The rulemaking power

. of the State department shall include the power to establish and enforce reason-
able rules and regulations governing the custody, use, and preservation of the
records, papers, flles, and communications of the State and county departments.
Wherever, under provisions of law, names and addresses of receipients of public
assistance are furnished to or held by any other agency or department of gov-
ernment, such agency or department of government shall be required to adopt
regulations necessary to prevent the. publication of lists thereof or their use
for purposes not directly connected with the administration of public assistance.

A statutory provision similar to that below is also recommended as the best
method of rendering the misuse of lists and records unlawful. Unless such sanc-
tions already exist elsewhere in State codes, a specific provision will be requisite
in the public assistance law or preferably in appropriate sections of the general
laws of the State.

Misuse of Public Assistance Lists and Records.—It shall be unlawful, except
for purposes directly connected with' the administration of general assistance,
old-age assistance, aid to the blind, or aid to dependent children, and in accord-
ance with the rules and regulations of the State department, for any person or
persons to solicit, disclose, receive, make use of, or to authorize, knowingly per-
mit, participate in, or acquiesce in the use of, any list of or names of, or any
information concerning persons applying for or receiving such assistance, directly
or indirectly derived from the records, papers, files, or communications of the
State or county or subdivisions or agencies thereof, or acquired in the course of

" the performance of official duties.

Although the Federal requirement regarding the confidential character of lists
and records applies only to special types of public assistance, it is recommended
that provisions on this subject in State laws be broad enough to protect other
assistance and welfare records as well.

The CaamrMAN. The committee will meet again at 3 o’clock in this
room. We will adjourn until that time. ‘

(Whereupon, at 12:35 p.m., the hearing was adjourned, to recon-
vene at 3 p.m., this date.)

AFTERNOON SESSION '

The Cuamman. We are listed to have with us today Mr. Robert
Myers. We appreciate, Mr. Myers, your passing your turn so that
Mr. Weems could be heard and then be on his way. We are happy to
have you here and we have appreciated your good advice in years
gone by and we are glad to have your statement today.

Senator Curris. Mr. Chairman, I know we are running behind but
I will just be a very few seconds.

I want the record to show my very high regard for Mr. Myers.
Throughout his career in Government I found him not only a good

~ actuary but very knowledgeable of the social security law in all its
_aspects; and he has been most helpful to this committee and the Ways
and Means Committee over the years and I am so delighted that he
is back here to give us the benefit of his thinking. 4

Mr. Myers. Thank you very much, Mr. Chairman, and thank you,
Senator Curtis.
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Senator Byrp. Mr. Chairman, may I make a brief statement before
Mr. Myers starts? :

The CHAIRMAN. Yes.

Senator Byrp. Mr. Chairman, I have been concerned over the treat-
ment the committee has received by—from HEW and I have specific
referen.e to the fact that a member of this committee, Senator Ribi-
coff, sought information from HEW in July, 6 months ago, and that
request has been completely ignored, so far as I can find out. The in-
formation has not been submitted and so far as I can determine no
effort has been made to comply with that request by a committee
member. : v .

It seems to me that this dramatizes the problem faced by the people
all over the United States. How can the average citizen expect to get
any consideration from HEW if the Senate Finance Committee itself
receives no consideration? So I would hope that HEW would be
alerted to comply with requests of committee members and if they
don’t comply with such requests I would hope that the committee at
some future time would consider taking some action.

I thank the chairman.

- The CaairMaN. Thank you.

STATEMENT OF ROBERT J. MYERS, FORMER CHIEF ACTUARY,
SOCIAL SECURITY ADMINISTRATION

Mr. Myegrs. Mr. Chairman and members of the committee, my name
is Robert J. Myers. I am a professor of actuarial science at Temple
University, and also I am a consultant in the field of social zecurity
to a number of national organizations.

Quite naturally, I appear here today in my personal capacity, and
the views that I express are my own and not necessarily those of any
of these organizations. .

H{{ shall discuss only the social security and medicare provisions of

R. 1.

The bill contains many benefit liberalizations, some of which were
included in last year’s legislation that was not finally enacted. It also
includes a number of new liberalizations.

These various changes are each in themselves of considerable merit
and of an appealing nature. Their net result, however, is a very sig-
nificant increase in the cost of the program and in its scope. This is
evidenced by the fact that the ultimate combined emploYer-employee
tax rate for OASDI and hospital insurance together will be as much
as 14.8 percent of payroll on a $10,200 base initially. .

The latter base for 1972 is somewhat higher than would be statis-
tically justified, considering the various bases legislated since 1950

-relative to the covered earnings levels. ‘ , SR .

More specifically, this 14.8 percent contribution rate compares with

12.1 &rcent under present law, a very considerable rise.

- I believe that, desirably, there should be a limit on the level of taxa-
tion going to support the social security and medicare programs. If this
is not done, and if the tax rates are continually :increased to support
expansions of the Ero m, there will be decreasing activity in the
economic-security field by the private sector. Or, in other words, as
- Government does more and more in the social security field, people
will take less and less responsibility for themselves.
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The social security program has been established at such a level in
the past that it has been a floor of protection upon which private-sector
activities can build, and have so desirably and successfully built. I
believe that this is exactly what the social security program should do,
but I am afraid that the pending bill moves the program somewhat
away from the floor-of-protection theory.

_In 1961, when Senator Ribicoff was Secretary of Health, Educa-
tion, and Welfare, he held an interesting and significant colloquy with
the then chairman of this committee, the late Harry F. Byrd. There
was complete agreement between these two distinguished and knowl-
edgeable individuals that the absolute maximum tax rate under the
social security program—presumably possibly only for the cash-
benefits portion—should be 10 percent for the employer and employee
combined. We have already gone somewhat beyond this point because
the corresponding rate in present law is 10.8 percent. The pending bill,
however, would push this to 12.2 percent.

For the reasons discussed previously, I believe that H.R. 1 would
expand the cost and the scope of the social security and medicare pro-
grams too much, to the detriment of private-sector activities in the
economic-security field. Although the various benefit changes pro-
posed are generallir appealing and meritorious, I believe that many
of them should be eliminated on cost grounds. :

Mr. Chairman, in my prepared testimony I then go into considerable
detail on a number of technical points. To summarize, there are four
important points there:

ne is that I think there is a very serious drafting error in the bill
in regard to the determination of the premium rate under the SMI
- or part B portion of medicare. '

econd, in the amendments dealing with lifetime reserve days, I be-
lieve that a much more desirable change could be made.

Third, with regard to widow’s benefits, H.R. 1 contains provisions
that are patternegavery closely after what this committee very desira-
bly did in the legislation last year. However, I think there is still one
anomaly that will put people in a very difficult position and, in fact,
probably cause Members of Congress to get letters of complaint. Very
frequently, a widow can be severely penalized because her husband
made the unfortunate mistake of filing for social security benefits, in-
stead of not filing,

Finally, there is a provision in the bill with regard to the maximum
family benefits that I was very pleased to see. This followed the sug-
gestion that I made to this committee in its previous hearings and
could quite well solve the problem except for one thing. Rather sur-
prisingly, the maximum family benefit is relatively smaller for low-
earnings families than for high-earnings families. It seems to me that
a basic principle of social insurance is that low-earnings people should
receive at least as favorable relative payments as higher income peo-
i)le. I go into considerable detail in my testimony pointing out how the

ow-earnings people are not treated as favorably as the high-income
pe%ple, and how this anomaly and inequity can be resolved.

inally, Mi, Chairman, I would like to discuss briefly the actuarial
methodology for the cost estimate for the social security system.

The Advisory Council on Social Security has recommended dras-
tio chan%s in the methodology used previously and as'is used to
develop the financing in the House-passed bill. 8pecifically, thie Ad-
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visory Council proposes that the cost estimates should be based on
the assumption that, in line with the automatic adjustment provisions

in the bill, earnings levels will increase each year indefinitely into the

future. Depending upon the relative assumption as to increases in

wages, and increases In prices, that procedure may show an apparent

what I would call actuarial profit which can be used to finance lib-

eralizations of the program. .

It is my understan(ﬁng from newspaper accounts that the adminis--
tration supports this approach:

I believe that this is not a prudent course of action, namely, to count
on profits arising from future economic changes over a long future
period before such changes occur.

