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NATIONAL COMMISSION ON SOCIAL SECURITY
REFORM RECOMMENDATIONS

THURSDAY, FEBRUARY 24, 1983

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

The committee met, pursuant to notice, at 9:35 a.m., in room
2221, Dirksen Senate Office Building, Hon. Robert Dole (chairman)
presiding.

Present: Senators Dole, Pryor, Chafee, Moynihan, Bradley, Long,
Heinz, Wallop, Durenberger, and Grassley. .

The CuairMAN. Today we are continuing our hearings on social
security financing. We have had a number of outstanding wit-
nesses, and we have a number of outstanding witnesses today.

We are pleased to have with us as our lead-off witness the distin-
guished senior Senator from North Carolina, Senator Helms.

Jesse, there will be other committee members along shortly, but
if you wish you may go ahead with just me here.

Mr. HELms. Well, as a matter of fact, it may be more desirable,
Mr. Chairman.

STATEMENT OF HON. JESSE HELMS, U.S. SENATOR FROM THE
STATE OF NORTH CAROLINA

Senator HELms. Mr. Chairman, I do appreciate the opportunity
to appear before this distinguished committee this morning. And 1
am flanked by my brains, as I call them. David Kraft on—I use
this word advisedly—the far left; and Joe Cobb, by far the best
looking one; Athena Mineo; and Scott Wilson, all of whom I think
you know.

Mr. Chairman, I know how pressed you are for time, and if it is
satisfactoty, let me submit my full statement for the record, and I
will summarize it.

[The prepared statement of Senator Helms follows:]

1)



PREPARED STATEMENT OF SENATOR HELMS

Mr. HELMS. Mr. Chairman, distinguished members of the Committee,
it is an honor and a pleasure to appear before you today to
testify on behalf éf legislation I introduced this week to

broaden and strengthen our social security system and to guarantee
once and for all the retirement security of elderly Americans.

My bill, S. 541, "The Social Security Guarantee and Individual
Retirement Security Act of 1983," would guarantee to every American
the social security benefits to which he or she is now entitled
without raising taxes. As a matter of fact, it would reﬁenl all
future scheduled payroll tax increases. It has both & long-term
and a short-term goal for addressing the funding problems facing
social security.

In the long run, Mr. Chairman, it would phase in a new kind
of private savings account, called an "Individual Retirement
Security Account" (IRSA), in which each working American could
invest for his or her own retirement. These federally insured
accounts would guarantee for all time absolute retirement security
for every American. They would also help the nation's economy by
providing a capital pool for investment tc create jobs and put
people back to work, lower interest rates, boost GNP, and help
this nation towards a much needed economic recovery.

In the short run, it would keep our present social security

system solvent while the long-term plan has a chance to take effect.

THE PRESENT PROBLEM
We will be deceiving ourselves if we do not face up to the
seriousness of the social security crisis. In my view, it is both
a national tragedy a;d a national disgrace. What's more, too few
Americans understand the nature and extent of these problems. Certain

politicians and members of the media have made a political football



out of social security.

let's examine for a moment how so many Americans have been
misled, even deceived, by political and bureaucratic words and
phrases that have created false impressions in their minds. To
put it bluntly, the people have been hoaxed by expressions that
have crept into the American vocabulary.

First, how many times have we heard references to the "Social

Security Trust Fund"”? There is no trust fund. It doesn't exist.

it has never existed. Just ask someone to point out the vault
wha2re the money is kept. From the first days of social security,
the American people have been led to believe that every worker
hzs an accumulated savings account in Washington with his or her
name and sccial security number on it, That is what employer and
employee payroll taxes were supposed to be paying for. But such
accumulated savings accounts do not exist, they have never existed.

Second, how many times have American workers been told that
they "contribute'" a specified sum of money to social security, and
their employer “contributes" a like amount? But that is not
correct either. All of the money--what workers "contribute' and
what employers '"contribute'--all of it is a part of the total
payroll expenses that an employer has allotted for a particular
job, including salary and other costs involved in his having hired
someone in the first place. So every penny is really the worker's
money, the money an employer has to pay in a dozen different ways
to employ someone.

So, Mr. Chairman, that 'contribution'" is not a contribution.

It is a tax, and nothing more. Social Security, as it now exists,
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is not really a retirement insurance and savings program. - It is
a program of taxation that is in fact bankrupt; and the retirement
benefits of every American are, and have been, at the mercy of
politicians who decide how much money from the federal treasury
retired Americans will receive.

Mr. Chairman, the most informative and concise fact sheet
and analysis of social security I have seen was compiled and
distributed by my good frien&, the distinguished Senator from
Colorado (Mr. Armstrong). I'm going to take the liberty of borrowing
some of this information from him, and I ask unanimous consent

that it bé printed at this point in the recori. (Insert #1)

THE COMMISSION PLAN
Along with other Americans, I waited--pefhaps too patiently--
" for the fifteen-member, blue ribbon, bipartisan Social Security
Reform Commission to come up with proposals that, we had all hoped,
would realistically and honestly address the problems facing the
social security system. But after more than a year's work, the
Commission submitted proposals to the President that reflect a
total absence of creativity and imagination--and, worse still, a
total lack of understanding of where they would lead the American
economy. The Commission asks Congress to raise taxes and reduce
social security benefits. Taxes on working people and their
employers would be increased. Taxes on self-employed pefson; such
as farmers, doctors, and lawyers would be increased. For the first
time ever, the benefits of social security recipients would be
taxed. Non-profit organization employees would be brought into
the system, and employees of state and local governments would be

prohibited from withdrawing from the system.



b

But these painful changes and others recommended by the
Commission may still not, by the Commission's own admission, be
enough to cover either the short-term funding needs and sureiy will
not cover the long-term social security deficit.

According to the Commission's report, the short-term deficit
{that is, the deficit that would accumulate between now and 1989)
would come to between $150 and $200 billion dollars. Their short-
term remedy would take care of $168 billion of that projected
shortfall.

Estimates of the long-term deficit (that is, for the next
seventy-five years) vary depending on your source of information.

Or perhaps I should say it gets worse each time it is calculated.

The Commission reéort estimates a long-term deficit of 1.82
percent of payroll--estimated to be roughly $1.6 trillion. The
Commission's proposal would reduce this deficit by only two-thirds.
The members came to no agreement on whether to recover the remaining
one-third by gradually raising the retirement age or by increasing
the payroll tax on employers and ehployees.

Shortly after the report was published Social Security actuaries
revised their estimate of the deficit. They now project it will amount
to 2.1 per cent of payroll, which is equal to several hundred billion
dollars more than previously estimated. The Commission plan, then,
falls woefully short of resolving the long-term deficit, even if
the retirement age were to be raised or payroll taxes increased.

Clearly, then, Mr. Chairman, however well-intended the report
of the Social Security Reform Commission is, it not only fails to

address all the problems facing our social security system, but it
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does not adequately solve even those it does address.

DISTRUST OF SOCIAL SECURITY

Is it any wonder, then, that the American people have lost
faith in social security? Some weeks back, I saw the results
of two polls that had been taken among younger Americans now
in the work force. A 1982 Washington Post-ABC News poll stated
66% of those under 45--and 70% of those under 30--believe that
social security will not be in existence when they retire. A
' 1981 New York Times-CBS News poll found that 75% between ages 25
and 34 doubt they would receive any of the social security benefits
they have been promised.“ The same poll found that 73% of all
Americans have lost confidence in social security.

The same doubts and feais have been expressed to me in letters
and telephone calls from countless Americans--young, middle-aged,
and elderly, including some who are already retired. These people
are concerned, and rightly so, about their futures, and about the

futures of their children and grandchildren.

HELMS PLAN WILL NOT:

In a moment I will describe i; greater detail what my proposal
would do, but first let me emphasize what it will not do.

It will not--I repeat not--reduce any promised benefits to
anyone--not to retired Americans, not to those about to retire, and
not to anyone else who has a right to any retirement benefits.

It will not--and again I repeat not--raise social security
taxes in the future. In fact, it would repeal the social security
tax increases already scheduled to take effect in 1985 and 199%0.

It will not raise taxes on self-employed individuals.
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It will not bring any employees of non-profit, tax exempt
organizations into the social security system.

It will not require employees of state and local governments
to participate in social security.

It will not tax benefits of social security recipients.

It will not make our senior citizens wait 6 months for the
annual cost of living adjustment they depend on so much.

It will not raise the retirement age.

THE IRSA ACCOUNT

My plan would authorize every American worker to estahlish
an "Individual Retirement Security Account' in whatever authorized
institution he or she chooses, be it a local bank, credit union,
savings and loan association, or whatever. These fiduciaries
would be qualified under standards similar to those under Treasury
Regulations section 1.401-12(n).

This new kind of account would be similar to the IRA accounts
most people know about already, but with a big difference. The
difference would be that a tax credit, instead of a tax deduction,
would be given for deposits in these individual retirement security
accounts. A tax credit means a dollar-for-dollar tax write-off,
the kind that means something to the small and medium income taxpayer.

Individuals could contribute to these IRSAs any amounts they
choose. For every dollar contributed to an IRSA, the individual
would be entitled to claim a 20 cents on the dollar credit against
the income tax liability, up to a maximum credit of 20 percent of
the amount paid that year by the individual to the social security

trust fund. To the extent the individual elects to take advantage



of the income tax credit, his future pension claims against the

common social security trust fund would be reduced according to an
actuarial formula. Maximum utilization of the income tax credit

each year for 20 years would reduce the individual's OASI claims

to zero. Lesser utilization would reduce the trust fund's liabilities

proportionately.

GUARANTEED BENEFITS
My proposal would guarantee all current pension obligations
with the full faith and credit of the United States. Many Americans
are surprised when they learn that social security benefits are
not guaranteed under current law. In fact, in 1960, the United

States Supreme Court ruled in Flemming v. Nestor (363 U.S. 603)

that the federal government can renege on socigl security benefits
at any time. That case is still the law today. If Congress wants
to reduce social security benefits, it is free to do so. I want
to change that.

Under my plan, every participant, upon retirement, would
receive a certificate made out in his or her name. It would be
an obligation backed by the “full faith and credit of the United
States.'" This bond would guarantee continued social security
benefits. Never again will a2 retired American feel that his or
her social security benefits would be cut by an act of Congress,
the courts, or any other agency of government. No one could ever
be denied the credits he or she has earned or will earn in tﬁe
future under the government systenm.

Everyone's retirement credits must be guaranteed.
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MOBILIZE PRIVATE SECTOR VIA IRSAs

But in the long run, we also need to offer workers somé}hing
more-;a supplement, an alternative to the government-managed
system.

No system of taxes can improve real benefits to Americans
‘because taxes are not productive. They destroy the_incentive to
create jobs and the incentive to save. W¥hat we need is a system
of savings and investment. A lot of people originally thought
that was what the social security system was supposed to be. But
in fact we have a system where the taxes collected this month are
paid out in benefits next month, and this system is bankrupt. I
want to expand the system to create individual worker's investments
in the privafe sector. 1 want to encourage savings and investment,
create jobs, help lower interest rates, and thereby restore the
strength and vitality of America.

Interest, dividends, and capital gains  accumulated in the
IRSA account would be tax exempt, and annuities and withdrawals
from it upon retirement anytime after age 62 would be tax free.
Funds held in an IRSA account could be used tax-free by a worker
before age 62 to acquire life insurance, health insurance, or
disability insurance. The individual could participate with his
fiduciary in managing the IRSA account as a fully-funded individual
retirement program.

For the first ten years after enactment, an individual could
set up an individual retirement security account and receive tax
credits. Then, starting in 1994, there would begin a phased transfer

- in which employers and employees would be required to pay part of their
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social security taxes to the respéctive worker's individual retirement
security account instead of to the federal government. As more
of the individual's and employer's taxes go to the worker's IRSA,
less would be paid to the common OASI trust fund to pay henefits
for a declining number of social security beneficiaries.
By the year 2004 the phased transfer would be complete, and
all payroll tax payments would be made to employees' IRSAs. Tax
credits would be available between 1994 and 2004 for amounts invested
in an IRSA above the amount deposited by employees and employers
via the FICA deduction. The credit would phase to zero as the
OASI comﬁonent of the FICA deduction phased to zero by the year 2004,
I asked experts to estimate the amount of money that would
be saved and invested in the private sector as gradually increasing
percentages of the population began to participate in IRSAs. For
example, if only 38% of our nation's workers elect to establish
IRSAs during the next 10 years, a whopping $271,401,300,000.00 will
have been invested. Think what this new supply of savings could -
do for our economy.
The following table provides a breakdown of the experts' estimates:
ESTIMATED TRSA PARTICIPATION AND INVESTMENT

(dollar amounts in billions)

Year Participation Amount

Rate in IRSAs Invested
1984 .01 $ .894
1985 . .03 3.072
1986 .07 7.802
1987 .10 12.050
198¢ .13 16.926
1989 - .16 22.432
1990 .19 31.037
1991 .24 - 42.288
1992 .30 57.000
1993 - .38 77.900

$ 271.301
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OASI liabilities would shrink as participation in IRSAs
increased. By the year 2045, according to my projections, residual
OASf liabilities would be reduced to zero.

The following chart shows projected OASI and IRSA participation
and fiscal impact through the year 2050:

(thousands of individuals)

FICA OASI IRSA OASI
Year Covered Annuituents Annuituents Cost
Workers ' (Y of payroll)
1982 115,308 31,483 0 10.42%
1985 123,300 33,106 0 10.32
1990 132,410 63.428 33 9.87
1995 . 137,644 83.403 s3 8.29
2000 142,248 39,811 4,460 7.14
2005 146,798 41.728%~—-- ~—-—16,897 6.46
2010 149,515 45,359 32,218 4.92
2015 150,148 51,048 51,048 2.51
2020 149,873 57,753 57,753 1.22
2025 150,205 64,500 64,542 .79
2030 151,750 45,323 68,234 .46
2038 153,889 16,873 71,277 .03
2040 156,015 997 71,440 ® N
2045 157,777 0 71,824 0
2050 159,545 0 73,034 0

Ialternative IT-B assumptions; source of data for covered workers,
OASI annuitants, 1982 Trustees Report. IRSA participation rate,
1984-93 assumed 20% of covered workers with 50% retiring by 1995;
increase in IRSA coverage and decrease in OASI coverage computed
by applying smoothed exponential decline rate/growth rate curve
to population data with parameters as given in Helms proposal
(universal IRSA coverage in 1994 with maximum coverage in 2004;
no new OASI retirees after 2024).

OASI cost is percent of taxable payroll (Alt. II-B) adjusted for
computed decline rate on OASI benefit claims, 1994-2040.

Taxable payroll was not adjusted for economic growth and increase
in real wages that would be expected from increased savings rate and
capital formation as retirement income source shifts from transfer
payment via OASI tax on payrolls to annuity withdrawals by individuals
from IRSA accounts. By 1995 this impact on real GNP and real wages
would be significant, further reducing the percentage of taxable
payroll represented above as OASI cost.

19467 0—83—2
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SOLVING TODAY'S DEFICIT

My proposal also addresses the short-term financing crises
facing the social security system. Undeniably, a short term
infusion of funds is needed to keep the system afloat, at least
until my long-range plan has a chance to take effect. The
Commission estimates a deficit of from $150 to $200 billion between
now and 1989. They propose to raise $168 billion through a
combination of tax increases and benefit cuts. Using the Commission's
own numbers and assumptions, 1 have come up with a package of
proposals and reforms that will yield $167 billion in additional
revenues hetween now and 1989. (uite frankly, my proposals should
actually yicld more than this because of the favorable effect on
employment of my proposcd tax cut, With lower taxes and greater
savings, the economy will grow faster than the Commission assumes,

thus boosting the tax base and lowering benecfit .outflows.

INCLUDE ALL FEDERAL WORKERS

The first thing I propose is to include all federal workers
undcr social security--not just new ones, as the Commission has
préposed~~but all of them, beginning with all Members of Congress
and their staffs. The social security problem is a national
problem, and all of us ought to participate in solving the crisis.

My proposal would not affect the Civil Service Retirement
System in any wav. Federal employees could continue to participate
in civil service retirement much the same way employees in the private

sector participate in their employer-sponsored retirement plans.

COLA DELAY
Second, I propose to delay for three months--from July to

October-~the social security cost-of-living adjustment.
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1 don't agree that there should be a six-month delay, as was proposed
by the Commission. That's an unfair burden on our senior citizens.
A three-month delay would be much fairer, and it would help a

great deal to solve the short term deficit.

PRORATION OF COLAS
Third, cost-of-living increases should be pro-rated to reflect
the month of retirement. The present system is unfair to the
senior citizen who retires in, say, January--because the person
who retires the following December now receives the same cost-of-
living adjustment as the senior citizen who retired early in the
year,
ADMINISTRATIVE COSTS
Fourth, I propose that the expenses of administering the social
security system be counted against general revenues rather than
the social security accounts. Payroll tax revenues should only
be used to pay benefits, and should not go to pay administrative

expenses.

UNCASHED CHECKS

Fifth, I propose we adopt the Commission's recommendations
regarding crediting the social security system for all uncashed
social security checks. Until I began my detailed study of the
social security system, | was not aware that millions of dollars
in Social Security checks are never cashed each year, [ was
astonished to learn that the money represented by these uncashed
checks does not have to go back to the social securitv system--but instead

may be used for other government spending. My proposal would require

that the money be credited to the social security systea.
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MILITARY BENEFITS
Sixth, I propose the social security fund also be credited
for all military benefits the social security system pays out

with no government contribution.

- REVENUE CALCULATIONS

The following chart reflects the short-term revenue increase

under my proposal:

SHORT-TERM REVENUE INCREASE UNDER HELMS PLAN (1983-1990)
(billions of dollars)

1. Bring all federal employees into the social

security system _ 61.4
2. Delay payment of COLA from July to October 35.0
3. Prorate COLA to reflect month of retirement 40.0
4 Charge Administrative costs to general fund 18.0

S. Credit uncashed social security checks to
social security system .5

6. Credit social sechrity system for military

benefits paid without a government

contribution 17.5

$T7Z.%
PAYROLL TAX CUT

The revenue figure shown here, $172.4 billion, does not
reflect the projected revenue loss as a result of repealing the
1985 payroll tax increasc. Under present law, the combined
employer-employee payroll tax rate, which is now 13.4 per cent,
is scheduled to increase to 14.3 per cent by 1986 and 15.3 per
cent by 1990. The maximum payroll tax would become $6,263.40
in 1986 and $8,690.40 in 1990,

The Congressional Budget Office estimates the 1977 payroll
tax increases cost 500,000 Americans their jobs. Higher payroll

taxes would only exacerbate the unemployment crisis and contribute
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to further ecénonic stagnation,

My proposed payroll tax cut is projected to reduce the social
security system's revenue by only $5.4 billion by 1990. With this
projection, my package of short-term proposals would resﬁlt in a
net increase in social security revenues of $167 billion, almost
the same amount as the Commission proposes to bring in by raising
taxes and cutting benefits.

I emphasize these projections are based on the same assumptions,
used by the Commission and their figures. Quite frankly, I believe
my proposed tax cut will have a more favorable result than projected,
and that between now &gnd 1990 the social security system will be
much better off under my short-term plan than under the Commission's
proposals.

EQUITY REFORMS

Mr, Chairman, along with proposals for solving the long-term
and short-term funding problems facing the social security system,
my bill also contains proposals for reforming social security in
certain areas. I.include these reform proposals because of the
pressing need for Congress to address issues relating to women,
the disabled, nonresident aliens, and older Americans with

productive abilities who wish to continue working past age 65.

EQUITY FOR WOMEN
Mr. Chairman, clearly our present social security system
treats women unfairly. The pfoblems have become more acute as
more women have entered the workforce. When the social security

system was created, only 20% of women were in the workforce. Today

that figurc is roughly 60%.
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The National Commission on Social Security Reform addressed

a number of issues relating to women. They made several proposals

that have merit that I have included in my bill. These proposals

are as follows:

1.\ Present law permits the continuation of benefits for surviving

spouses who remarry after age 60. This would be extended to
disabled surviving spouses aged 50-59, disabled divorced
surviving spouses aged 50-59, and divorced surviving spouses
aged 60 or over.

Spouse benefits for divorced spouses would be payable at

age 62 or over, subject to the requirement that the divorce
has lasted for a significant period, if the former spouse

is eligible for retirement benefits: whether‘or not they have
been claimed, or if they have been suspended because of
substantial employment.

Deferred surviving-spouse benefits would continue to be
indexed as under present law, except that the indexing

would be based on the increases in wages after the death

of the worker instead of by the increases in the CPI, as
under present law,

The benefit rate for disabled widows and widowers aged

50-59 at disablement would be the same as that for non-disabled
widower and widowers {irst claiming benefits at age 60
(i.e., 71%% of the Primary Insurance Amount), instead of

the lower rates under present law (gradually rising from 50%
at age 50 to 714% for disablement at age 60). Such change
would not only be applicable to new cases, but would also

be applicable to beneficiaries of this category who are on



17

the rolls on the effective date of the provision.

Unfortuntely, the Commission's proposals do not go far enough
in ensuring equal treatment for women. My bill contains additional
protections.

Under present law, the method of calculating social security
benefits creates a disincentive for a parent to remain at home
with children. Such years are calculated as zero earning years
. in the determination of the person's social security benefits.
Often'a parent, usually the mother, needs to spend time at home
during a child's early years of development. The government should
not discourage mothers from spending time at home with their children
during the children's formative years.

My bill would allow a person to exclude from the calculation
of his or her social security benefits each year spent at home with
their child as long as the child is younger than six years old.

Up to six years could be excluded, and this exclusion could be
taken in addition to every individual's already guaranteed five
low-year exemption. During the yearstexcluded. the parent could
earn up to one-half the average wage of all social security covered
workers each year;

1 also propose extending additional equity to divorced spouses.
Both members of a household should be considered to have made
equal contributions to their family and thus retain equal property
rights for the income in their family structure. This is not the
case under social security today. My legislation would correct
this situation by crediting each divorced spouse half the earned
family income during the mar}iage for the purpose of determining

secial security retirement and disability benefits.
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EQUITY FOR DISABLED

Mr. Chairman, another part of my bill addresses serious
problems involving the arbitrary cutoff of benefits to disabled
citizens. Often disability payments, which provide life-sustaining
funds for so many individuals, are terminated by an overzealous
Social Security Administration before the beneficiary is actually
interviewed. Administrative law judges have reversed réughly 70%
of disability cutoff cases reviewed. This indicates the seriousness
of the problem.

I would be the first to acknowledge that there has been much
abuse of social sccurity disability. But the movement to correct
this situation -must have guidelines and it must be fair. Therefore,
1 propose that Congress ensure due process to every individual
receiving disability benefits before any benefits can be cut off.
My bill provides this. Each disability beneficiary would be
entitled to a hearing before an administrative law judge before
benefits could be cut. The Social Security Administration could
not bring a case before a judge for determination unless they
could show a change of circumstances or conditions affecting the
individual, fraud, or mistake in the initial determination of
disability.

My bill would leave the disability frust account untouched,

It will remain in good shape, capable of paying benefits well into
the future, if the remaining social security accounts would stop

borrowing from it.

LIMIT ALIEN RECEIPTS
Another reform I propose would 1limit payment of social

security benefits to nonresident aliens. The social security
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system pays out $80 million each month to individuals outside this
country. Most of the people, 67% to be exact, who receive such
funds are aliens. Many of them entered the United States as
resident aliens during the 1950's when the social security payment
premiums and quarter reeuirements were low qualified for social
security, and then returned to their respective countries to live
off social security benefits. In many cases these benefits provide
them with a higher standard of living than they could have in the
United States. These individuals often go home and adopt children,
parents and grandparents or marry a much younger person to increase
their benefit entitlement and ensure the continuation of the
United States support to their survivors. The payments these
aliens receive from the United States almost always exceed their
original contributions to the system. Consider this--more than
50% of the benefits paid overseas are survivor benefits. In the
United States, only 30% of the benefits are paid to survivors.

We cannot continue to increase taxes on the American
people in order to send social security benefits overseas. My bill
strengthens the existing social security provision requiriné aliens
who leave the United States for a period of six (6) months to forfeit
social security benefits. The legislation provides that aliens
can draw benefits only to the extent they have paid into the
system, irrespective of their employers' contribution, plus the
treasury bond rate of interest on that amount. Nonresident aliens
who are drawing social security benefits beyond their contribution

to the system must be cut off.
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EQUITY FOR OLDER WORKERS

And finally, Mr. Chairman, I propose a reform of utmost
importance. I propose elimination of the earnings limit on retired
persons.

A person's age does not necessarily determine.his or her
physical or mental condition. Our social security system often \
forces people into retirement at age 65 no matter what their
abilities. A person who chooses to work past age 65 is penalized
by loss of retirement henefits--retirement benefits they worked
for all their lives. The loss amounts to 50 cents on the dollar,
which creates a tremendous disincentive for people 65 and older
to continue to work. It means an effective increase in the marginal
tax rate for that worker of greater than 50%.

No one should be discouraged from continuing to fulfill their
life through work. Therefore, 1 propose we remove this penalty
by repealing the earning limit for social security recipients
65 and older. Older Americans ought to be able to work if they
want to without financial penalty.

Mr. Chairman, the retirement security of American workers is as
important to the future of this country as any issue Congress will
deal with this year. This issue deserves the thoughtful consideration
of every Member of Congress, and indeed, every American. 1 urge my

colleagues to study my proposal closely, and to support it.
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Insert #1

Social Security Highlights

One trillion dollars will be paid out in Social Security benefits
vver the next four years,

Thirty-six million Americans receive Social Security benfits.

Most Social Security retirees today receive more in benefits than
they paid in taxes -- by a ratio of § to 1.

Social Security benefits have risen sharply over the past few
years. In the beginning, Social Security was designed to be sup-
plemental retirement income. Today, Social Security benefits on
average equal 60% of the beneficiaries after-tax working income.

In recent years, Social Security benefits have increased faster
than wages or prices.

Americans a;?\living longer. Women.who become 65 in 1982 live,
on average, an additional 19 years; men live an additional 15
years. his i, 8 20% increase in 40 years.

Social Security comprises one-fourth of the total federal budget
and 5% of the Gross National Product.

The maximum Social Security tax an employee working from 1935 to
1982 could make is $17,000. This will nearly triple to $44,000
by 1990.

Social Security taxes on the average worker have increased 2,000%
since 1935; the maximum Social Security tax-has increased 6,500%.

Fifty-one percent of all Americans pay more in Social Security
taxes than federal income taxes.