On the other hand, under currently used actuarial techniques, the
rocedure has been to utilize such actuarial gains only after they
ave materialized. If rising earnings assumptions are considered de-

sirable in connection with the automatic adjustment provisions, I be-
lieve that they should be limited to only the next 5 years, with constant
wage levels assumed thereafter.
oreover, the proposed method of procedure of counting on in-
creases in the wage level indefinitely into the future is extremely sensi-
tive to the assumption made. If it is assumed that wages increase at
twice the increase in prices, a sizable actuarial profit 18 shown; but
if this ratio is only 124 to 1, such a profit vanishes. It may be noted
that in recent years the ratio has been much lower, about 114 to 1.
. It is most important to note that the question of the financing method
is entirely separable from that of the actuarial methodology; in other
words, the current cost method proposed by the Advisory Council, and
with which I thoroughly agree, can just as readily be followed under
the current actuarial methodol as under the changed actuarial
methodology proposed by the Advisory Council. Thus, if H.R. 1 as
passed by the House were to be enacted, I believe that the future tax
schedule could be spread out more; and in my prepared testimony I
have indicated a schedule that would finance the provisions of H.R. 1
in as ad;i;uate a manner as the tax schedule therein, but spreading the-
_tax schedule out more in the future so that, for example, in 1975-76
the rate for OASDI would not have to be increased as high as 12.4
percent, but rather a lower rate such as 11.6 percent would be sufficient.

This proposed schedule would result in the accumulation of much
smaller trust fund balances, along the line of the current cost recom-

mendations of the A dvisory Council.

Thank you, Mr. Chairman.

The Cramman. Thank you very much, Mr. Myers.

I would like to have placed in the record at the close of your testi-
mony the article you wrote as to the difference between the expansion-
ist philosophy and the moderate philosophy over in the department
when you were there, because I think it helps to point up what the two
theories are, and as between those who think that social security should
provide a bare minimum with people providing on their own such-

‘additional coverage as they think they ought to have for secuvity, and
those who feel tiut the Glovernment program ought to provide for
evqrytlnntg. And-if you have a copy of it—1 believe our staff has a copy
of it—1I think it might be well, after the interrogation of the witness
it ought to appear.? T . : : .
18ce p. 874, - : . -
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In your statement you expressed your views on the method of
financing social security benefits recommended by the Social Security
Advisory Council. Other substantial chan%es in social security financ-
ing have been proposed in recent years—I am thinking particularly
of the bill, S. 2656, introduced by Senators Muskie and Mondale a few
months back. I would a,gpreciate it if you would comment on this bill
and any other major changes in financing that had been proposed.

Mr. Myers. In answering this question, I shall first describe the
ﬁ'oposal contained in S.2656, introduced by Senators Muskie and

ondale (and as described by Senator Muskie in the Congressional
Record for October 5,1971), and I shall then discuss whether the bill

rovides the proper financing. Finally, I will give my views on the
asic principles involved in this proposai.

Under S. 2656, the maximum taxable earnings base under social
security would be eliminated for both employer and worker taxes. In
addition, workers (both employees and self-employed persons) would
have exemptions so that they would not pay social security taxes on
certain specified amounts of their earned incomes—namely, In essence,
g ﬂa.ti $1,000 per year per family, plus $750 per year per person in the

amily.

Furthermore, the tax rates for 1972-74 would be adjusted so thaf;
as a result of removing the maximum taxable earnings base and o

roviding certain exemptions for workers, the total taxes—separate-

y for all employers combined and for all workers combined—would
be the same as under H.R. 1. The resulting tax rates under the bill
for OASDI and HI combined-are 5.2 percent for workers and 4.5
percent for employers (the explanation of the bill in the Congres-
sional Record incorrectly states that the self-employed would con-
tinue to Sgy the present 7.5 percent rate). .

In addition, increases in the cash-benefits table would be provided
for workers earning over $10,000 per year, but the same benefit would
be provided for all workers earning over $20,000 a year. Such benefit
increases in the $10,000 to $20,000 band would be relatively nominal.

Finally, the bill provides, in general terms, that tax rates for 1975
and after would be determined (with a general structure parallel to
that used in developing the 1972-74 rates), so as to produce results that
will follow the current-cost financing method. )

I have made calcul}a,tions to check the adequacy of the tax rates
prescribed in S. 2656 for 1972-74. The prescribed 4.5-percent rate for
employers on the entire payroll will produce about the same tax in-
come as the 5.4-percent rate on a $10,200 base contained in H.R. 1. On
the other hand, the 5.2-percent tax rate on employees and self-em-
ployed persons under S. 2656 will not produce as much tax income as
the tax rates of 5.4 percent on employees and 7.5 percent on self-
emgloyed persons contained in H.R. 1. Instead, such 5.2-percent rate
in S. 2656 should be about 6 percent to produce the equivalent financ-
ing to that contained in H.R. 1. |

ext, considering the general basis of the financing provisions of
S. 2656, it should be noted that, on the surface, this bill seems to be pro-
ducix;s a political miracle; namely, insofar as workers are concerned,
by reducing the social security taxes for 68 million workers and in-
creasing them for only 8 million workers, while at the same time pro-
ducing the same amount of total tax revenue. According to my cal-
culations, this result would not be achieved if there is to be an equiv-
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alent amount of tax revenues raised, because of the inadequacy of the
income from taxes on workers, as I have indicated above.

In any event, however, even if an adequate tax rate is used, the pro-
posal would result in far more workers paying lower taxes than those
paying higher taxes, but this does raise a question as to the equities
mvolved. In fact, for the highest-income workers, such as those earn-
ing over $20,000 a year, the taxes beyond this point produce no addi-
tional benefits and impose what is an additional gross income tax of
about 5 percent, which may produce an excessive tax burden that will
discourage income-producing efforts, and which is contrary to the
action that the Congress has taken in recent years to avoid such results.

In my opinion, the gencral basis of the Muskie-Mondale proposal is
not desirable, since it tends to destroy the basic underlying principle of
a contributory earnings-related social insurance system providing
benefits as a statutory right. Many people will get benefit protection
without paying contributions, and they will thereby have much less of
a feeling that the benefits are theirs as an “earned right.” Conversely,.
many persons at the middle and higher income levels will receive bene-
fit protection worth far less than their contributions. A. social insur-
ance program need not—in fact, should not—provide benefit protec-
tion exactly equal to the contributions paid in each case, but it should
not have no such correspondence or relationship involved.

The argument made 1n favor of the Muskie-Mondale proposal is that
the present tax basis for social security is regressive, and therefore
inequitable. In my oFinion, this is nct so, because those who argue in
this manner fail to look at both sides of the matter—the benefits as
well as the taxes. Since the benefit formula is heavily weighted in favor
of those with low income, the combination of taxes imposed and benefit
protection provided is definitely progressive as we move up the earn-
ings scale to the maximum taxable earnings base. For those above this
base, the tax becomes a smaller and smaller proportion of total income,
but so equally do the benefits. In other words, the highest-income per-
sons are treated exactly the same in absolute dollar terms as are those
at the base—and much less favorably than lower-income persons. Cer-
tainly, this is equitable in a social insurance program.

I see no reason why lower-income persons should receive special tax
treatment directly within a social insurance program, any more than
they should pay lower prices than other ﬂ):rsons when purchasing gro-
ceries in a store. Social insurance should be considered in the same light
as all other goods and services that people buy, and the same relative
rates should be charged to all. If the incomes of the lowest-paid workers
need to be supplemented, this should be done by a separate program and
not by bargain rates on only one item of their normal living
ex}l)‘endltures. ;

he CramrmaN, Also in your statement you show a table of recom-
mended combined tax rate schedules. Do you have any available mate-
rial showing how the trust-fund balance would accumulate under these
suggested rates? ’

r. Myzrs. I'll supply a table giving the results of my computations
of the progress of the combined old-age and survivors insurance trust
fund and disability insurance trust fund under the contribution sched-
ule which I proposed. The actual schedule for the QASDI tax rate for
the employer and the employee combined is shown in footnote b of the
table. The progress of the hospital insurance trust fund is not shown,
since it would be virtually the same as shown in the House report on
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H.R. 1, because the tax schedule which I recommend for that part of the
program would be the same as in H.R. 1, except for the slight difference
that in 1977 my schedule would have a combined 2.4 percent employer
employee rate (instead of 2.6 percent, all other years being the same.

s can be seen from this table, my proposed tax schedule would result
in significantly lower trust-fund balances accumulatin{ir. For example,
at the end of 1980, such balance would be about $82 billion under myv
proposed schedule, as against $164 billion, or twice as much under tha
schedule in H.R. 1.