Even with the additional $437 billion in tax increases that will
be implemented this decade because of a 1977 law, Social Security
will exhaust its reserves and total outgo will exceed income by
the mid-1980s.

When Social Security began, only retirement benefits were paid to
workers. Today, there are about 21 general types of benefits
provided under Social Security.

One indication of the growth in Social Security: When President
* Franklin Roosevelt proposed his Social Security program in 1935,
he comteugl;ted Social Security expenditures would be about

$1.3 billion in 1980. Actual 1980 outlays: $149 billion,
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Social Security...

...In the Beginning

\ Social Security was created in 1935 to partially replace earnings
lost through retiresent or death. Initially, only commerce and industry
workers (about five out of 10 jobs in America) over age 65 were eligible
for benefits.

Benefits were supplemental income...about 298 of pre-retirement
income (known as the "replacement rate™...the percent of worlking income
replaced by retirement income).

Payroll taxes financed these benefits on a pay-as-you-go basis.
Iritial taxes were also small...$60 per worker maximuam (cost split between
exployer and employes). In 1980 dollars, this tax equalled $360.

...Program Expansion

Congress and Presidents dramatically expanded the program through 13
expansionary laws and seven automatic benefit increases (although twice
Congress slightly reduced tenefits). Today, three separate trust funds
pay benefits and collect taxes. Two trust funds =-- Old Age and Survivors
(OASI) and Disadility (DI) -- pay cash benefits directly to recipients.
The third -- Hospitalization (HI) -- pays costs of medical care provided
to the elderly and disabled.

Nine out of 10 jobs in America are included in Social Security. The
program now pays retirement, early retirement, widow, children, parent,
disadbility and hospitalization benefits to 35.4 million. Basic benefit
rules were expanded, and later made inflation-proof through automatic
cost-of-living increases. Generally, eligibility has dbeen liberalized.
Cash benefits =- not counting the value of hospital care -- a3 a percent
of pre-retireaent income has increased to 49.3%.

Consequently, the tax rate, tax base and numder of taxpayers have
also increased. Today, the combined employse-employer maximum tax is
$4,340. One hundred ten million workers pay taxes; 11 million (mostly
government employees) do not. While the number of taxpayers has increased,
the worker/recipient ratio has not. In 1940, there were 16 workers supporting
each recipient. Today, the ratio is only 3 to 1, and declining.

sa:AS Part of the Federal Budget

Total Socisl Security outlays comprise about one-quarter of the
budget. Including all prograas, 27.78 of the federal budget is devoted
to elderly needs. By 1985, pensions, national defense and interest payments
will comprise 75% of the U.S. budget. Total Social Security and other
senior citizen federal outlays amount to $15,000 per elderly couple.
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s.:As Part of the National Economy

Benefits comprise about 5% of the real gross national product, and
it's rising. If no changes are made, and if government spending were to
be maintained at 208 of GiP, then by 1985 other government spending sust .
be cut 13. 1%,

Since Social Security is a msjor component of the economy, it is
particularly sensitive to economic fluctuation. Each 1§ of inflation
increases costs $1.5 dillion annually (although the higher costs are
offset in part by higher revenues). Each 1§ of unemployment reduces
revenues by $2 billion., Socisl Security tax increases exacerdate unemploy-
ment. For example, the Congressional Budget Office projected that the
Social Security tax increases since 1977 reduced eamployment dy 500,000
Jobs. Accelerating to 1983 the tax increase scheduled for 1990 is projected
to increase unemployment two to four million job years by the end of the
decade. -

.. .Economic and Demographic Developments

Since Social Security began, significant changes have reshaped America.
Once an economy dosinated by manufacturing and agriculture, America is
Quickly becoming a service based economy. Once men dominated the work
force; now half of all jobs are held by women. In 1935, a third of all
elderly Americans were impoverished; today less than 158 have incomes
below the poverty threshold. Forty years ago, less than three marriages
in 10 ended in divorce; today five of 10 marriages end in divorce. Family
size has declined.

Americans are living longer; on average, men live 15 years past
retirement, and women 19 years...s lifespan increase of 20% over 40 years.
Even so0, more. Americans are opting for early retirement before age 65.
Today 903 of Americans who retire opt for retirement dbefore age 65.

...AS Part of the Lives of Recipients

Social Security is a financisl lifeline to moat recipients. Fifty
percent of benefits are paid to elderly single members »f households for
whom Social Security is their principal income. Median income for all
those over 65 48 § 5,771. Average mecdian {ncome for a retired couple
receiving Social Security is $14,300.

Newly eligible retirees -- 80% of whom opt for early retirement -

- generally are improved financially. Median retirement income is $14,259,
of which 428 1s Social Security. Gross family assets -- including personal
residences or automobiles -- excead $48,000. Seventy percent of new
retirees either outright own theic home, or pay less than $200 in monthly
sortgage or rent. The average value of a new retiree's home is $54,000.

Most Social Security recipients today will receive far more in benefits
than they contributed in taxes...by a ratio of 5 to 1. This ratio will
decline for future recipients. Social Security benefits are progressive...
meaning that low-income receive relatively higher benefits than middle-
or high-income.

3
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s-:43 Part of the Lives of Workers

The maxisum Socisl Security tax a worker and his employer could have
paid from 1937 to 1982 1s $16,932. This will nearly triple by 1990 when
the maximum tax possidble rises to $43,000.

For 518 of sll fanilies -- and practically all low-income families
== they pay more Social Security taxes than federal income tax. This is
also true for employers, particularly the sarginally profitabdle.

.. .Benefits

One trillion dollars will be spent from the Social Security trust
funds in the next four years (1983 to 1986), an amount roughly equal to
that spent from 1935 to 1981. Four-year spehding and income by trust funds:

{billions)
Outlays Income
0l1d Age and Survivors (OASI)  $728 $634
Disadility (DI1) 63 135
Hospitalization (HI) 198 210
$1009 $979
-=Social Security Admainistration
¢ September 1982

Monthly Social Security costs exceed $17.9 billion.

Of trust fund outlays... _
...67% go to retirees, their spouses, children or survivors.

...9% go to the disabled, their spouses, children or survivors.
...22% pay medical costs.

Cash benefits paid from the OASI and DI trust funds:

{milljons) Average annual benefit

Retired workers 20.3 44,686
Their spouses 3.0 2,350
Their children . 1,841

Total 23.

Survivors
Widowed parents .5 3,372
Widowed spouses [N} 4,210
Children 2 3,278
Disabled, widowed spouses . 2,760
Parents .01 3,732

Total 5.2t

Disabled workers 8.1 §,944
Their spouses N ] 1,452
Their children 1.0 1,428

Total .5

Special Age 72 ]



The maximun possidble benefit for a retired couple with chud{en
under 18 is $14,748 annually. ;

These benefits do not include the value of medical benefits provided
through Medicare. Since all benefits are tax free, current benefits are
about 60% of after-tax, pre-retirement income.

... Taxes

About $1 trillion in taxes has been raised since 1935, 1If a worker
contributed the maximum taxes from 1937 to 1982, he would have contributed
$17,000 (an amount matched by his employer). By 1990, this will nearly
triple to $k4,600. -

Today, the total Socisl Security tax is 13.84% of up to $32,400 of
income. This rate will increase to 15.3%, and the base up to $45,600 of
income by 1990.

The average tax paid by a wvorker and his emploryer annually is about
$2,000.

,..Individual Equity and Social Adequacy

Social Security emphasizes social sdequacy, not individual equity.
The socilal adequacy basis is evident through the provision of relatively
high minimum benefits, paying proportionately higher benefits to low
average wage earners, the imposition of maxisum denefits regardless of
past earnings, and the payment of derivative benefits at no additional
cost to the worker. Wnhile there are some elements of individual equity
-~ benefits in relation to earnings -~ Social Security, over the years,
has moved away from individual equity and more toward social adequacy.

:osA8 It Affects Women -~

Social Security was created vhen sen dominated the work force. Since
then, a number of economic and demographic changes involving women affect
Social Security and its future. More women work today, are living longer,
and the divorce rate is incressing. Since these changes were not contemplated
at the time Social Security was created, retirement benefit adequacy for
women is a significant concern because a high percentage of the elderly
poor are widowed, divorced or-were never married. It is also a concern
since the current lador force -- once male dominated -- has a high percent
of women workers who pay Social Sockrity taxes, and expect to receive
Just benefits.

Problems in providing benefits to women exist in part because benefits
are linked to an individual's earnings and work history. Working women
frequently have interrupted work histories due to child rearing. Women
alsc have had generally lower career earnings than men. As a result, a
large proportion of women fail to qualify for Social Security benefits, -
qualify for benefits on their lower sarnings, or they Qualify based on
their husband‘’s benefits, and then receive half of theae benefits. Some
of these concerns have been addressed by changes made in the computation
of spouse benefits, bdbut questions of equity continue to be raised with
regard to vomen, particularly those who work. The National Commission on
Social Security Reform identified 12 options that sddress the issue of
making Social Security equitable for women.

5
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...8nd Other Federal Pension Policies

Since Social Security was created, there have been al;n:f!éant developments
in federal pension policy. Among thes:

1. JIndividual Retirement Accounts: Most workers can contridbute up
to $2000 annually tax free into Individual Retirement Accounts,
the proceeds of which are invested, and then paid out as retirement
income as early as age 59 1/2. Workers with wives who do not
work eontribute up to $2,275 annually.
» -

.
2. Keogh retirement plans: The self-employed can set aside $15,000
annual%y to help replace earnings lost through retirement,

3. Employee Retirement Income Security Act: Regulates ccmpany
sponsored, tax-deferred pension plans.

Sixty percent of workers between age 25-34 are covered by retirement
pensions other than Social Security.

...Financial Status

Social Security is going broke. High inflation, slow economic growth,
rising numbers of beneficiaries, increased benefit le'els and an eroding
tax base have increased Social Security's costs, and depressed revenues.
The retirement and survivors trust fund has run a de "icit since the early
1970's. This deficit erased the once large cash reserves...to the point
where Congress had to enact legislation persitting the OASI trust fund to
borrow from the DI and HI trust fund to make full and timely benefits.

By the mid-1580s, however, even these reserves will be exhausted. Technically,
Social Security will have no choice but to either reduce all benefits by

the amount of income then.on hand, or delay checks until enough income is

on hand to pay full benefits.

Thus, Congress must achieve two goals in the short-term: Enact
legislation that eliminates the future deficits, and achieve adequate
reserves so that enough money is on hand to pay two months of benefits.

The National Commission on Socisl Security Reform unanimously agreed
that $150-200 billion is needed this decade to assure Social Security
solvency. In addition, the Commission projects that Social Security
needs to either increase revenues or reduce spending $1.6 trillion over
the next 75 years to guarantee solvency.
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Senator HELMs. On Tuesday of this week, I introduced a bill, S.
541, to broaden and strengthen the social security system and to
guarantee once and for all the retirement security of elderly
. Americans. This bill bears the title—and as the Chairman knows,
we are privileged to name our bills whatever we wish—and I chose .

to call it the “social security Guarantee and Individual Retirement
Security Act of 1983". It has both a long-term goal and short-term
goal for addressing the funding problems facini social securit{.

In the long run, it would phase in a new kind of federally in-
sured private savings account, called “individual retirement secu-
rity accounts,” IRSA, in which each working American could
invest for his or her retirement. In the short run, it would keep our
present social security system solvent, while the long-term plan has
a chance to take effect. .

In a moment, I will attempt to describe briefly what my proposal
would do. But first, I think it is important to emphasize what it
will not do. It will not reduce any promised benefits to anyone—not
to retired Americans, not to Americans about to retire, and cer-
tainly not to anyone else who has a right to any retirement bene-
fits. It will not, and I repeat, not raise social security taxes in the
future. In fact, it would repeal the social security tax increases al-
ready scheduled to take effect in 1985 and 1990. -

It will not raise taxes on self-employed individuals. It will not
bring any employees of nonprofit, tax exempt organizations into
the social security system. It will not require employees of State
and local governments to participate in social security. It will not
tax benefits of social security recipients. It will not make our
senior citizens wait 6 months for the annual cost of living adjust-
ment upon which they depend so much. It will not raise the retire-

“ment age.

My J)lan would authorize every American werker o 2stablish an
individual retirement security system in whatever authorized insti-
tuiion he or she may choose, be it a local bank, credit union, sav-
ings and loan association, or whatever. This new kind of account
would be similar to the IRA accounts about which most people
know already.

But there is a difference, a big difference. The difference would
be that a tax credit instead of a tax deduction would be given for
deposits in these individual retirement security accounts. Individ-
uals could contribute to these IRSA’s any amount they choose. For
every dollar contributed to an IRSA, the individual would be enti-
tled to claim a 20-cent tax credit against the income tax liability up
to a maximum credit of 20 percent of the amount paid that year by
the individual to the social security trust fund.

To the extent the individual elects to take advantage of the
income tax credits, his future <fension claims against the common
social security trust fund would be reduced according to an actuar-
ial formula. The maximum utilization of the income tax credit each
year for 20 years would reduce the individual’s OASI claims to
zero. Lesser utilization would reduce the trust fund’s liabilities pro-
portionately. ‘

My ﬁro sal would also guarantee all current pension obligations
with the full faith and credit of the United States. It also addresses
the short-term financing crises facing the social security system.

19-467 0—83—3
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Now undeniably, a short-term infusion of funds is needed to keep
the system afloat at least until my long range plan or some plan of
its type has a chance to take effect.

Now the short-term funding crisis wouid be resolved by the fol-
lowing provisions, and I acknowledge that they will not be em-
braced warmly by everybody.

One, bring all Federal employees into the social security system.
Now we will hear a lot of discussion about that but, Mr. rman,
the information available to me is that 80 percent of Federal em-
ployees will draw benefits from the social security system either
because of prior employment or subsequent employment or both.
And, for one, do not think U.S. Senators or an y else ought to
be exempt from participating in the responsibility of making sure
the retirement system works.

The second is to delay the payment of COLA from July to Octo-
ber, and pro-rate COLA to reflect the month of retirement.

Four, provide for payment of administrative cost of SSA from
general revenues. -

Five, credit uncashed social security checks to the social security
system, and designate social security checks as such.

Six, credit the present value of military credits to the trust fund.
Now along with proposals for solving the long-term and short-term
funding problems facing the social security system, my bill also
contains proposals for reforming social security in certain areas. I
include these reform proposals because of the pressing need for
Congress to address issues relating to women and to the disabled,
and nonresident aliens, and older Americans with productive abili-
ties who wish to continue working past age 65. »

Now I will not go into the details of these pro reforms at
this moment, but they are provided in my pre statement.

In conclusion, the retirement security of American workers is as
important to the future of this country as any issue Congress will
deal with this year. This issue deserves the thoughtful considera-
tion of every Member of Congfess and, indeed, every American.
And let me say on a personal note that it gives me a great deal of
comfort that the distinguished Senator from Kansas is presiding as
chairman of the committee over this problem.

I thank the chair.

The CHAIRMAN. Senator Helms, I appreciate that very much.
And I would just say that at a time when most politicians are run-
ning from social security, which I think is a mistake, you have
taken the coura%leous position of offering your own comprehensive
reform bill, which aims at reducing the payroll tax burden, and en-
couraging private planning for retirement.

The Social Security Individual Retirement Security Act is de-
signed to meet the critical financing problems of social security in
both the short and the long range. And I think the bill addresses
head-on some major retirement income policy questions. I might
say that there have been other members who have indicated an in-
terest in IRSA—sort of the IRA approach—on this committee. It
has a great deal of appeal. You about trying to supplement
social security income—Ilooking for incentives for Yeople to save.
That's an area we are going to look at. And I am pleased to know
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that you will be setting the pace in this area, and taking a fresh
approach to social security reform.

I would also say—and I think it is probably included in your
statement—that I think a number of the reforms in your summary
are included in the National Commission’s reform package. The
record should indicate that you support a substantial portion of our
package. And I would guess, as I understand it, that if we would
include something or: the retirement age that it might even have a
little warmer support from the Senator from North Carolina. That
is in a separate bill that I have introduced to extend the retirement
age to 66. Starting in the year 2000, the bill would add 1 month a
year to the age, and then index the full retirement age to longev-
ity. That seems to me to make a great deal of commonsense. That’s
probably why it is not universally acclaimed.

I applaud your efforts. I just wonder what the reaction has been
from the elderly and the younger people in North Carolina. As you
know, the younger people don't have much confidence in social se-
curity. And the elderly people have been frightened by people
saying that the system is broke, and that they are not going to con-
tinue to receive their checks. What response have you had to your
proposed program?

Senator HELMS. Senator, first let me thank you for your gener-
ous and gracious comments. I will add that it is constantly a pleas-
ure to work with you. You are, in my judgement, one of, if not the
most, the hardest working Senators in this society. But be that as
it may, I had never requested a statewide television network
during the entire 10 years that I have been in the Senate. But this-
matter was so delicate. And everybody, as you say, is going down
under the punt refusing to touch the football. )

I did ask the North Carolina Association of Broadcasters to see if
the television stations in North Carolina would be willing to let me
talk to the people and explain what I had in mind rather than to
have it filtered through some of the newspapers and misrepresent-
ed either intentionally or otherwise.

We did that broadcast, a 30 minute broadcast, in which I used
charts and gaphs and other visual illustrations. Did it in prime
time. And, Senator, within 2 days we had a bushel basket of tele-
grams not only from North Carolina but from other States where
people had picked up the signals of the North Carolina stations,
and we are yet to have the first criticism of it.

Now telephone calls, we had to have a couple of extra people to
man the switchboard in our office. The nearest thing to a com-
plaint that we had was one man called up and said I was stupid.
And the young lady that answered the telephone was a little bit
indignant about that. And she said, “Why is he stupid?”’ And he
said, “Because he ought to know better than to think Congress is
going to adopt anything that sensible.”

But the aftermath of that—the television stations went to some
of the retirement homes and interviewed a number of elderly
people. And the reports I got were very encouraging to me because
not only did these elderly retired people understand what I was
talking about, but one lady said, for example, “Thank God some-
body is thinking about my children and grandchildren.”
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So we ought not to write off the attitude of the elderly, the re-
tired. Certainly, they are concerned about themselves, but they are
also concerned about their children and grandchildren. And I be-
lieve, as I assume most people do, that the young people who are
concerned that there will be no system available to them have
some basis for their apprehension.

The CHAIRMAN. You have four young staff people there who
probably hope that when they retire social security will be around.

Senator HeLms. Well, they have demonstrated am unusual zeal in
coming up with—— )

[Laughter.]

The CHAIRMAN. Maybe your bill is tilted toward the younger gen-
eration. I had better check that over.

Senator HeLMs. Mr. Chairman, I might add that we had about 20
people total working with us on this. These four young people have
sort of led the charge, but we ran a number of computers hot in
this city for weeks on end. And I think that our conclusions are
entirely valid. I think the arithmetic is solid. And I hope that there
will be consideration of our proposals.

The CHAIRMAN. Well, again, I appreciate it very much. Your
entire statement will be made a part of the record. We hope that
whatever may be adopted will address problems in the system for
some time to come.

Senator HELMs. That’s absolutely essential.

The CHAIRMAN. But that doesn’t mean we can’t take a look at
fresh ideas. This is a fresh idea, and I appreciate it very much.

Senator HeLms. Well, thank you, Mr. Chairman, for your courte-
8y. .

The CHAIRMAN. We have two cutstanding gentlemen next. And I
ungitla:'lstand one has a 10:30- appointment, so we will move very
quickly. .

The Honorable Wilbur J. Cohen, and the Honorable Arthur
Flemming, former secretaries of Health, Education and Welfare,
representing Save Our Security, Washington, D.C.

I would like to express my appreciation for your taking time
from your busy schedules to give us your views. As I look at the
action on the House side, it seems that the package is moving
along with deliberate speed. We ‘will hopefully pass a sound propos-
al before March 26.

Wilbur, do you want to start?

Mr. CoHEN. Yes, sir.
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STATEMENT OF HON. WILBUR J. COHEN AND HON. ARTHUR 8.
FLEMMING, FORMER SECRETARIES OF HEALTH, EDUCATION
AND WELFARE, REPRESENTING SAVE OUR SECURITY COALI-
TION, WASHINGTON, D.C.

Mr. CoueN. Thank you, Senator. Dr. Flemming and I are here
this morning both representing SOS, and representing some man-
agerial experience, I might say, in the handling of these programs
in several different administrations. Mr. Flemming also was a
member of the Civil Service Commission. We will allocate our time
in a way to assign different topics. So I will ask that our full state-
ment be put in the record, and then he and I will just summarize
it.

(The prepared statement of Mr. Cohen and Dr. Flemming fol-
lows, and a list of the Save Our Security members also follows:]
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PREPARED STATEMENT OF HON. WiLBUR J. COHEN AND HON. ARTHUR S. FLEMMING ON
BEHALF OF THE SAVE OUR SEcURITY COALITION

Mr. Chairman, and members of the Committes.

We appreciate this opportunity t.o nﬁbaar here today on behalf
of the Save Our Security Coalition, to share oﬁt views with you on
the recommendations of the National Commission on Social Security
Reform.

My name is Wilbur J. Cohen. I had the high privilege of serv-
ing as Secretary of Health, Education and ;lelfaro during the Admin-
istration of President Johnson. I am joined here today by my good
friend and colleague, Arthur 8. Plemming, who served as HEW
Secretary in President Eisenhower's Administration, and as U.S.
Commissioner on Aging under Presidents Nixon, Ford and éaztet.

In the preparation of the Save Our Security Coalition's position
with respect to t.ho report of the National Commission on Social Secur-

" ite Refom, we had the able advice and counsel of a half dozen other.
experts 'sn the Social Security ﬂ.eid. They include three former
Commissioners of Social Security - William J. Driver, who held that
post under President Carter; Robert M. Ball, who served during the
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Administrations of Presidents xenne§y, Johnson and leoﬁp'and

Charles J. Schottland, who served during the Eisenhower Administra-
tion. They also include two formexr Commissioners on Aéing - 3ohn

B. Martin, who served in the Nixop Ad&inisttationy and William Bechill,
who served in the Kennedy Administration. Finally, they include
Nelson Cruikshank, former Counselor to the ‘President for Aging in

the Carter Adginistratlon.

fogether, we cover a span of a quarter century and six presiden-
cies, of both pélitical parties, and together we stand united in our
views on the Commission Eepott. So Secretary flemmlng and I speak
for these six distinguished Americans, as well as for the Save Our
Security Coalitloﬁ. '

I chair save Our Security, and Secretary Flemming chairs our
Advisory Committee. SOS is a nationwide coalition of more than 140
organizations representing a cross-section of American life. We
are attaching a list of the affiliated orqhnizatioua to give you
the full flavor of the coalition. There are organizations repre-
senting the elderly and the disabled, trade unions representing
workers in the public and §r1vate sectors, social welfare groups,
women's groups, civil rights groups and religious organizations.' To-
gether, these affiliated organizations have a membership of between
35 and 40 million adult Anericaés, almost equally divided between
‘beneficiaries of, and contributors to, Social Sepurfty.

This is a point which simply cannot be aéated clearly enough.
within Save Our Security }e hqﬁe bridged'the so~-called 'éanarntion gap.”
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We have working men and women concerned about their own tututo protec~

tion under Soclalisocutity and ooncaznﬁd; as well, about the benefits
now boi.nq ucotvcd by thoir r-tizod paront- and their ;;randpaxenu. !
. And ve havo oldor Mericans who are concerned not only about their own
ocononic ucurlcy, but that of their chndren. and grandchildren as well.
Both groups -- the beneficiaries and the contributors -- v_mi': to see i
Social Security's short-term calh-!l.o-w problems solved, and tt;ey want
to see tho long-term needs of this system adequately financed to guar-
antee tho beneﬂ.tl which today's workers are earning thxough their work
anc their contrlbutlonl into this system.

On behalf of Save Our SchrL!:y, we want to express our gratitude
to you, Mr. Chairman, and to Senator Moynihan for the eitort- which both
of you invested in working to achieve a compromise with which 01.1 par-
ties could live. At the outset, most political observers gave you
little or no chance for success; it is to your credit that you proved
thoa; pundits wrong. ‘ -

Oon behalf of Save Our Security, we want to express this organization's
support for the agreement reached by the National Commission on Social
Security Refo:n and we recommend its adoption. . .

In taking this position we would like to make three uap:otant points:

1. We believe inclusion of the COLA delay ineanl that the benefi-

ciaries of Social Security will pay a high price for what is
in the compromise package. If there are any changes inserted
into this agreement which in any way further cut back on basic
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Social Security benefits, we would have to reassess our

position.

'We believe that the proposal to extend Social Security cover-

age to Federal and postal employees should be implemented
only #t such time as changes are implemented in tﬁe Federal
retirement system to m;ke it pa:t_of a two-tier system,

with the dual program guarantceing Federal and postai workers
a system at least as good as that which they now enjoy.

The views presented by SOS have been developed in consultation
with organizations and individual members who have had a long
association with Social Security policy. However, the coali-
tion is both large and diverse. There are a few organizations
which, while members of S0S, do not support passage of the
compromise package as presently constituted. These groups will

be making their views known to the Congress directly.

As indicated, one of the most troublesome provisions in the

Commission's report deals with the six-month delay in the cost-of-~
11;1ng adjustment for the reciplents of Old Age, Survivors®' and Dis-
ability Insurance benefits. )

We recognize that some members of the Commission went along
with thin-dolay in the COLA only with the qieatest reluctance. We
share that reluctance. We wish the Commission could have found some
other way to deal with the financial ptoblemh of Social Security.

In his State of the Union mebsage, the’ President placed the blame for

these problems squarely on the shoulders of our national economy --
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the long inflationary spiral pushed up outlays to ﬁalp'beneﬂciarin
keep their heads above water; and persistent high une'uployncnt has
pushed down income, because when people arenft working, neither they
nor their employers are paying into the ayltem.' It is unfortunate
that the aged,'the blind, the disabled and their dependents have

to take a reduction in their standard of living, to put to right a
situation which is not of their making.

But -- reluctantly, as we have said -- we accept the Commission's
COLA recommendation because we believe that other portions of the com-
promise have so much merit. However, in §dop£inq this provision, we
believe Congress should go further than the Commission in recognizing
the serious problem confronting SSI recipients. We applaud the inclu-
sion in the agreement of a recommendation for raising the disregard
from $20 to $50.