Or to look at the situation in another manner—and, in fact, the more
appropriate way—under my proposed schedule. the trust fund would
represent about 1.2 years disbursements in 1980 after having risen
slowly from a ratio of about 1 in 1972-74. This situation reasonably
closely parallels the financing recommendation of the Advisory Coun-
cil, which I strongly support and which I have believed in for a number
of years. On the other hand. the schedule in H.R. 1 produces excessive
growth of the trust-fund balance, according to the current-cost financ-
ing basis; the trust-fund balance in 1980 represents as much as 2.4
years outgo.

(The table referred to follows :)

ESTIMATED PROGRESS OF OASI TRUST FUND AND DI TRUST FUND COMBINED UNDER H.R. 1 AS PASSED BY HOUSE
USING TAX SCHEDULE IN H.R. 1 AND ALTERNATIVE TAX SCHEDULE PROPOSED BY ROBERT J. MYERS, 1972-81

[In biltions)
Railroad
Adminis- financial  Fund at

Contri-  Interest  Benefit  trative inter- end of Furd

Calendar year butions onfund payments expenses change year ratio 1
Basodsgg tax schedule in H.R. 1: 3.3 $2.2 L3 0.8 $0.7 .1 0.97
46.6 2.4 44.5 .9 .8 47.0 .97

49.8 2.7 A7.8 .9 .9 50.0 .98

61.6 3.1 50.1 .9 .9 62.7 1.17

62.2 3.5 52.6 1.0 .9 73.9 1.31

76.6 4.4 55.2 1.0 .9 97.8 1.65

77.4 5.6 58.0 1.1 .9 120.8 1.95

78.2 6.7 60.9 1.1 .9 142.8 2.19
79.0 1.8 63.9 1.2 .9 163.6 2.40

56.7 2.8 50.1 .9 .9 57.6 1.07

57.2 3.1 52.6 1.0 .9 63.4 1.13

57.8 3.3 55.2 1.0 .9 67.4 L4
63.5 3.6 58.0 1.1 .9 74.5 1.20

64.1 3.9 60.9 1.1 .9 79.6 1.22

64.5 4,1 63.9 1.2 .9 2.2 1.2

1 Ratio of fund at end of year to outgo for benefit payments and administrative expenses for next year. i
2 Figures for 1972-74 same as in above data for tax schedule in H.R. 1. These tax schedules for the combined employer-
employee OASDI rate are as follows:

Percent of—
H.R. 1 sched- RIM sched-
Calendar years ule ule
8.4 8.4
10.0 9.2
12.2 9.2
12.2 10.0
12.2 11.0
12.2 12.0
12,2 12.8

of data: ‘
1) Data for tax schedule in H.R. 1:for 1972-75, from House reporton H.R. 1 (p. 132, H, Rept. No, 92-231); for 1976-80
i m:g;g by Robert J. Myers, using assumption that the cost of living and the general earnings level do not increase
after 1975,

(2) Data for tax schedule proposed by Robert J. Myers is estimated from data derived in item (1).

Source
ost
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The CHAIRMAN. Are there inany ll)eople left in the Department in
%I posil?;ion of responsibility who share your moderate views, Mr.
fyers

%c[r. Myers. I think there are a number of people there that do, but
I would say that the people at the top in the Social Security Adminis-
tration stilfhold what I would call the expansionist theory.

The Cuairman. Senator Curtis ?

Senator Curtis. Mr. Myers, on page 3, in talking about the costs
you refer to the fact that the Government contribution is not deter-
mined on an incurred basis, as it properly should be and is done under
presimt law, but rather on a cash basis which produces inequitable
resuits.

Would you just elaborate a little bit so some of us nonactuaries get
the picture a little bit ?

r. MyEers. Yes, Senator Curtis, I would be glad to do that.

This is in regard to the drafting language in the bill about the
method of determining th¢ premium rate for part B under the new
method that has been suggested by the——

Senator Curris. Part B is what? The beneficiary would have to

ay. it? .
P g[r. MyERrs. Part B relates primarily to physician fees.

Senator Curtis. Yes; and that is what the beneficiaries nave to pay
a monthly fee on %

Mr. Myers. Yes; they pay a monthly premium that is now $5.60 a
mor.ch and will be up to $5.80 a month next J vly.

Senator Curtis. Yes. -

Mr. Myers. This is a rather technical point in determining how
much the Government should pay to match the premiums of the bene-
“ficiaries. The entire concept of determining premiums under part B
is to do it on an incurred cost or on an accrual Easis, not as to when the
benefits are paid, but when the services were rendered. It seems to me
that the only proper procedure is that, when the Government matches
these contributions, it should do it on an incurred cost basis, just as the
premium rate itself is determined that way.

Senator Curris. What would be the practical result of this?

Mr. Myegs. The practical result of the provision as it is now written,
which I wouldn’t say is a world shaking or devastating effect, is that
the matching money coming in from the Government would not be
guite as large as it would otherwise be. In other words, I think the

und would not be treated equitably by the Government in this
financing, in the so-called matching-financing provision.

Senator Curris. If this change were made?

Mr. Myers. The way the bill 1s, as drafted now.

Senator Curris. The fund would niot be treated-——

Mr. Myers. The fund would not be treated properly as it is drafted
now. Of course, one of my concerns, and always one of my concerns in
the past, is that the social security trust funds sh:ould be treated fairly
and equitably by the Government in its dealings with them.

Senator Curtis. I know that you state that you would be glad to
nssist the staff in any drafting amendments. I can’t speak for them but
I know they would welcome it. :

Now, you referred to a tax rate which you have submitted here. That
is based on the assumption—those rates are arrived at on the assump-
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glon1 t.ha?t the increases in the bill as it passed the House would become
he law .

Mr. MyErs. Yes, that is correct, Senator. :

Senator Curtis. Yes; even though you personally have reservations
about the enactment of the total package, what you have worked out
is for the bill as the House passed it and not for any other proposal
that you have made?

Mr. Myers. Yes, that is correct, Senator. I said that, if you expand
the program this much, which I think is going too far, then you ought
to finance it by a more pay-as-you-go tax schedule that defers the tax
increases more out'into the future, rather than starting them in the
very immediate future and building up very large funds.

enator Curtis. It has always been contended, with considerable
merit, that in the OASDI everyone had a participation and that they
were making their contribution and it added dignity for the recipient,
because the social security payroll tax has paid the whole bill.

Mr. Myers. That is correct, and it is very important.

Senator Curtis. Yes. I think that what you point out about an
expansionist program getting so high that it endangers the whole
Erogra-m is worth considering because already the social security tax

as gotten so high that people are asking for relief from it. Sugges-
tions are being made that perhaps part of the costs should be borne
by the general treasury or that certain classes of people have their
social security tax returned to them. "

Do you regard those as sort of danger signals that we may have the
social security tax near a maximum ¢ .

Mr. Myers. Yes, Senator, these are certainly indications that we are
vexéy close to that point.

enator Curtis. Do you think the fact that the social securitg l())ro-
gram, and, again, I am referring to title IT, has been supported by a
payroll tax borne one-half by the employees, that in addition to that,
giving the recipient a sense of participation, a sense of paying some-
thing which results in a feeling of dignity and self-respect, that that®
system also has served in the past as a reasonable restraint against
benefits that might be attractive but cost a lot of money?

Mr. Myers. Yes, I think you have expressed that very well, Senator
Curtis. That has been really the great strength of the program, and
I think that is the reason 1t has such wide acceptance and support
among the American public. ,

Senator Curtis. Once we deviate from half of it, so far as the em-
ployed group are concerned being paid by the employees we take a
chance on losin%\both the restraint as well as the concept of the bene-
fit ; isn’t that right ¢

Mr. MyErs. Yes; I think so. People will have less of a feeling that
this is something that they and their employer have done for them-
selves and that it is not a gift or dole from the Government. So I think
there is a real danger in departing from the principle that has been
tf:]lowed for the over 30 years of existence of the social security sys-

m. ’ ‘ - ‘

Senstor Curris. Thank you.

The CrHAIRMAN. Any further questions?

Senator FANNIN. Yes, Mr. Chairman.

Mr. Myers, you make, I think, a very profound statement here re-
garding the actuarial methodoloiy for the cost estimate for the social
security system and when you talk about actuarial profit o:: page 8 and
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about the financing and utilization of the program, we hear continu-
ously about what we can do because of this surplus or the amount of
money that is going to be available and in the future, speaking from
an actuarial standpoint. S

Now, I am vitally concerned because I don’t think we can depend
upon these increases in the future from the competitive standpoint
when we realize, for instance, that in Japan, a highly competitive coun-
try to ours, our wage rates are about 400 percent over theirs; and when
we also consider that when we revalued the yen and devalued the dol-
lar, on only a 17 percent turnaround, do you think it is safe to use
a formula or to base our actuarial profit on these increases?