Supplemental Security Income is the basic safety net for the
aged poor, the blind and the disabled. We strongly recommend, as a
matter of fairness, that, contrary to the recommendations :ln‘ the
Administration's budget, the cost-of-living adjustment for July 1983
be retained for SSI and Food Stamp recipients, SSI recipients
would then receive another COLA adjustment in January 1984 -- as would
) all OASDI beneficiaries -- because ©of the importance of keeping the
two programs in tandenm.

We also recommend that the lncome threshold for SSI be raised

at least to the poverty level, and that at some time in the not-too-
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distant future, consideration be given to bringing this benefit up
to a level of 125 percent of the poverty level.

With respect to SSI, we all know that there is a considerable
number of Social Security recipients who qualify for, but do not re-
ceive, SSI benefits: For some it is a matter of dignity and pride.
They know that the benefits are available, but they choose not to sub-
mit to the means test which is required for eligibility. But we are
convinced that many Social Security beneficiaries are completely un-
aware that their income is so meager that they could qualify.

We in SOS believe that the Secretary of Health and Human
Services should be required by law to issue a notice periodlcally
to all individuals whose OASDI benefits do not exceed the SSI benefic
level plus the $SI unearned income disregqard. Such notice should
state thqé they may be eligible to receive SSI benefits to supple~-
ment their other income. The notice should also encourage the per-
son to contact his or her local Social Security office for additional
information. The Secretary should also be required to take the steps
necessary to insure that these individuals be fully assisted in filing
an SSI application. wWhile Secretary Flemming was serving as Commissioner
on Aging, he worked with many public and private organizations in
carrying out an “SSI Alert® at the beginning of the program. It worked
then; 1t-can work now. It was needed then; it is even more essential
today.

We also urge that the 3 percent trigger in the cost-of-living
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adjustment for 8§¢1a1 Security and 881 -- the provision of present
law which says that no cor.A will be paid if the increase in the Con-
" sumer Pt.i.cc Indax 1: leal than 3 petcent “= be suspended for 1984, -
Since we began indexing sochl gecurity and SSI benefits, there has
never beon"-a year when the céx'rosa less than 3 percent. But in-
flation has nodoza'ted, and we hc;pe it will continue to moderate., A
delay in- the COLA could result in a comparison between the first
quarter o! !.alt y22r and the first quarter of this year showing leu
than a 3 percent inflationary growth. Nevertheless, it still seems
to us important that, ‘because of the COLA delay in this year of trans-
ition, benefits be increased by whatever amount the 1n£}ation rate is.
Another issue which gave us problems in the coalition involves
the recommendation that Social Security coverage be extended to
new Federal and postal employees, otfoétlvo January 1, 19845 N
We believe that such a proposal should not be implemented un-
til representatives of Federal and poat;.aI employees have had an

adequate opportunity to review and c t on specific proposals to

adapt Federal retirement systems s =ppropriate supplementary programs '
for futuré service in the light of proposed Social Security coverage
-~ and, as of timio date, no such specifics have been forthcoming.
Such changes may be complex and difficult for many particiba’ntl to
comprehend. .
Purther, we believe that any such changes must not result in

a loss of ptoto_ction, but must provide a two-tier system which will
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guarantee Federal employees a benefit package at least equél to
what the} now receive in zetirement. disability and death benefits.

The date for making any such changes ;hould not be determined
on the basis of any increased revenue to the Soclal Security system,
but solely on the'approprlaienell and fairness of the prop&sed
changes in financing and benefits in both syltems.. Furthermore, we
belicve that the effective date for_brinqing Federal employees under
Social Security and for the implementation of any change in the
Pederal retirement system should be the same.2/ _

We recognize, Mr. Chairman, 'that éhe Committee on Finance does
not have jurisdiction over the development of legislation dealing
with the Federal retirement system. But in view of the fact that
you will be taking actions with iespecc to bringing new Federal
and’ postal employees under Social Security, we urge you to find the
way of lnauring that any action you take relative to the coverage
of new Federal and postal employees under Social Security not be
effective until Congress has also enacted the new Federal retirement
progran.

Although the Commission reached agreement on a package pro-
posal to deal with the short-range financial needs of Social Security
and two-thirds of the long-range problem, it could not agree on how

to deal with the remaining one-third of the long-term problem. Mem=-

1/ Mr. Ball feels that this is highly desirable, but not a necessary
condition to the inclusion of new Federal employees on Jan. 1, 1984.
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» bers of the Commission did agree, however, to make separate rocociuq-
dations dealing with the rest of the long-range financinlq needs. s
Some of the cw;sion members suggested that the best way to '
deal with th; remaining long-range financing would be by incrnung.
the retirement age to 66 and indexing it to longevity. '
The 808 coalition flatly xo‘jeétl such a CODI’IO-. To change
the retirement age would be untaix:t to today's wr)&orn. We would be
asking them t;a work i&nqor for what would be, in the end, lower.
benafits, and we believe this would be a violatlox:n of the inplic'it .
compact which has existed between the qovernuht and working men and
women for nearly half a century. . .
Other Commnissioners ro;:o_ondod increasing payroll taxes in
2010, with a refundable income tax credit so that this would have
a neutral impact on the total tax burden of workers. We can support
this approach. .
There are oﬁer possible solutions which most in‘ 808 'could
support. )
== We could eliminate the maximum earnings base for

emplt;yeu, 80 that they would be pa&ing Social Se-

curity taxes on their entire payroll;
-- We could use general revenues to make up any shortfall; or
-- We could use a combination of any of these methods

to meet any situation, whiéh might occurxr sometime in )

far disunt future. .
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There is another approach which has significant support with-
in s0S. That is for the Congress not to deal this year with the re-
maining one-third of the long-term defici@ vh;ch uili tema#n‘a!te:l
’ the Commission's agreed-upon recommendations aié enacéed. .Instead,
Congress could recommend that the next statutory Adviﬁory Council
on Social Security be charged with making reéomnandationl with re~
spect to the remairing pari of the long-term problem, taking {nto
account better economic conditions, increases in productivity, the birth
rate, the immigration rate, and all of the‘otﬁer variables wpich
contribute to the stability, or lack of stability, of the sﬁcial
Security system. ) '

We have devoted considerable time, Mr. Chairman, to the parts
of the Commission's report which gave us, in Save Our Security, dif-
ficulty. Let us provide some balance by listing for you those recom=-
mendations which we had no difficulty in endorsing unanimously:

1. Raising from 3 percent to 8 percent the additional

retirement benefits for each year, after age 65, in
vhich a person continues to work.

2. Raising from $20 to $50 per month the OASDI disregard

in computing SSI eligibility and benefits.
. 3. Extension of compulgory coverage to non-profit
_organizations. ’
4. Reéealinq the provision which presently allows

State and local governments to opt out. (We would .
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- hope that Congress would go a step further, and

give those State and local governments which have
opted out in the past a one-ﬂ:-e chanc& to rejoin
the Social Schrit.ly pfogn-.)

The annual rollover of Social Security invelt.nent.s,
s0 .that this program earns the maximum interest pos-
sible on the funds it has invested in securities of
the United States. )
Adding two outgrida persons (no more than one from
any political party) to_the Board of Trustees,

to help restore public confidence in the manage-
ment of this program.

Establishing the Social Security Administration and
HCFA as an independent agency. (The Commission en-~
dorsed this idea in principle, but a majority of
members favored a study of its feasibility. We

do not believe a study is necessary and we hope tﬁa
Congress will move forward with legislation to ‘
achieve this goal, under a bipartisan board, as
quickly as possible.)

The four gendét-rehted provisions to liberalize the
way in which we treat women un.der Social Security.
{The report makes specific reté:ence to the issue

of income sharing for Social Security purposes,

We note with approval the views expressed by Com=~
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missioners Ball, Keys, Kirkland, Moynihan and Pepper
on this issue, We urge you to direct the Social
éecutlty Adnini:tr;tion to continue studies already
under way on this matter and to report back, within
a year, specific recommendations with respect to -
the recomméndationl of these five Commissioners.)

9. Crediting the Trult‘?unds for past military service
credits and uncashed checks. '

10. Reallocating of payroll tax receipts more equitably
between the old‘Agxland Survivors' Insurance Trust
rund>and the Di-aﬁility°1nluranco Trust Pund.

11. cContinuing éhe authority for interfund borrowing
through 1987. ‘

12, Blininutiqq the "windfall® benefit for future bene-
ficiaries who are eligible for pensions from non-
covered Social Security employment. .

Most importantly, Mr. Chairman, we in S0S support the CO§;

mission recommendation that Social Security be removed from the

unified budget and restored to the independent status it enjoyed
for its first nearly 35 years.
. We also commend the Commission for its conclusion that

there shoula be no tampering with the basic structure of socialhs.~

curity -- that it not be made Qoluntcry, that it not be conditioned

on a showing of financial need, and that it not be based exclusively

19467 0—88——4¢
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on contributions paid.

The National Commission on Social Security Reform had a
difficult —- some thought impossible -- assignment. T; its‘credic
it came up with a workable solution. Not a perfect onQ, notAona
which satisfied e§eryona {or perhaps anyone), but a goiution with
which beneficiaries and contributors cah.live.

In conclusion, Qe want to emphasize again the Save Our
Security coalition's aubport for the Commission's recommendations.

We thank the qhairman and the members of the Committee
for this opportuﬂity to(presont'our views, and we wilh‘you every

success in your deliberations.
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Mr. CoHEN. Let me say, Senator, that I have now appeared
before the Senate Finance Committee over a period of 48 years.
This is, in my opinion, the most unique experience I have ever had
in which the chairman of the committee, the President of the
United States, the Speaker, the majority leader, and a distin-

ished group of people have agreed on something ahead of the

earings. Both Dr. Flemming and I want to compliment you par-
ticularly on what we think is a stroke of legislative genius on your
part, and on the part of your colleagues in arriving at a resolution
of an important issue to the American people. We, as I presume
you and others, are not in complete agreement with every detail,
but we recognize that one must come to a resolution of this issue
this year. So we want to pay particular respect to you for having
forged this compromise—I even call it “legislative genius’’ on your
part and the part of your colleagues.

We are here to support in general the proposal. We have a few
specific suggestions to make that might be helpful.

Since Dr. Flemming must leave for another appointment, I will
come back to it. And I think it might be best for Dr. Flemming to
“proceed first. -

The CHAIRMAN. Dr. Flemming, I am pleased to have you, a fellow
Foundry Methodist member, with us.

Dr. FLEMMING. Mr. Chairman, I was about to say that as a fellow
Methodist I would like to say “amen” to Wilbur Cohen’s comments
relative to the work of the Commission and relative to your role in
connection with the work of the Commission.

Mr. ConeN. If I might add one addition. Ecumenical agreement.

Dr. FLEMMING. That’s right.

I haven’t been appearing before the Finance Committee over as
long a span of time as Wilbur Cohen has, but I have been coming
to the Hill over a considerable period of years. And this certainly
does constitute a very unique development as far as my experience
in government is concerned. And as Wilbur has indicated, SOS
does support the package that emerged from your deliberations.
And we certainly hope that it will be enacted into law.

There are certain parts of that package to which we would like
to call particular attention. We recognize that a good many mem-
- bers of the Commission were reluctant when it came to deciding to
postpone the cost-of-living adjustments over a period of 6 months.
We know that they recognized, as we do, the impact of that post-
ponement on the lives of a good many older persons.

We have been particularly concerned about the impact of that
postponement on the low-income, older persons. And as we think in
terms of the low-income elderly, we think in terms of those who
are now beneficiaries under the supplemental security income pro-

gram.

We were delighted that the Commission did focus its attention to
some extent on the supplemental income program. We do believe,
however, that Congress should go further than the Commission in
recognizing the serious problems confronting the SSI recipients. We
applaud the inclusion in the agreement of a recommendation for
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raising the disregard from $20 to $50. Many of us have been urging
that over a considerable period of time.

But in addition, we recommend that as a matter of fairness, con-
trary to the recommendations in the 1984 budget that is pending
before the Congress at the present time, the cost-of-living adjust-
ment for July 1983 be retained for SSI and foodstamp recipients.

SSI recipients would then receive another cost-of-living adjust-
ment in January of 1984, as would all OASDI beneficiaries, because
of the importance of keeping those two programs in tandem.

We also recommend that the income threshold for SSI be raised
at least to the poverty level. '

With respect to SSI, all of us know that there is a considerable
number of social security recipients who qua.lifgef‘;or but do not re-
ceive SSI benefits. We in SOS believe that the Secretary of Health
and Human Services should be required by law to issue a notice
periodically to all individuals whose OASDI benefits do not exceed
the SSI benefit level, plus the SSI under-income disregard.

Such notice should state that they may be eligible to receive SSI
benefits to supplement their other income. The notice should also
encourage the person to contact his or her local social security
office for additional information. The Secretary should also be re-
quired to take the steps necessary to insure that these individuals
be fully assisted in filing an SSI application.

When SSI was inaugurated, I happened to be serving as U.S.
Commissioner on Aging. And we did inaugurate an SSI alert. We
had cooperation withi th(;lpublic sector and the private sector for
a program designed, literally, to go out onto the highways and
byways and identify the older persons who would be eligible for
SSI; call their attention to the fact that they were eligible; and in-
dicate to them how they could establish their eligibility. .

Some of us believe that we are at a point where we need another
SSI. And that could be hel considerably if the Congress would
require the Secretary of to periodically provide this informa-
tion to the social security recipients.