Mr. Myers. No, Senator, I certainly agree with you. I think it would
be most imprudent to, in a sense, use expected gains in the future for
benefits today. I think it is only proper to look at the situation today
to see if any actuarial profits have developed in the system from its
past experience and then utilize them. This is what the Congress has
always done in the past, and I think very properly so.

Senator FANNIN. Don’t you think we are facing a different situa-
tion than before with the tremendous imports into this country, our
drop in exports, that there will be a greater tendency to recognize, 1
hope, the position that we are facing and that we will not jump ¢o con-
clusions that we are going to be able to continue these increases? In
fact, I think perhaps we will level out and in some instances we may
seeca-drop. 1 know they don’t consider it possible but if we look at
it from a competitive standpoint, I don’t see how we can reach any
other conclusion, : : '

Mr. MyERrs. Yes, Senator, there are other important factors too, such
as ecology. If we spend more and more money to have a cleaner en-
vironment, and we quite properly should, this is really going to be a
decreasing factor insofar as productivity is concerned and that, too,
can have an effect on the future course of wages. So it seems to me
most imprudent to project future gains from something that may or
may not eventuate.

enator FANNIN. Because all of those costs enter into the unit costs
of a particular product and so when we are talking about what can
be done we must take all factors into consideration.

Mr. Myers. Yes, Senator, that is absolutely correct.

Senator FaAnNiIN. Well, thank you very much, sir.

The Caairman. Thank you very much.

Senator Byrd¢
*“ Senator Byrpo. Thank you, Mr. Chairman.

Just two brief questions, Mr. Myers.

You mentione& that in 1961 that we generally agreed that the ab-
solute maximum tax under social security-should be 10 percent. Look-
ing at it from the point of view of 1972, what would you regard as
the maximum limit ?po

Mr. Myzrs. Senator, I think your very distinguished father really
had a very clear concept of this, and it wasn’t just a concept that was
applicable only then. This is one concept that is ongoing; it is a thing

.that does not change.

I wouldn’t say that 10 percent was the absolute limit. If you go

—.t0 10.1 or 10.2 or 10.3 percent, this is not going to produce disaster.

But it certainly seems to me that, as soon as you get up around the
10 percent level, you should move with extreme caution in going beyond -
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it, as H.R. 1 does. You should be certain that, if you go beyond this
limit, there are very good reasons for doing it and that it was ab-
solutely necessary to do so and that it wasn’t just you were doing it
because these benefits seemed attractive. Just as when a person goes
to a tztsore, if he is prudent, he buys what he can afford, not what he
wants.

Senator Byrp. So the 10 percent maximum limit, you feel, is almost
asapplicable today as it was 11 years ago?

r. MYERs. Yes, Senator Byrd, I do.

Senator Byrp. Just one other question: How sound, actuarially, is
the social security fund ?

Mr. MyEers. At the present time, it is in very sound shape; that is,
insofar as the cash benefits part of the program. The hospital insurance
Eortion of the program, as H.R. 1 recognizes, and as the executive

ranch has recognized, is in some financial difficulty. There will have
to be higher tax rates legislated for it even if nothing else were done,
because of the extremely rapid rise in hospital rates that there was in
the past 3 or 4 years, much more than an Eody had anticipated.

But as far as the major program, the cash benefits one, it is in
very good actuarial shape under what I would call very reasonable
assumptions and methodology.

The bill—H.R. 1—as the House passed it, and as both the House
and the Senate have always done, is soundly financed, but the question
is “even though it may be soundly financed, how higfl a level of taxa-
tion do you want to have in this country going into governmental pro-
grams and what effect may they have on private programs.”

Senator Byrp. Thank you, sir.

Mr. Myers. Thank you.

Senator Byro. Thank you, Mr. Chairman.

The Cuamrman. Thank you very much, Mr. Myers.

Mr. Myers. Thank you. It is always a pleasure to appear before
this committee, Mr. Chairman.

(Mr. Myers’ prepared statement, a ]lmper of Mr. Myers referred to
i)fr the chairman, and a subsequent letter with attachment of Mr.

yers to the chairman, follows, Hearing continues on page 887.)

STATEMENT OF ROBERT J. MYERS

SUMMARY

~ This testimony relates only to the Social Security and Medicare provisions

of HR.1 The principal point made is that, although many of the proposed
changes are both appealing and meritorious, there is considerable question of the
desirability of the entire package, because of the heavy cost involved and the
resulting high tax burdens. The latter would reach an ultimate combined em-
ployer-employee tax rate of as much as 14.8% of payroll by 1977, on a $10,200
base initially. ’

The other major point concerns the financing recommendations of the Ad-
visory Council on Social Security, which I believe the Administration i8 sup-
porting. I am in complete agreement with the proposal to move more closely to
current-cost financing, and I am submitting a tax schedule on this basis different
from that contained in H.R. 1 (assuming that its benefit provisions would be
enacted as in the House-passed bill). On the other hand, I strongly disagree with
the changed actuarial methodology, largely on the grounds that it is not prudent
now to count on profits arising from further economic changes over a long future
period, before such changes occur.

Finally, several technical comments on the bill are made, such as where the
drafting language used is d-fective, where simplification could be made without
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significantly increased cost, or where inequitable situations are produced that
could be eliminated without significantly higher cost.

STATEMENT

Mr. Chairman and members of the committee : My name is Robert J. Myers.
I am Professor of Actuarial Science at Temple University and also a con:ultant
in the fleld of Social Security to a number of national organizations. I aw, of
course, appearing here today only on my own behalf, and my views do not neces-
sarily reflect those of these organizations. ‘

I shall discuss only the Soclal Security and Medicare provisions of H.R. 1. This
bill contains many benefit liberalizations, some of which were included in last
year's legislation that was not finally enacted (H.R. 17550). It also includes sev-
eral new lHberalizations, '

These various changes are, each of themselves, of considerable merit and are
of an appealing nature, Their net result, however, is a very significant increase
in the cost of the program and in its scope. This is evidenced by the fact that the
ultimate combined employer-employee tax rate for OASDI and Hospital Insur-
ance together is as much as 14.8 percent of payroll, on a $10,200 base initially.
The latter base for 1972 is somewhat higher than would be statistically justified,
{:o::l:dering the various bases legislated since 1950 relative to covered earnings
evels,

More specifically, this 14.8 per cent ultimate rate compares with 12.1 per cent
under present law—a very considerable rise. I believe that, desirably, there
should be a limit on the level of taxation going to support the Soclal Security and
Medicare programs. If this is not done and if the tax rates are continually
increased to support expansions of the program, there will be decreasing activity
in the economic-security field by the private sector. Or, in other words, as Govern-
ment does more and more in the Social Security fleld, people will take less and
less respongibility for themselves. :

The Social Security program has been established at such a level in the past
that it has been a floor of protection upon which private-sector activities can

" build, and have so desirably and successfully built. I believe that this is exactly

what the Sociai Security program should do, but I am afraid that the pending
bill moves ‘he program somewhat away from the floor-of-protection theory.

' In 1961, when Senator Ribicoff was Secretary of Health, Education, and Wel-
fare, he held an interesting and significant colloquy with then-Chairman ¢ this
committee, the late Harry F. Byrd (pages 77-78, Hearings on Social Security
Benefits and Eligibility, H.R. 6027, May 25-26, 1961). There was complete agree-
ment between these two distinguished and knowledgable individuals that the
absolute maximum tax rate under the Social Security program—presumably
poesibly only for the cash-benefits portion—should be 10 per cent for the employer
and employee combined. We have already gone somewhat beyond this point,
because the corresponding rate in present law is 10.3 per cent. The pending bill,
however, would push this to 12.2 per cent, ‘

For the reasons discussed previously, I believe that H.R. 1 would expand
the cost and the scope of the Social Security and Medicare programs too much,
to the detriment of private-sector activities in the economic-security fleld. Al-
though the various benefit changes proposed are generally appealing and meri-
torious, I believe that many of them should be eliminated on cost grounds.

Before closing, I would like to niake several technical comments on the bill.
Section 208 revises the method of determining the premium amount for en-
rollees under the Supplementary Medical Insurance program (Part B). I agree
that the proposed changed procedure is desirable, but the drafting language
used 1s defective in a number of instances. Specifically, for one thing, the
Government contribution is not determined on an incurred basis—as it prop-
erly should be and as is done under present law—but rather on a cash basis,
which produces Inequitable results. If you desire, I shall be glad to furnish
your staff with drafting language which will correct this situation.