And also, Mr. Chairman, I would like to underline and stress
what some of us feel is the importance of granting the SSI recipi-
ents their cost-of-living adjustment under the SSI program, and
also granting the foodstamp recipients their cost-of-living adjust-
ment under that pr%am because after all that program also af-
fects the lives of the SSI recipients.

We are delighted that the Commission did in its way single out
the SSI people through the disregard recommendation. Now we
would like to see that rounded out. I a%preciate that what we are
suggesting is not a part of the package, but our suggestions involve
issues that are before the Congress, and we urge the Co to
deal with them in such a way as to bring some hope to the poor
who are a of this SSI program.

I wanted to comment on that, and then also I did want to com-
ment on the recommendation relative to Federal employees.

I did have the privilege of serving for 9 years as a member of the
US. Civil Service Commission from 1939 to 1948. During that
period of time the issue that confronts the Congress at the present
time was raised. And it was raised a good many times.
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I long ago concluded that the Federal employees should be under
social security. I felt that that should be the foundation on which
you would build a Federal retirement system. And it seems to me
that if the recommendation of the Commission is carried out that
means that future Federal employees will be under social security,
and then there can be built on that foundation a Federal retire-
ment system. I think the package will end up as a sounder system
than the system that is now in effect.

In that connection, you will note in our statement that we be-
lieve the effective date for bringing Federal employees under social
security and for the imlplementation of any change in the Federal
retirement system should be the same. .

Now we recognize, Mr. Chairman, that this committee does not
have jurisdiction over the development of legislation dealing with
the Federal retirement system. But in view of the fact that you will
be taking actions with respect to bringing new Federal and postal
employees under social security, we urge you to find the way of in-
suring that any action you take relative to the coverage of new
Federal and postal employees under social security not be effective
until Congress has also enacted the new Federal retirement pro-
gram.

*  Personally, Mr. Chairman, I believe that objective can be

achieved. And I think it can be achieved by next January. There’s
been a lot of consideration given to how you develop a Federal re-
tirement system and put it on the foundation of social security.
And I believe that that thinking can be brought to a Kead, that the
Conﬁress can confront that particular issue and confront it in time
so that the effective date for the two programs is the same. We
think thdt is very important, namely, to make the effective date
the same. But we do not think that that means there should be a
delay in the implementation of that part of the Commission’s rec-
ommendations.

I appreciate the opportunity of commenting on the SSI part of
the report, and then, also, on the Federal employee part of it. Now
I will turn it back to Wilbur Cohen who will comment on other
parts of your report.

The CHAIRMAN. As I understand, you need to leave at 10:15?

Dr. FLEMMING. Yes. About 10:15 or 20. I've got some time yet.

The CHAIRMAN. I would just like to note that I hope the things
we are doing will be in place and helping to insure the long-term
viability of social security when your granddaughter, who I believe
is here this morning, reaches the retirement age.

Dr. FLEMMING. Well, I have been trying to assure my grand-
daughter and other grandchildren that when they reacﬁ retire-
ment age this social security system is going to be intact, and that
the benefit structure that is now in the picture—at least that bene-
fit structure will be in place and that they can count on it. I think
one of the serious issues confronting us, Mr. Chairman, is the fact
that the polls show that all generations are very supportive of this
system; supportive of it to the extent that they believe benefits
shouldn’t be cut; supportive of it to the extent that they are willing
to pay additional taxes in order to preserve these benefits.

ut then at the same time, many of them say, “Well, we don’t
think it is going to be around when we get to be 65.”” Now to me
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that’s serious because what they are saying is that they don’t think
the Government has the capacity or the will to live up to the com-
mitments that are built into the social security system.

I believe the Government does have the will and the commit-
ment to do that. And that's one of the encouraging things -about
your Commission report. And that’s why SOS is supporting your
report. Because we believe that that does constitute an answer to
those who are skeptical about the future, skeptical about the abili-
ty of our Government to make a commitment and to live up to it.

The CHAIRMAN. You said precisely the right thing. We want to
impress on younger people that we are trying to take action that
will preserve the system for them. The polls indicate that up to 60
to 70 percent in certain age groups have no confidence in the
system.

I am wondering, Mr. Cohen, since Dr. Flemming has to leave at
10:15, if I might yield to my colleagues for questions of Dr. Flem-
ming and then go on with your testimony.

Mr. CoHEN. Yes, sir. i

The CHAIRMAN. Senator Chafee.

" Senator CHAFEE. Yes. I'm sorry, Dr. Flemming, that I didn’t hear
all of your testimony. And if I am correct, it's the combined testi-
mony of you and Dr. Cohen?

Dr. FLEMMING. That’s right, Senator Chafee. I was just simply
emphasizing that portion of our combined testimony which deals
with SSI and deals with the recommendations relative to Federal
employees. And on the SSI——

nator CHAFEE. Well, I will get that from your testimony here.

On the Federal employees, didn’t you say that you would like to
delay that for a little while?

Dr. FLemMING. No. No, I don’t think it's necessary to delay it,
Senator.

Senator CHAFEE. Until such time as the second tier goes in.

Dr. FLeMMING. That’s right. All I was saying is—and this is the
position of SOS—that we feel the coverage of the new Federal em-
ployees under social security and the introduction of the second
tier, so to speak, for Federal employees should be effective on the
same date. And I believe that that can be accomplished without
aniy delay in the recommendation relative to Federal employees.

have worked in the Federal field over a good many years and I
see no reason at all why the Con, can't reach agreement on
that second tier during the remainder of 1983.

Senator CHAFEE. Well, I would hope we can because I agree with
you that it is sort of a package deal.

But let me ask you this, Dr. Flemming. It's widely recognized,
and the Commission said so itself, that this does not cover the lon,
range problems, or your granddaughter’s problems or your grand-
children’s problems; that what we are doing is—not absent the
votes that were taken that really split along “garty lines—increased
taxes or eventually delay the retirement to 66. And since then, the
statistics have come in that show the situation even more depress-

in =

ilow what'’s your suggestion to handle that problem?

Dr. FLEMMING. As far as SOS is concerned, we believe it should
be handled by making provision for an increase in the payroll tax



50

in 2010 or 2015 if the conditions at that time call for such an in-
crease. We do not favor raising the age at which full benefits would
be available from 65 to 66 because, frankly, Senator, I feel that
. that would constitute a breaking of a commitment that is built into

the sg'stem at the present time. It's a commitment that will be a

plicable to those who will be retiring in those years. But I thin
that commitment is a very, very important commitment.

Senator CHAFEE. Well, I think we are entitled to look at the
merits of the argument rather than basing it on a commitment.
The commitment was that the system be there. I'm not taking a
position, but I'm disturbed over the future of this fund. The only
commitment I made to our people in this last election is that I was
going to see this fund.is preserved. And we have got a situation
where people are distinctly living far longer than originally antici-
?ated. And three cheers. We want that. And it isn't just ple
rom birth that is significant, but it's the people reaching 65 and
living longer.

Now for us not to recognize that in some way and always turn to _
the taxes, where the social security tax for many workers is now
becoming a significant item in their pay check as their income
taxes, I think we have an alarming situation.

But your solution is to go with the taxes.

Dr. MMING. That is correct. I feel that the younger persons
who are now a part of the S{stem should look forward to the period
when they can draw social security benefits with the assurance
that there will not be a reduction in those benefits. And moving
}:_he year up from 65 to 66 does constitute a reduction in the bene-
its.

Also, we are in a period now where there is a great deal of em-
phasis on second and third careers. And I think that that emphasis
is %oing to increase as we look down the years. And, consequently,
I think that younger people should be able to plan on the fact that
at age 65 they will be able to draw these benefits. And if they want
to move on into a second or third career at that particular time,
they can do it. Now the projection of the Commission was that if it
became necessary to get increased revenues that it would require
an increase in the payroll tax of .46 on each side, employee and
employer. I recognize that there has been some questions raised by
actuaries about the adequacy of that so it might require some
upward adjustment.

But, of course, when we are adjusting our thinking that far
ahead, we are obviously using assumptions, some of which may be
borne out and some of which will not be borne out. But as a matter
of principal, we feel that the system can be financed at that partic-
ular point in its history without changing the benefit structure.
And we feel that that is the approach that should be made.

Senator CHAFEE. My time is up. Well, thank you very much.

The CHAIRMAN. Senator Moynihan. -

Senator MoyNIHAN. I yield.

Dr. FLEMMING. Wilbur Cohen will deal with that one further.

Senator MOYNIHAN. John.

Senator CHAFEe. The word “principal” implying that there is
something sacred about the principal of retiring at 65 when there
doesn’t seem to be anything sacred about the principal on not
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trying to tax these wage earners too substantially seems to me
somewhat of a contradiction.

Dr. FLemMiING. But the question is at what year can the person
count on receiving full benefits, whether it is 65 or 66 or it's 67.
And I feel that we have built into the system the understanding
that a person can count on receiving full benefits at 65. We use the
word “retirement,” and I think sometimes it's a mistake to do that.
It's the J'ear at which the person can count on drawing full bene-
fits. And that is built into the system. If you move that up to 66,
that does constitute a reduction in benefits. ‘

Senator CHAFEE. Thank you.

Senator MoyNIHAN. I want Senator Bradley to say a word, too,
before you leave.

First of all, we thank you gentlemen. And I want to express our
appreciation for your work. Not just your career, but your work
with SOS in the last couple of years.

But I think that I would like very gently to suggest that to some-
one who has stormed around on social security, and is very much
committed to it and very preoccupied with it for the last couple
years, it has been a miraculous life work for Wilbur Cohen and Bob
Ball and Bob Myers. But it is a fact that most Americans don’t be-
lieve it works. And that is a political fact. It's not an accidental
one. It's a consequence of the very same campaign to make people
believe it. And they do believe it..

As the Chairman said, public opinion is very skewed on this. As
you get to be 59, you get to be a believer because you don’t have
much choice. And what very young people think isn’t taken too se-
riously because they are very young.

But when people in their 30’s and 40’s are convinced that a
sKstem will not work, that is a lack of faith in government. That is
the belief that you have been lied to, you are being cheated, your.
money is being stolen from you. And if we have to do some painful
things to restore at some level that confidence, I think you would
agree we have to. That's why you are here testifying for things
.that you wouldn’t normally want to be done.

Dr. FLEMMING.-That’s where you came in, Senator Moynihan. I
said, for example, we have to swallow very hard on the delay in
cost of living adjustments for a period of 6 months because of the
impact on the lives of older persons. And in particular because of
the impact on the lives of the low income older persons. And that
is Wh{x we have made certain recommendations relative to SSI.
And that’s why we welcome the Commission making a recommen-
dation on the disregard provisions. )

But on the fundamental issue, we are in complete agreement
with you. And we recognize that together we definitely have a very
serious issue confronting us.

Senator MoYNIHAN. Thank you very much.

The CHAIRMAN. Senator Bradley.

. Senator BRADLEY. Mr. Secretary, I would like to have you and
maybe Mr. Cohen as well share with the committee what you think
the purpose of social security is. Because I think frequently the so-
lution to the problem goes with how you describe the purpose of
the program. And I think that we have lost sight of that.
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Dr. FLEMMING. Senator Bradley, I am going to ask Wilbur Cohen
to pick that up. And I would just like to share with the other mem-
bers of the committee the fact that I have been serving for a little
over 2 years as member of the Commission on Wartime Relocation
and Internment of Civilians. That Commission is having a press
conference over in the Labor Department auditorium where we are
releasing part 1 of our report this morning, and I do feel under
some obligation to be there with my colleagues. This has been a
fascinating experience serving on_that particular commission.

But on that issue and on any other issue involving the funda-
mentals of the social security system, I have no hesitancy in leav-
ing my proxy with Wilbur Cohen because I regard him as one of
the architects of the system, and not only an architect of the
system, but one of its great defenders. And it has been a joy and
privilege for me to be associated with him and with the SOS orga-
nizations that are trying to deal with these very basic fundamental
issues.

Senator BRADLEY. Well, thank you very much, Mr. Secretary.
And certainly no one on this panel will criticize you for going to a
press conference. [Laughter.

If you could assure that the networks would be there, we would
be there behind you. [Laughter.]

Dr. FLEMMING. It’s not only the.press conference, but it happens
to be the subject matter of the press conference that I am con-
cerned about it.

Senator BRapLEY. Thank you.

'Il‘lhe CHAIRMAN. As long as you don’t announce for office, it’s all

ight.
r. FLEMMING. Thank you.

The CRAIRMAN. Thank you, Dr. Flemming. We appreciate it very
much. We will see you Sunday.

Dr. FLEMMING. All right. I will look forward to it.

Mr. CoHEN. Senator, would you like for me to answer Senator
Bradley’s question first before I go back?

The CHAIRMAN. Oh, yes.

Mr. CoHEN. Senator Bradley, the purpose of social security as I
have looked at it over these last 48 years in terms of the fact that
my professor was one of the founders of the system, and what he
has said, and President Roosevelt and others said over the
years——

Senator MoyNIHAN. That’s Frank Alchul?

Mr. ConeN. No, sir. That was Edwin E. Witte.

Senator MoYNIHAN. Dr. Witte. _

Mr. CoHEN. Dr. Witte was my professor at the University of Wis-
consin. As a young man, I came as his research assistant to the
cabinet committee in 1934. He’s the man who wrote the President’s
report in 1934 which explained what the purpose was. I will try to
recall that as best I can since I use it quite frequently in teaching.

The pur&ses——l use the term plurally, Senator—purposes, be-
cause ma I think like building a dam, social security is a multi-
purpose function. It is first designed to be a basic floor of protec-
tion to people on which they can build additional protection.

It was never intended that social security would be exclusive in
its nature, but to give people some hope that they could build upon
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it. The best illustration of that, sir, is when this committee in 1939
enacted the survivors’ insurance which extended life insurance as
an addition to social security on which peogle could get a basic life
insurance protection. The result was that the life insurance compa-
nies built tremendous additional protection by going out and
saying, “You now have $50,000 worth of life insurance under social
security under the 1939 amendments, and now you can afford to
buy something on tolp.”

6uite frankly, as I think other gentlemen here will testify, it re-
sulted in a tremendous transformation from industrial insurance
into life insurance of all forms, which gave the life insurance com-
panies great additional protection.

So the first point is a floor of protection. The second is to hel
gople plan for the future. I will return to that in connection wit

nator Chafee’s point. ,

In all of the research studies that I have done over the years, I
have asked people questions—How do you plan for your future re-
tirement? I think that's extremely irmiportant. And Senator Dole
pointed out that a lot has happened in connection with Keogh
plans and IRA’s and other things in the ensuing years to give
people that planning responsibility upon which they can build on
top of it. Unless we have a mechanism in this country in which
people can see some public polic{ goal upon which they can build
their retirement, which means home ownership, savings, invest-
ments, IRA’s, ERISA, and all the other things, I don’t think you
_ give them a base upon which to operate.

I think that’s the creative genius of social security. To enable
people to plan. But I am now-emphasizing what I call the “individ-
ual protection” aspects of social security. But there are two other
purposes of social security.

One was, according to Franklin D. Roosevelt, to reduce the
extent of people being on welfare. His whole objective in going
ahead and ushinf the contributory waie related system as it was
known in the early days was because the estimates of what were
going to be the future burden out of general revenues for old age
assistance were so tremendoeus—that only a contributory system
could relieve the Federal Government’s general revenues of that
burden. Therefore, a strong point was to relieve the Federal Gov-
ernment of it. .

A third point was to give the family protection. If you look at
social security, what is completely overlooked in connection with
what Senator Moynihan said before, by now Congress has created
social security as a family protection plan. When you add the life
insurance protection to widows and orphans, the disability protec-
tion over their lifetimes, and the medicare protection, social secu-
rity is not a retirement program. It’s a family protection program.

And the final purpose of social security is to provide a continuum
of purchasing power to people that will stabilize the economy in a
sense of building enoug purcl_;asinﬁ power so that our free enter-
prise system can operate, and people can choose to do what the
want to do with their money, move where they want to move wit
their money, but still the economy will be sustained. I think that
ha been a remarkable achievement of social security over the last

years.
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Does that deal with what you had in mind?

Senator BRADLEY. Yes.

I must say that I have never heard an answer quite so thorough,
and 1 appreciate it very much. When I hear and ask many wit-
nesses, they simply respond that social security is to provxde senior
citizens a pension.

Mr. CoHEN. Yes. That’s a common misunderstanding.

Senator BRADLEY. And the way that you have defined this is that
you clearly see the benefit to those who are even now paying into
the system as long as they can count on the system being around
when it is their turn.

Mr. CoHEN. I look upon social security as an intergenerational
compact between young people, the workers and older people. And
to follow what Senator Moynihan said—because I teach young

people everyday. I'm-still a professor. I see young people of 21, 22; I
ask my students what they think—the biggest problem in social se-
curity is not all these mechanistic things that we have to deal with.
It's the failure of younger people to believe that Congress is going
to keep the commitments that are in the law.

Senator BRADLEY. Where does that come from? Why do your stu-
dents not believe that?

Mr. CoHEN. I think the combination of Vietnam, Watergate, the
general disbelief in the establishment, if I can use Richard Rovere’s
word here and others, that our system of government and public
policy does not adhere to a commitment in a process that takes
them into account.

I must say this. I believe that after looking at this matter and
talking extensively—and I was out at the meeting that President
Ford and President Carter had 2 weeks ago in Ann Arbor, I partici-
pated with the two Presidents in this—the thing that came out in
that, Senator Bradley, is not that people want to have to agree
with you or anybody else about a specific answer to a question.
They feel they are eliminated in some way from the process of
policy decmlonmakmg

And I don’t have a good answer on that. We can’t have all the
U.S. people in the Senate Finance Committee and participating in
the process. But I believe that those of us in the older generation
have a very signal and significant responsibility to try to bring
these people more into the process of decisionmaking. They feel
they are outside. They feel nobody gives a damn about what they
think. That nobody asks them. And public opinion polls are not the
answer to that process.

Senator BRapLEY. Thank you very much.

Mr. CoHEN. Thank you.

Senator MoyNIHAN. I wonder if my colleague would just let
me——

The CHAIRMAN. I think what we want to do is stress a couple of
points.

Mr. CoHEN. Senator Moynihan, I have four points to make from
the testimony.

Senator MoyNI1HAN. Could I just add to the purpose of social se-
curity?

Mr. CoHEN. Sure.
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Senator MoYNIHAN. The one you didn’t mention was the aid to
families with dependent children, which is basically a widow's pro-
gram, or in this case, the program or children with no parents—
orphans. J

Mr. CoHEN. That’s a very good point.

Senator MOYNIHAN. About one out of every three children born
in 1980—we have done some pretty good work on this—will receive
AFDC benefits before reaching 18. :

Mr. CoHEN. Yes, sir. :

Senator MOYNIHAN. One-third of the population.

Mr. CoHEN. I will only deal with four points or any others that
the committee wants, but I know you are under time restraint, and
I would like to deal with several of them.

First, I will get the two or three simpler ones out of the way. As
the other members who came in later know, Mr. Flemming and 1
are not only testifying—as former secretaries who managed the
social security system, but also for four commissioners of social se-
curity, and two commissioners of aging. So that makes eight of us
who have had a very, very important administrative function in
this program.

We feel very strongly, Senator, that you ought to put into the
legislation to transfer the Social Security Administration back to
an independent social security board as it was in the beginning.

Now I think that’s a remarkable thing for two former secretaries
to say—take it out of HHS; make it independent as it was when
the s‘(,enate Finance Committee created it in 1935 as an independ-
ent, three person board. It has become so big, so important finan-
. cialﬁr, so necessary to be nonpartisan in its nature. That's as it was

until 1946. I know you discussed this in the Commission, but we
believe that despite the Commission report and the action by the
House committee to study it, we would like to see you put back in
the provision recreating the section of title VII of social security to
have an independent board because we believe in addition to pro-
viding additional service to people that that will help in this prob-
lem of giving younger people confidence-that it's not going to be a
political instrument of the budget process or any other process.

All eight of us have come to that conclusion. We recognize that
there are other people who have different points of view. But if you
are thinking of ways to restore confidence in people, that is one ad-
ditional point that we want to stress. All you would have to do,
quite frankly, since it's within your purview, is to reenact that sec-
tion of title VII that created the board of three people, which was a
bipartisan board. It worked excellently. The first chairman of the
board was a Republican. It was a brilliant piece of administrative
develo?ment. We want you to reexamine that, and see if you
couldn’t put that in.

Second, and slightly more controversial. As you know, a majority
of the Commission recommended taking social security out of the
unified budget. We strongl% support that. And I want to say this,
Senator. I have spoken in the last 2 years to probably 50 audiences
of senior citizens. I have tried time after time to explain, when
people say to me “How is it that social securit; affects the budget
when I thought there was a separate trust fund?”’ .
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I go through it. I tell them how it is a separate fund. But never-
theless, in the unified budget it is taken into account. I must say I
have been singularly unsuccessful. My batting average is 0.000. You
try to explain that to a 70-year-old widow somewhere, and after it
is all through and you have explained it the third time sh& says,
“In other words, Congress is using my money illeially?"

I say, “Madam, no, you are wrong. Congress has been very re-
sponsible in doing this.” She says, “Well, you have just told me
that, therefore, when the income and the outgo is taken in the
budget, I thought I contributed to the social security system and
m& money was inviolate.” I say, “Yes, that is true.” And she said,
“Well, then how is the other thing?”’ I have never been successful.

I urge you very strongly, knowing that the chairman of the
budget committee is reluctant to do this. But you will recall, two of
Kgu %entlemen as well as others, that this was an important thing.

r. Flemming and I believe it would be an important contribution
to again restore a degree of public confidence in the system over a
matter which people don’t understand.

The third point I want to mention is the fact that, as you know,
the House committee has acted to provide for temporary borrowing
in the social security system, which we very much support.

In connection, Senator Chafee, with your point, I want to men-
tion that this issue came up in 1944 when Senator Vandenberg was
a member of this committee. As a result of that, there were negoti-
ations, which I personally handled with Senator Vandenberg and
Senator Murray, which developed a bipartisan effort to put into
the law a provision that general revenue moneys could be used if

ou ever found yourself in a situation where you couldn’t pay the
Keneﬁts. That provision was in the law. The so-called Vandenberg-
Murray amendment was on the books from 1944 to 1950.

Unfortunately, I have to admit that at the request of Mr. Mills I
agreed to take it out in 1950. I think that's one of the very, ve
unfortunate things that I ever did. I have a great sense of guz
about it because that particular provision was put in, not simply
because we were saIving there should be general revenues in the
system, but to be able to say during that period that Congress com-
.. mitment to pay its benefits were inviolate in the sense that Con-

said if there ever came a situation such as 1977, 1978, or you
might say 1983, you could be sure you would get your benefits.
want to ask you to again consider this stroke of legislative
acumen that Senator Vandenberg developed because Senator Van-
denberg at that time, as a member of the Finance Committee, said,
“T don't want to be a party to having to tell people that if the
;iagney runs out there is no mechanism in this law to take care of
it.

I believe what the House Ways and Means Committee is now
suggesting—it probably needs some perfection, but I think I would
ask your staff to look into that.

I personally, to assuage my guilt, would like to say strongly that
I am for the Vandenberg amendment completelg}.l

Now to deal with the question that Senator Chafee asked, which
is a very important question. If I may, I want to say this. I do not
believe the argument that life expectancy has increased is a valid
argument for increasing the retirement age. Why is that, Senator?
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Life expectancy simply means arithmatically that half of the
‘people die before that age, and half the people die after that.

I don’t think it is a useful policy mechanism' to determine the re-
tirement age. Now why is that? If I told !ou that the average depth
of the Potomac River was 3 feet, and you went across-it and
drowned in the 9 foot section, it does not help you to know what
the average is. Average is not a good way to make a policy determi-
nation. y is that? Because people get sick before age 65, 66.
What you are doing, if you raise the retirement age b upon in-
creased life expectancy, is adverseels' affecting the sick, the disabled
who are not permanently disabled, women, and minorities. I be-
lieve, t{}grefore, that the use, first, of the life expectancy as a policy
/s invalid.

Let me go to the second point, though. I think it’s premature be-
cause that whole expectation is based upon no increase in the pro-
ductivity of the United States. I happen to be an optimist about
‘what is going to happen in the future. I guess I am one of the few
people that is that optimistic, but I believe the rate of productivity
due to high tech development and the savings components after
about 1985 and 1986 is going to go back to the long time trend. And
when you are arguing that we have to increase the retirement age
in the sense of meeting the cost of the program, I believe that
wages and earnings are going {o be so much higher in the year
2010 or 2015 that an increased payroll tax will be relative{ a
lesser burden on those increased incomes. As an exponent of a free
entei'prise economy, I would assume that productivity in the year
2015 is not going to be the same as it is today.

As a matter of fact, we have figures to show that with even a
modest increase in the gross national product for productivity, the
cost of this system in the year 2020 will not be any greater as a
percentage of the gross national product than it is today.

I will go to my third point. at the increased life expectancy
overlooks is that while our aged is going to increase because of the
decline in fertility, we are going to have fewer children. If you look
at what we call the combined dependency ratio, which is addin
the number of children under 18 to the number of peozple age 65,
the combined dependency ratio in the year 2015 or 2020, using
?resent fertility rates, will be no greater than it is today, and, in
act, may be less.

Therefore, the burden upon society and the burden upon the
Senate Finance Committee to figure out how to finance these prob-
lems in that year—and I hoPe you gentlemen will be here at that
time to make that decision. I don’t think they are going to be any

-greater. In fact, they are goi ito be less.

Senator MoyNIHAN. Well, the dependency ratio, in point of fact,
peaked in 1965.

Mr. CoHEN. Yes, sir. ,
| Senator MoYNIHAN. And is projected, as far as we project, to be
ower.

Mr. ConeN. I believe that if you take all of those factors into ac-
count which have not been taken into account, there is no need at
this time to make a fundamental policy decision to either raise the
retirement age, or to change the bend point, so-called, in the re-
placement rate as the House Ways and Means Committee decided
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yesterday. I think that’s a lack of faith in the growth of our-econo-
my. 1 have great hope that if one of you gentlemen is later Presi-
dent of the United States that I have enough confidence—well, I
would say either of you, Senator Moynihan. Either Senator Dole or
Senator Moynihan or any other of our colleagues——

Senator CHAFEE. Well, Senator Bradley resents being excluded
on that. [Laughter.]

Mr. CoHEN. But I really mean that I think as I look back on the
past—I have lived through periods of the great depression; I have
lived through periods of economic expansion; I have lived through
the periods of the depths of despair—at any one of those points
what economists tend to do is always extrapolate the present.
When we are at a high point, we are going up the high point for-
ever. And when at the low point, we are going to be there forever. I
don’t believe either of those are true.