The bill would increase the number. of lifetime-reserve days under the Hos-
pital Insurance program. I recommend that, instead of doing this, the con-
cept of lifetime-reserve days should be eliminated, and the 60 days now allowed
should be available automatically for each spell of illness. This would elim-
inate many problems that now arise under this provision, both for the bene-

ficlaries and the Social Security Administration, because the beneficiaries must

elect individually each time whether or not to use the reserve days. It is not
always advantageous to make such use, because, in certain instances relatively
negligible benefits are produced by the lifetime-reserve days, and yet the reserve
is used, when it might later be used to better advantage. - ‘
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The beneflciary would, under my proposal as to elimination of the lifetime-
reserve concept, not be faced with making a choice which he might not be suf-
ficiently informed to do wisely (especially when he has been in the hospital for
a long time). Also, the Social Security Administration frequently. cannot know,
prospectively, what the best choice is for a beneficiary. My proposal would
have no cost effect on the bill, because the savings from not going to 90 days
mould about offset the cost of giving the additional 60 days in each spell of

ness.

Last year when I testified before this committee on H.R. 17550, I recom-
mended that, when primary benefits are increased by a certain percentage across
the board, then the maximum family benefits for future claimants should be
increased by the same percentage. I am gratified that this approach was taken in
the version of H.R. 17650 which your Committee approved last year and also in
the legislation enacted this year and in the pending bill

I believe that this procedure results in a more equitable approach for deter-
mining maximum family benefits for the different earnings levels. There is, how-
ever, one remaining situation that is not entirely consistent and equitable—
namely, for benefits based on low average monthly wages. One of the basic prin-
ciples of social insurance is that benefit amounts should be weighted in favor of
lower-paid workers, or at least not in favor of high paid ones. Yet, surprisingly,
in this instance, just the reverse procedure is being followed.

Specifically, for average monthly wages of $289 or less, the maximum family
benefit is always 150 per cent of the Primary Insurance Amount. After that
point, the ratio increases to 175 per cent for average monthly wages of $352-56,
and then rises to a maximum of 187.6 per cent for average monthly wages of
$432-36 and thereafter declines to 175 per cent for average monthly wages of
$628 and above. I believe that, in all fairness to beneficiarics receiving benefits
based on low average monthly wages, the maximum family benefits as shown by
the benefit table should be increased for all average monthly wages less than
$3567 so that they are 178 per cent of the corresponding primary benefit.

The reason that the present inequitable situation occurs for beneficiaries
with benefits based on low average monthly wages is that, in the past, there
was the restriction of the family maximum not exceeding 80 per cent of aver-
age monthly wage, although in no case being less than 150 per cent of the pri-
mary benefit. The logic of this approach no longer prevails—and the 80 per cent
portion of it has been abandoned—because, as indicated in my previous testi-
mony, the average monthly wage is now recognized as only a notional concept,
since it is based on a career-average method of computation. For further in-
formation on this point, may I refer you to my article “New Insight as to
the True Basis of Social Security Benefits” in the August issue of Pensgion &
Welfare News.

As you know, even under present law, the primary benefit can exceed the
computed average monthly wage in some instances. In even more instances, the
maximum family benefit can exceed the computed average monthly wage. Thus,
the fact that maximum family benefits can exceed average monthly wage to a
somewhat greater extent under my proposal is not a weakness.

The increase in the cost of the program for my proposal to increase the
maximum family benefit for those at the lower earnings levels is relatively low—
a level-cost of about .05 per cent of taxable payroll, This could be met—and
this fnequity could be eliminated—by dropping some of the liberalizations
in the. bill that are meritorious but are not necessary to correct clearly in-
equitable situations. .

Under the bill, the provision for increasing widow’s (and widower’s) bene-
fits contains the reasonable limitation that the widow’s benefit should not be
larger than the benefit that her husband had been receiving (if he had actual-
ly filed claim and become entitled to benefits). In certain cases, however, this
grocl:&edure can result in great inequities and in serious administrative dif-

culties. C

An example will clearly indicate the situation. Suppose that an insured
worker is aged 62 and is eligible for a Primary Insurance Amount of #230.80,
and thus a reduged primary benefit of $175.50. If his wife is then aged 65, he is
confronted with a serious dilemma and the Social Security Administration
would have great administrative dificulty in advising him what to do. The prob-
lem is that, if he files a claim for benefits, his widow’s benefit will be frozen at
only $176.60. Thus, if he were to dle in a few months, his wife would suffer a
great loss (having an actuarial value of about $6,000) as compared with the
situation if he had not filed claim (in which case the widow’s benefit would
have been $219.30). . : ‘
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In other words, in situations like this, where the wife is somewhat older
than the husband, there will be considerable question as to the desirability
of filing claim. Or there will be the inequity of having to file a claim because of
economic necessity and then losing very substantially over the long run thereby.
Some people will make the wrong cholice, and Members of Congress will hear
about it. ,

The solution to this problem is relatively simple. The limitation involving
the husband’s benefit should be as follows:

(1) When the husband dies at or after age 65—the amount of the benefit
which he was actually receiving (as the House-passed bill provides).

(2) When the husband dies before age 65—the amount of the benefit which
he would have received at age 65 if he had survived to that age and had had a
so-called round-up recomputation which recognized only the benefits that he
had actually received before his death.

Section 128 of the bill desirably and logically . remedies a long-standing in-
equity and anomaly in the law—namely, that wages received after the calendar
year of death are taxable under Social Security but are not creditable for bene-
Ait purposes. Logically, the same treatment should be given to wages received
in any year all of which is included in a period of disability. The House-passed
bill does not do this, and I recommend that this change be made.

Finally, I would like to discuss briefly the actuarial methodology for the cost
estimates for the Social Security system. The Advisory Council on Social Se-
curity has recommended drastic changes in the methodology used previously
(and as used to develop the financing in the House-passed bill).

The Advigory Council proposes that the cost estimates should be based on the
assumption that, in line with the automatic-adjustment provisions in the bill,
earnings levels will increase each year indefinitely into the future. Depending
upon the relative assumptions as to increase in wages and increases in prices,
this may show an apparent “actuarial profit,” which can be used to filnance
Iiberalizl?t!ons of the program. I understand the Administration supports this
approach.

I believe that this is not a prudent course of action—namely, to count on
profits arising from future economic changes over a long period, before such
changes occur. On the other hand, under currently used actuarial techniques,
the procedure has been to utilize such actuarial gains only after they have ma-
terialized. If rising earnings assumptions are considered desirable in connec-
tion with the automatic-adjustment provisions, I believe that they should be lim-
ited to the next five years, with constant wage levels assumed thereafter.

Moreover, the proposed procedure of counting on increases in the wage level
indefinitely into the future is extremely sensitive to the assumptions made. If it
is assumed that wages increase at two times the increase in prices, a sizable
actuarial profit is shown, but if this ratio is only 124 to 1, such a profit van-
ishes. It may be noted that, in recent years, the ratio has been much lower—
about 134 to 1. This sensitivity is well illustrated by the material on pages 44
and 45 of your Committee Print, “Material Related to H.R. 1: Social Security
Cash Benefits and Social Security Financing”, dated July 14, 1971.

It is most important to note that the question of the financing method is en-
tirely separable from that of the actuarial methodology. In other words, the
current-cost method proposed by the Advisory Council—with which I agree—
can just as readily be followed under the current actuarial methodology as
under the changed methodology proposed by the Advisory Council. Thus, if HR. 1
as passed by the House were to be enacted, I believe that the future tax sched-
ule should be spread out more, as for example, in the following manner for the
combined employer-employee rate for cash benefits and hospital insurance

_ combined:
1!n percent}

Schedule Proposed

in WA 1 schadule
10.4 18
10.8 {
12.4 1
14.8 1
I
s 4.
s 15.
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This proposed schedule would result in the accumulation of much smaller
trust-fund balances, along the lines of the current-cost recommendations of the
Advisory Council.

TaHE FUTURE OF SoCIAL SECURITY—IS IT IN CONFLICT WITH PRIVATE PENSION
PLANg?

INTERRELATIONSHIP OF SOCIAL SECURITY AND PRIVATE ECONOMIC SECURITY
PLANB

(By Robert J. Myers, F'SA)

The future development and role of the social security program, and its con-
comitant effect on the private pension system of the country, depend on many
factors and elements. This paper will discuss several of these matters, namely :
Scope of Paper )

(1) The interrelationship of social security and private economic security
plans.

(2) The expansionist philosophy of social security.

(3) The moderate philosophy of social security.

(4) The concept of poverty. .

(6) The effect of the consolidated budget on social security. .

(6) Income-tax integration rules for private pension plans and similar
other requirements.

(7) The influence of social security staff on the development of the
program,

The basic question may well be raised as to whether the social security pro-
gram and private econotuic security plans—private pension plans and individual
insurance and savings—should be competitive and in conflict, or whether they
should complement each other.

For many years, the viewpoint has been widely expressed that social security
should provide a basic floor of protection upon which private economic security
measures can, should, and will build. In other words, under this concept, social
security and private economic-security efforts are complementary and are by no
means in conflict. Lately, however, in certain quarters, an efort is being made to
rewrite history so as to “prove” that the floor-of-protection concept never really
existed, except possibly in the minds of those who were basically opposed to the
social security program.

There are some, whom I term “the expansionists,” who believe that the Gov-
ernment should provide full economic protection for virtually the entire popula-
tion when an earnings loss occurs. Specifically, they feel that the Government'’s
responsibility for retired persons goes way beyond providing them a level of
benefits upon which the vast majority can subsist, but beyond which they can
build further economic security by their own efforts, The expansionists feel that
the government should provide a level of income replacement that is virtually as
high as income before retirement. And they would use the social security pro-
gram as a tool to do so.

There is & very important philosophical question here. Is this properly and
desirably the function of government? Or is it sufficient—and actually better—
for the Government to establish a social insurance system which will provide a
" floor of protection upon which people can build either individually or Jjolintly
with their employers? In other words, is it desirably the Government's funetion
to take complete care of all the citizens? If so, then one might well agsk how far
this should be extended into the private lives of people of all ages, whether work-
ing at adequate wages or not. :

THE EXPANSIONIST PHILOSOPHY OF SOCIAL S8ECURITY

Let us now turn to how the expansionists would achieve their goals in the
area of cash benefits under social security. I shall not deal in this paper with their
goals in the medical care field, other than to state the obvious, but most sig-
nificant, point that, in the long run, they seck to have all medical care provided
directly by the Federal Government, financed either from general revenues or
payroll taxes. The irreversible steps in this direction would be taken by extend-
ing the coverage of the Medicare program first to all beneficlaries and then to all
covered workers and their dependents, . . .
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The specific blueprint of the expansionists for “improvement” of the Old-Age,
Survivors, and Disability prgoram (OASDI) is first to increase the maximum tax-
able earnings base from the present $7,800 per year to at least $15,000 currently,
and then to keep it up to date with changes in the earnings level. The reason for
this is that then the vast majority of workers would have their full earnings
ﬁoviired by the program and, therefore, could have full economie security provided

y it.

Neat Step

The next expansionist step would be to increase drastically the general benefit
level so that, even for workers earning up to the maximum taxable base, the
benefits would provide virtually full replacement of the take-home pay before
retirement. To achieve this end would require approximately a doubling of the
present benefit level. )

Now how do the expansionists propose to find the money to finance such
changes? One simpie, and apparently fiscally painless way, is to introduce a siz-
able Government contribution or subsidy to the system. Some expansionists
suggest that this Government subsidy should average about one-third to one-
half of the total cost of the program—i.e., it would equal anywhere from 50 per-
cent to 100 percent of the combined employer and worker contributions.

To put such a matching basis in to effect immediately would be extremely
difficult because of the large sums needed from the General Fund of the Treasury.
For example, if the Government subsidy were to represent one-third of the cost
of a program that would be expanded in line with the aims of the expansion-
ists, it would be in the order of $15,000,000,000 a year currently for OASDI
alone, and much more in later years. Accordingly, the expansionists propose
the approach of gradualism—or, in other words, the "camel’s nose in the tent”
process—by having the Government contribution be § percent in the first year,
10 percent in the second year, etc.

Still another source of financing the expansionist aims is to tap the employers
for a heavier proportion of the cost. For example, the expansionists have proposed
that there should be no taxable earnings base for employer contributions (or,
in other words, the employer should contribute on his entire payroll). They
have also suggested that the employer should contribute at twice the rate appli-
cable to the employee (instead of equal sharing, as has always been the case).

Disability

The goals of the expansionists are not limited solely to the level of OASDI
benefits, They also want to expand the disability benefits, so that they would
no longer be on a “permanent and total” basis. Rather, they would include
coverage for all types of disability—temporary disability, long-term occupational
disability, ete.

It the foregoing goals of the expansionists as to levels of OASDI benefits were
achieved, the consequences must be clear to everyone. Not only would there be
the direct effect of eliminating most private-sector efforts in the economie-
security field, but also a most significant effect on our national economy would
occur. Private savings of all types, including pension plans and deferred proflt-
sharing plans, would be greatly reduced. This, in turn, would result in a short-
age of investment funds for private industry to expand its economic-productivity
activities. Accordingly, private industry would have to turn more and more to
the Government for such funds. This would-mean increasing governmental
regulation, control, and even ownership of productive activities. '

MODERN PHILOSOPHY OF SOCIAL SECURITY

The moderates have a strong belief in the continuing desirability of soclal
security as a floor of protection and, similarly, in the significant continuing
efforts of the private sector in providing economic security. The moderates believe
that the soclal security system should be kept up to date with changes in eco-
nomic coxiditions and that any weaknesses or deflciencies which show up should
be remedied.

Specifically, the position of the moderates is that the benefit level should be
kept up to date with changes in the cost of living, whether this be done on an
ad hoc basis or by automatic-adjustment provisions. Similarly, they recognize
that benefits should be reasonably related to recent earnings before retirement,
disability, or death, when past economic conditions have produced significantly
rising general earnings levels. Such recognition of past earnings trends can be
accomplished through a final-pay approach in computing benefits. Virtually the
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same effect can also be obtained by adjusting the factors in the benefit formula
accomplished through a final-pay approach in computing benefits. Virtually the
(as has been done in the ad hoc OASDI benefit increases in the past two decades).

The moderates also support periodic adjustments in the maximum taxable
earnings base and in the amount of earnings permitted for full recelpt of ben-
efits under the retirement, or earnings, test. Such adjustments should be made
on the basis of changes in the general earnings level and can bhe accomplished
either on an ad hoc basis or by automatic adjustments.

Since 1950, the ad hoc procedure has produced quite satisfactory results in
connection with changes in the earnings base. The $3,600 base first effective in
1951 covered 81.1 percent of the total earnings in covered employment, while
the $7,800 base effective in 1968 covered 83.6 percent. This proportion for the first
effective year of the three intervening changes was about 80 percent in each
instance, so that the $7,800 base in 1968 might be said to have gone a little
too high. Finally, it may be noted that the $9,000 eamingg.base, effective for
1972, that has recently been proposed by President Nixon Wwill cover an estimated
81 percent of total earnings in covered employment, and thus is in line with the
bases actually adopted since 1950.

General Revenues

The moderates are strongly opposed to the injection of general revenues into
the OASDI system. They argue that this will seriously weaken cost controls
of the program. Changes in the program might be voted without regard to the
cost considerations—on the grounds that ‘the necessary financing can always
be easily obtained from general revenues.” On the other hand, under the present
self-supporting contributory basis, the cost of any benefit changes are fully
recognized ; they are met by direct, visible financing charges applicable to
workers and employers.

One problem which may occur is that, for budgetary or political reasons, the
Government subsidy may not be paid in the amount required or at the time
specified. Several times in the past, government contributions to OASDI were
legislated, but were not actually made, or were delayed for long periods, For ex-
ample, appropriations for the cost of benefits arising from “gratuitous” military-
service wage credits (for periods before 1957) have either not been made at all
or have intentionally been made in an amount lower than the required actuarial
determinations. Then, too, general-revenue appropriations authorized for the
Medicare program have frequently been delayed considerably beyond when they
were due (although generally an appropriate interest adjustment was provided).

It is not inconceivable that reliance on Government subsidies for financing a
major portion of the cost of OASDI could lead to partial repudiation of the
benefit obligations. ‘

Another difficulty which may arise i the pressure that would be generated
to impose a means test on the beneficiaries. Then, those who have substantial

~ other income would not be paid benefits—on the grounds that people with large
incomes should not receive payments partially financed from general revenues.

Those who oppose a Government subsidy to OASDI do not necessafily oppose
benefit changes involving substantially increased costs. They bellieve, however,
that such costs should be openly and completely recognized through direct
financing provisions. .

THE CONCEPT OF POVERTY

Nowadays, widespread discussion of the subject of poverty occurs—how to
eliminate it, how changes in existing programs will reduce the number of persons
in poverty, ete. Offhand, to hear this discussion, one would believe that poverty
can be scientifically measured, just as can the relationship between -the circum-
ference of a circle and its radius, or the distance from the earth to the moon
at any particular time, or even the cost of a pension plan, :

Actually, such is not the case because the concept of poverty that is so widely
used currently is derived from a mechanistic approach. Specifically, this approach
proclaims that poverty is present if the individual or family has less annual
income than a certain prescribed dollar amount. At times, such amount is varied
~according to the size of the fumily—and, at times, according to geographical loca-
tion. Quite illogically, many of those who use the data seem to believe that, if
an individual 18 just below the so-called poverty amount, then he is indeed in
;f&y rggte cgﬂntttl’isﬂon, whereas once his income has reached this level, he is in quite

() K| N ' ' T . : -
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Defining Poverty

Poverty, like sin, 18 opposed by every person of good will. The problem, however,
is to define poverty adequately and not merely to set up meaningless mechanistie
standards that have no basis in fact. A clear distinetion should be made between
“poverty” and “destitution” or ‘“want.” Many persons who are under the poverty
line, as mechanistically defined currently, are not really in need by any objective
standard and, In fact, might be considered afluent according to the living
standards of some countries, :

Social security was established to prevent want and destitution, and was not
intended to deal with this new measure of poorness called “poverty.” However,
it is quite clear that the social security program has, over the past three decades
been the most important governmental program in combatting both destitution
and poverty arising from the economic risks of death, disability, and retirement.
Those who believe in a complete expansion of the social security system, so that
it would virtually take care of the entire economic-security needs of a country,
frequently use the poverty concept to support their aims. For example, when
poverty is defined in a mechanistic style at a very high level, arguments can be
presented for a significant increase in the general level of social security benefits.

Realistio Standards

Those with a moderate philosophy insofar as the role of the social security
program is concerned are by no means unconcerned about the problems of poverty
and human needs. They believe that the facts of poverty should be demonstrated
by objective, realistic standards, and not merely by mechanistic approaches.

THE EFFECOT OF THE OONSOLIDATED BUDGET ON SOCIAL SECURITY

A .:ew element has recently arisen that may have an important effect on the
future development of the social security program—namely, the consolidated or
unifled budget. Until recently, the budget of the United States Government
involved only direct governmental operations and did not include the operations
of the social security trust funds and other similar funds, such as those of the
Railroad Retirement and Civil Service Retirement systems. Recently, the budget
approach was changed, so that the operations of these various trust funds are
included within the budget, which is now on a so-called consolidated basis.

Accordingly, any excess of income outgo for the social security trust funds
(including the two Medicare trust funds) tends to produce a budget surplus and
vice versa. In actual practice, it was for this reason that in the fiscal year that
ended on June 80, 1969, a budget surplus of about $3,000,000,000 was reported.
The social security trust fund showed an excess of income over outgo for this
fiscal year amounting to about $4,000,000,000. Thus, under the former budgeting
approach, without including the social security trust funds, there would instead
have been a budget deficit of about $1,000,000,000.

Budget “Surplus”

In the current flscal year, ending June 30, 1970, a budget surplus of about
$3,600,000,000 was forecast by President Johnson in his budget prepared in
January 1960. The corresponding excess of income over outgo for the social.
security trust funds was about $7,000,000,000. Thus, under the former budgeting
approach, there would have been a deficit of about $3,500,000,000. As a result,
because of the significant effect of the social security program on the federal
budget, there are now strong incentives to use it as a budgetary and economic

As a result, there may well be pressures to make changes in the social security
system—either in the budget area or in the tax area—primarily to affect the
short-range picture and without any real emphasis on the long-range results.
I need hardly tell this audience about the dangers of making changes in long
rang(:) %eﬂt programs solely with a view of the financial impact in the first
year or two. :

At the present time, and in the next few years, under both present law and,
to a lesser extent, under proposals currently being considered by Congress, the
trust funds will show sizable annual excesses of income over outgo !, Under

1 Interestingly enough, many of the budgetar and economic-planning experts refer to
such an excess of income over outgo as & “surpius”, not understanding %hat an insurance
or pension program can have suck success in the early years of operation and yet be
gredtly under-financed.
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present economic conditions, when inflation is present, the economic planners are
glad to have this excess of income over outgo under the social security program.

Their views might change greatly and rapidly if economic conditions shift
and inflation no longer seems the danger, but rather the so-called fiscal drag of
the excess of social security income over outgo is ‘‘the enemy” (as it was so
wrongly considered to be as recently as in 1965). Under these circumstances,
the economic planners would press strongly for reduction of the social security
contribution rates (and would, in fact, iike to have Congress delegate to the
Executive Branch the power to do so0).

In my opinion, it is not necessary for the social security system to bufld up
large balances in the trust funds. Instead, a good rule of thumb would seem to
be to have a balance of about one year’s outgo. This should be accomplished by
setting proper contribution rates for the future according to the best estimates
possible. Then, however, the rates should not be spasmodically varied to react to
either actual or speculative changes in economic conditions. Among other reasons
for maintaining scheduled contribution rates for a social insurance system is
the psychological point that people reasonably expect a certain degree of stability
in premium and contribution rates for all types of insurance plans,

INCOME-TAX INTEGRATION RULES FOR PRIVATE PENSION PLANS AND SIMILAB OTHER
REQUIREMENTS

Particularly in appearing before this audience, I would hardly wish to expound
at length on what should be the proper income-tax integration rules for private
pension plans. However, since this subject is interrelated with the level of social
security benefits and since the effect of the integration rules can encourage or
stifle the growth of private pension plans, a brief discussion is desirable,

Certainly, very restrictive integration rules—such as those that were originally
announced by the Internal Revenue Service—could have a serious, stifling effect
on the growth of private pension plans, or even on the maintenance of the present
high level of activity in this area. The same could also be said for many types
of control that could be exerted on private pension plans—such as compulsory
vesting—in the guise of requirements for qualification for income-tax purposes.

Integration

Integration rules have been derived to effectuate the Congressional mandate
that pension plans should not be diseriminatory in favor of high-paid individuals,
after taking into account the combination of benefits under such plans and social
security benefits. Nobody can argue that this is not a wise and proper requirement.
iPuttinig it into effect, however, is easier said than done if a precise procedure
8 desired. o .

I am convinced that no completely precise procedure is possible. T believe that
the approach that was taken for many years—which might be termed the 87%
percent method—was reasonably satisfactory and, with all the related intricate
network of allowances for various types of plans, had worked out quite well over
the years. I saw no justification or necessity for changing this approach, especially
since there had never been demonstrated any instances where discrimination in
favor of high-paid persons had occurred thereunder.

First Reaction

The initial IRS aproach, which would have reduced the integration basis by
more than one-third, brought down a tremendous storm of adverse critcisms and
complaints on the IRS. It was quite clearly and correctly pointed out that any
apparently scientific mathematical computations in this area were of questionable
value and significance and that actually they generally seemed to be made in
order to arrive at a particular result. ‘ ' ‘ ;

As a result of this storm of criticisms, IRS produced a revised basis—which
might be termeéd the 30 percent method, a reduction of about 20 percent. In"my
opinion, there is considérable question as to why even this restriction is necessary’
?rd?:i%m'lﬂe in order to prevent discrimination occurring in favor of high-paid

n uals. ‘ ; , .

Believes Ewopansion Desired = ‘ . ‘ o

One might well ask why IRS took the action of restricting or deliberalizing the
integration rules. In my opinion, this was done—and the technical computations
Justitying the action were made solely to support such action—primarily and:
fundamentally to restrict the growth and development of private pension plans.
In turn, this would leave more of a vacuum that could only be fllled by expansion . -
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of the social security program—a result that was not viewed with any concern
or dismay by the government officials involved.

Prestdent’s Committee

I believe that the same situation is also true—and perhaps to an even greater
extent—with regard to the recommendations of thg President’s Committee on
Corporate Pension Funds and Other Private Retirement and Welfare Programs
that was established by the Johnson Administration, and especially by the Inter-
Agency Staff Committee that was established to study ways to implement the
proposals of the President’s Committee. The representatives on the Inter-Agency
Staff Committee from the several governmental departments consisted of persons
who had relatively little knowledge of the specific operations and structure of
private pension plans, but who had strong beliefs in the direction that the Govern-
ment should be the predominant provider of economic security for the nonsworking
population. This was certainly a clear instance of the fable about having the
fox guard the hen coop.

THE INFLUENCE OF SOCIAL SECURITY STAFF ON THE DEVELOPMENT OF THE PROGRAM

By no means least important in determining the future course of the social
security program is the influence exercised by top-level staff in the Social Security
Administration.

The administrative operations of the program have a well-deserved nationwide
reputation for eficient, impartial, and honest functioning. This is due to a devoted
and capable group of civil servants, from the top administrative officials down
to the lowest grade clerks. Such successful functioning is necessary, regardless
of the future_role of the program, but this does not mean that the system must
expand at the expense of private-sector activities in the economic-gsecurity area.

Philosophy and Duty

However, when it comes to the research, program evaluation, public relations,
and program planning functions, the situation can be quite different. Even though
the staff so engaged may be completely sincere, as well as capabie they cannot
be expected to present as strong a case against proposals which are contrary to
their basic philosophical beliefs as they could in favor of proposals of an opposite
nature. -

Over the years, most of the Soclal Security Administration staff engaged in
program planning and policy development have had the philosophy—carried out
with almost a religious zeal—that what counts abové all else is the expansion
of the sociai security program. To some of them, to believe otherwise amounts
virtually to being opposed to the program—and even really in favor of its repeal.
Thus, such persons have not necessarily tended to be political as between Demo-
crats and Republicans, but rather they have favored and helped those who want
to expand the social security program the most. .

In fact, one might say that some social security staff members are dedicated to
an expansion of the soclal security program so that it takes over virtually all
economic security needs. This is in sharp contrast with the moderate approach,
which believes that there should be a reasonable sharing of the economic security
field between the public and private sectors, with the financing being on a sound
basis and completely visible to all, so that the financial burdens involved are
readily apparent. .

One might perhaps excuse this expansionist approach of many social security
planning officials on the grounds that it is only natural for people to advocate and
work strongly for the growth of the activity in which they are engaged. There is,
however, a difference in this respect as between workers in the private and public
sectors. The civil servant has an equal responsibility to both those who are bene-
ficlaries and those who bear the cost of the benefits, Equal publicity should be—
but usually is not—given to thogse who will pay the increased taxes, as against
those who will receive the higher benefits, o

Supporting Conclusions .
Many socinl security researchers, as I bave observed over the years, have the

view thet the purpose of research in the social sciences is to gather data to
substantiate a predetermined conclusion, so as to attain a desired social goal. As a

~ result, according to this belief, valuable research time, effort, and money should
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be devoted solely to proving the desired point and should not be ‘“‘wasted” by
searching for all the facts, This is in sharp contrast with Ruskin’'s wise saying,
“The work of science is to substitute facts for appearances and demonstrations
for impressions.” In many instances, such biased research cannot be blamed
solely on the researchers themselves, but rather to a considerable extent on the
policy officials and others who direct their work along those lines.

Civil Service is, in general, a very desirable personnel policy, so as to have
eficient and impartial administration in governmental operations, Certainly, in
the management and purely technical areas such as accounting and drafting
legislation (and, even, preparing actuarial cost estimates), the social and eco-
nomic philosophy of the individual will have no effect on the results of his work,

In the policy planning field, however, the top policy officials should have staff
members working for them who are fully sympathetic to their views and
approaches. Too much Civil Service and too little flexibility in filling top person-
nel posts can easily hamstring and Administration in a particular area. For
example, if the high-ranking Civil Service technical employee is of the same con-
viction as a public advocate of the “out” party, how can it be expected that he will
produce a vigorous, air-tight rebuttal for his political superior to an attack on
Administration proposals by such an advocate? é

CONCLUBION

In summary then, one may well raise the question ‘“How much economic
security should be provided through the Government?’ Should social security
provide only a basic floor of protection, upon which individuals and, in part, their
employers should build, with public assistance for the smali minority whose basic
needs are still not provided for-—as the moderates believe?

Why should Government supply complete economic security to the aged, the
disabled, and the survivors of deceased workers so as to replace virtually the
full wage loss—as some expansionists advocate? If so, what are the implications
in other areas such as medical care for the total population and even the owner-
ship and management of industry and commerce?

If all should be guaranteed, or provided, the highest possible medical care by
the Government, how about guarantees or provisions so that none shall have
incomes substantially below the average, or that none shall have diets that are
not the highest nutritional quality, regardless of whether they could afford to—
and would wish to—do otherwise?

There is a basic, important question here for America to decide. There is a
choice to be made, and the citizens should be given all the facts on both sides, so
that they can make a wise decision. :

As a postseript, I might add that the soeial security proposals made recently
by President Nixon, and now under consideration by Congress, fully meets the
criteria of the moderate philosophy. At the hearings of the House Ways and
Means Committee, several proposals were put forth that were definitely along
expansionist lines.

, S1LvER SPRING, MD., January 24, 1972,
Hown. RusseLn B. Long,

Chairman, Committee on Finance,

U.8. Senate,

Washington, D.O.

DrAr MR. CHAIRMAN : I appreciated very much the opportunity of appearing
before your Committee at the Hearings on H.R. 1 on January 21.

1 also appreciate the fact that you are placing my paper on the expansionist
and moderate philosophies on Social Security (“The Future of Social Security—
Is It in Conflict with Private Pension Plans?’ Pension and Welfare News,
January 1970) in the record. You wmay be interested in the enclosed paper,
“Where Will the Pending Social Security Amendments Take the Program?”,
from the OLU Journal for September 1971. This paper is an updating of the
original paper and deals specifically with H.R. 1. Perhaps it rmight be of value
to place this article also in the record. -
' Sincerely youvs, ‘
Bor MYERS.
Enclosure.
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[From the CLU Journal, September 1971)
WHERE WILL THE PENDING SOCIAL SECURITY AMENDMENTS TAKE THE PROGRAM?
(By Robert J. Myers) '

Robert J. Myers, F.8.A.,, F.C.A.§8.,, F.C.A.,, M.A.A.A., is now Pro-
Jessor of Actuarial Science at Temple University. He also serves as
a consultant on Social Security to the American Life Convention,
the National Association of Life Underwriters, and the American
Mecdical Association. He was Chief Actuary, Social Security Ad-
ministration, U.8. Department of Hcealth, Education, and Welfarc
from 1947 to 1970 and was associated with the U.S. Social Security
program for 36 years.

He often gserved as a consultant to the congressional committees
which deal with legislation on social Seourity.

He has also acted as technical advisor to other govcrnmental
retirement programs in this country and in othcr countries. In this
capacity, he has given technical assistance to help cstablish or
revise social insurance and government-employee retircment plans
in Bolivia, Colombia, Cyprus, Dominican Repubdlic, Grecce, Iran,
Isracl, Japan, Jordan, Honduras, Liberia, Nicaragua, Panama,
Peru, Ryukyu Islands, Saudi Arabia, Venczuela, and Viet Nam.

Mr. Myers is a member of many national and international
professional organizations and in currently President-Elect of both
the Society of Actuaries and the American Academy of Actuaries.
He also serves on a number of intergovernmental advisory com-
mittees. He has written extensively on Social Security, demography,
and related subjccts and has recently pudblished a book, Medicare.
He has also authored Social Insurance and Allied Government
Programs.

* * * .

“You cunnot bring about prosperity by discouraging thrift. You
cannot strengthen the weak by weakening the strong. You cannot
help the wage earner by pulling down the wage payer. You cannot
further the brotherhood of man by encouraging class hatred. You
cannot help the poor by destroying the rich. You cannot keep out of
troudle by spending more than you earn. You cannot build character
and courage by taking away man's initiative and independence. You
cannot help men permanently by doing for them what they could
and should do for themselves.”—ABRAHAM LINCOLN

The future development of the Social Security program naturally has a great
effect on the private life insurance and the private pension systems of the
country. Even more important, what will happen in the Social Security area will
have great effect on the nature and character of our social and economic lives.
This paper will be confined largely to considering the cash-benefits part of the
Social® Security program—QOld-Age, Survivors, and Disability Insurance
(OASDI)—and will not discuss Medicare or its expansion into National Health
Insurance, as is so widely being discussed currently.

OASDI and the private insurance system, using the term broadly, can be
complementary, or they can be competitive. I believe that in the latter case,
OASDI is bound to win out in the long run, and the private insurance system
will be eliminated, or largely so. Perhaps, this may be analogized to Gresham’s
Law, under which bad money will always eventually drive out good money. On
the other hand, if the Social Security program is held at a reasonable level,
there will be ample room for the private insurance system to flourish and to do an
effective job, with the net result being better for the country than if there were
only an all-encompassing, monolithic Social Security system. In turn, within the
private system, there should be a good, reasonable balance between individual
programs and group programs,

THE EXPANSIONIST PHILOSOPHY

There i8 in this country a dedicated, well-informed group of individuals who
sincerely believe that full economic security for those who can no longer obtain
their financial support from current earnings should, for the vast majority of
such persons, be prov