I do believe that the American economy is going to expand in
productivity. I believe the burden of social security in the year 2020
will be no greater than it is today. I think the dependency ratio
will be less. And I see, therefore, no need to base a policy change
gsimply on the expectation of life.

The CuAIRMAN. Mr. Cohen, we appreciate that .very much. It is
probably in your statement, but the SOS group is, what, 50 sepa-
rate organizations?

Mr. CoHEN. About 140.

The CHAIRMAN. About 100.

Mr. Conen. We have 140 organizations that Mr. Flemming and I
have tried to pull together. Two of them, of course, don’t complete-
ly agree with us. We don’t have an organization in which we super-
impose our judgment.

What we are trying to do, as former officals in this, is act as a
catalytic agent to get the best technical information available to
help in resolving these problems. But we have about 140 organiza-
tions and of the 40 million people that they represent, half of them
are contributors and half of them are beneficiaries. So we repre-
sent an organizational basis that tries to take both of those into ac-
count.

e CHAIRMAN. Senator Chafee.

Senator CHAFEE. Thank you very much. I have no further ques-
tions.

The CHAIRMAN. Senator Moynihan.

Senator MoyNIHAN. Well, I don’t want to delay Secretary Cohen,
but I would like to ask him a hypothetical question, not just for the
purpose of ignoring the difficulties we may have right now—we do
have right now. But imagine the following set of circumstances.

It is the year 2010. We have finally balanced the budget. It took
a little while, but we did it. At that point, the social security trust
funds are going.to be in continuing surplus of some considerable
amount. Could you not envisage as reputable an economist as
chairman of the council of economic advisors saying to the Presi-
dent, “Mr. President, we are going to have to cut social security
taxgs this year. We are taking too much money out of the econo-

my.” )
{dr. CoHEN. Could I envision that? Yes, sir.
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Senator MoyNIHAN. The intergenerational nature of this and the
actual real time impact of the——

Mr. CoHEN. To answer that question, may I go back to Senator
Bradley? When I was a young research man for the President’s
committee, President Roosevelt, on the advice of my distinguished
senior colleagues, recommended a program largely developed by J.
Douglas Brown at that time, who, as you know, was a great genius
in the development of this program. And he recommended what we
call a “tripartite’”’ program. The employer would contribute a third,
employees would contribute a third, and after 1965, the Federal
Government would come in and would roughly be contributing a
third out of general revenue.

Secretary Morganthau, as a secretary of the Treasury, said “Oh,
my goodness, what will the secretary of the Treasury do in 1965
when he has to find that money?”’ The same question. He said,
“I’m sure extrapolating from 1935 it will be a terrible time. It will
be a terrible problem for the secretary of the Treasury to find that
money.”

So he went to President Roosevelt and said, “Why don’t we make
it self-supporting?”’ Well, as I tell people, Franklin D. Roosevelt
was a fiscal conservative despite what people believe. He accepted
Secretary Morganthau’s principle, and that is how the system came
to be financed by contributions from employers and employees,
plus interest payments, which Senator Vandenberg wanted -
changed in 1939. Senator Vandenberg was the leader in changing it
to the pay as you go system.

Now in answer to your question, I happen to be one of those who
believe over the years—not supported by many people in Con-
gress—that the system should have some general revenue contribu-
tions. And although I wouldn’t say it too out loud to people, one of
the reasons I can support the genius of your colleagues’ agreement
is that because the taxation of benefits put back into social security
has a progressive effect of taxing me to help the social security
system. I'm for that.

But I do believe that in that particular year it might be vell—
the year 2000—to borrow money from general revenues and pay it
back, or to put some general revenue money in it.

Senator MoYNIHAN. But I was suggesting that the reverse might
be the case.

Mr. CongN. Oh, yes.

Senator MoyNIHAN. That in a situation where you had a bal-
anced budget and a surplus in this fund, which we are going to go
through for at least about a quarter of a century, you may find
that that year the President—you are having the phenomenon
called “fiscal drag.” B '

Mr. CoHEN. And if I were there at that time, I might support it
under the totality of the circumstances. But on the other hand, he
night also say—I could envisage theoretically—it's hard to envis-
ige the secretary of the Treasury or the chairman of council who
would say, “Well, instead of x point increase in the payroll tax,
let’s take that out of progressive general revenues.” He would say,
“Well, 1 h;vlll, have a hard time selling the Senate Finance Commit-
tee on that.’

19467 O—88——5
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Senator MoYNIHAN. I simply mean that we are going to live with
this program on a year-to-year basis no matter what we pretend
our 75-year actuarial estimates are. .

Mr. CoHEN. You are saying what I have said. And I am going to
say it again this afterncon to the assembled group of all of our r%»-
resentatives. Social security will not end with this Congress. We
must be prepared to affect policy decisions in the future. With my
hope that you will resolve these questions, I will say this to you. I
don’t think the problems, despite what Senator Chafee says, is with
OASDIL. It’s with medicare.

I mean health is today 10 percent of the GNP. The whole social
security system is only 5 percent to the GNP. I will predict to you
that within the next 25 years the health cost of the Nation will be
above 10 percent of GNP; 11 or 12 possibly.

I think the big problem for the future is not the retirement age.
It is the medical costs of terminal illness which are roughly three
times the cost of nonterminal illness.

Senator MoyNIHAN. I predict that 25 years from now when we
are dealing with this problem, you will be here. [Laughter.]

Mr. CoHEN. ‘Well, I hope that would be so. But as I said before
you came in, Senator, I've been before this committee 48 years, and
my aspiration is only 2 years more. [Laughter.]

The CHAIRMAN. Senator Bradley.

Senator BRADLEY. Mr. Cohen, on the medicare question, a sugges-
tion is to gradually phase medicare out of the trust fund, and put it
into the general revenue. You are suggesting phasing general rev-
enues into the trust fund to pay for the explosion, anticipated ex-
plosion, in medicare costs? .

Mr. CoHeN. Not quite that way. I will give you what I hope is a
short answer. ‘ -

My resolution for that is this. First, let me say, as you know part
B of medicare is financed roughly at the present time 25 percent b;
the aged individual, and 75 percent by general revenue. It
originally was as high as 80 percent, but under the budget they
want to keep it at about 75 percent. So it's three-quarters already
general revenues in B.

But in part A, the hospitalization, it's 50-50, employer-employee
payroll tax. What I favor is taking A and B and consolidating
them and paying half of that roughly out of the payroll taxes of
employers and employees—maybe a quarter of it on the aged
person. For the future to continue the $12.20 which it is now—and
the other quarter or half to be out of general revenues.

In other words, tackle a different way of financing the totality.
But I want to say, Senator Bradley, that I would be vigorously op-
posed to the proposals that several of my good friends—the most
notable of which is Congressman Panetta in the House—who say
take disability and medicare out and finance them 100 percent by
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general revenues. You do that and then you are into a means-
tested program completely. And welfare—it would inject itself. I
am vigorously op to that. ,

I want to sa(fr that nobody has said that because three-quarters of
part B is paid out of ﬁeneral revenues, it's a welfare program. I
think we’ve got to think of a different infrastructure on the financ-
ing of that program. And as you indicated, I would be glad to come
back and expound on that in more detail.

Yes, I have very definite ideas on how to handle the medicare
cost constraints and financing. And I hope when there are hearings
on it before the committee that—they come up in connection with
the budget proposaig immediately, as a matter of fact.

Senator BrRapLEY. Thank you very much.

The CHAIRMAN. Secretary Cohen, we appreciate your testimony.
We hope we will have you back when we get into medicare. We've
already had some hearings on prospective payment.

What do you think the consequences might be if we should fail
in our effort to reach final agreement on the National Commis-
sion’s compromise?

Mr. CoHeN. I think the consequences would be catastrophic and
disastrous. I believe that we must restore people’s confidence in the
program at all costs. I know both of you—at least you two gentle-
men—believe in that. I believe in it wholeheartedly. I'm prepared
to accept, as Senator Moynihan said, things which are hard for me
to dige:t. But the commitment that Congress has made to me is im-
portant.

I want to stress this because I teach young people. I've spent 48
years talking about public service in the Teddy Roosevelt tradition
in which I grew up. I still believe it. But I have students that do
not believe in the public trust, the public service, the public com-
mitment; who do not believe that Congress is a responsible body. 1
want you to show them—all my students—that Congress can act
responsibly. I think that’s the greatest thing that you can do under
the present circumstances. Not merely for social security, but
three-quarters of my students go into public service at the State,
local, and municipal levels, and you need those people to make
Government work during the next 25 years. Along with Princeton
and my school and the Kennedy school and so on—we- are the
people who are trying to train these people to be the ones that
cz;re? out whatever you enact. We need their confidence. But we
gl bot:l) be able to tell them as teachers that Congress is a responsi-

e body.

And I believe that is even more important to social security in
that limited sense.

The CHAIRMAN. Thank you very much, Secretary Cohen.

We are pleased to have John Post, executive director of the Busi-
ness Roundtable.



62

STATEMENT OF JOHN POST, EXECUTIVE DIRECTOR, THE
BUSINESS ROUNDTABLE, WASHINGTON, D.C.

Mr. Post. Mr. Chairman, and members of the committee, I am
John Post, executive director in Washington of the Business
Roundtable, an organization made up of approximately 200 chief
executive officers of large American corporations.

I am accompanied by Mr. Tom O’Hara who is a vice president in
Washington of the Prudential Insurance Co.

The Business Roundtable is very pleased to appear at this hear-
ing on social security. We have submitted a lengthy statement, and
I hope it will be put into the record.

The CHAIRMAN. It will be made a part of the record.

Mr. Post. Thank you, sir.

[The prepared statement of John Post follows:]
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PREPARED STATEMENT OF JOHN Post, EXECUTIVE DIRECTOR, THE BUSINESS
ROUNDTABLE

Mr. Chairman and Members of the Committee, I am John Post,
Executive Director in Washington of The Business Roundtable, an
organization mad; up of approximately two hundred chief executive
officers of large American corporations. N

The Business Roundtable is pleased to appear at this hearing
on Social Security. For some years, the Roundtable has concerned
itself with the problems of the Social Security System.

Through our Task Force on Social Security, headed by Robert
Beck, Chairman and Chief Executive Officer of The Prudential Insur-
ance Company, we have studied many aspects of the System, and have
proposed solutions to the short and long term problems.

As you know, Mr. Beck served as a member of the National
Commission on Social Security Reform and actively participated in
its deliberations. Only the unavoidable pressure of long-standing
commitments prevents him from appearing here today, and I am sub-
stituting for him. *

Because our country needs a sound, adequately financed Social
Security System, legislation must be enacted soon to restore both
financial viability and public confidence in the system. The un-
certainty and anxiety of those who receive benefits must be eliminated
and the confidence of those who pay taxes to support such benefits
and look forward to their own retirement must be restored.

The Business Roundtable strongly supports the Social Security
System and recognizes its critical role in providing income security.
The System has been extremely successful, -

Ag evidence of this success, there was agreement among the
experts who testified before the National Commission that the aged
are as well off financially today as the non-aged. In fact, the
per capita income of those over age 65 now exceeds the per capita
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income of the rest of the population. Social Security, in combina-
tion with other goverament programs and still-maturing private
pension programs, is largely responsible for this fact.

Social Security must be preserved for this generation as well
as for future generations. Everyone has an important stake in zs-
suring the continued survival of the Social Security System.

The public should be able to rest assured that there is strong
bi-partisan support for the program as evidenced by the agreement
reached by the Commission which represented a broad spectrum of the
American public.

. The Commigsion's almost unanimous agreement is a symbol that

it 18 time to adopt policies that responsibly solve both the short
and long term financing problems. The longer action is delayed,
the more severe the consequences of such inaction.

¥e urge prompt enactment of the bi-partisan compromise plan
agreed to by almost all of the members of the National Commission.
While the compromise plan is not completely consistent with the
policy positions of The Business Roundtable, the Roundtable supports
the plan as a responsible compromise to assure the solvency of
Social Security. )

The Roundtable supports the plan in its entirety, including
‘completion of the agreed-upon financial goals. The plan should not
be modified in any significant manner, and Roundtable support is
based upon that premise. )

The Commission recognized that there were no easy solutions to
the financial problems the system faces, and it agreed to solutions
that spread the burden as broadly as possible to achieve x fair and
balanced compromise. All the members had to compromise deeply held
positions to reach agreement.

That compromise is appropriate because it offers the best hope
for early legislatfon. Now is the time to enact Social Security
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legislation, before such legislation becomes tangled up further with
federal budget negotiations.

The members who signed the compromise plan agreed that there
were two key issues subject to further debate. That is, those issues
could be debated without violating the promise to support the agreed
upon plan in its entirety. Those two issues are the need for a "fail-
safe mechanism'" and provision for the elimination of the remaining
long-term deficit of .58% of taxable payroll.

The National Commission agreed that there was a need for a '"fail-
safe mechanism”" to guard against the effects of unexpected adverse
economic conditions which might develop. This mechanism is necessary
in addition to the other changes recommended in the compromise plan.
Even with those changes, there is no guarantee that further financial
problems will be avoided because of the extremely modest trust fund
margins now available. - -

Confidence would further deteriorate if the system were faced
with yet another !lnapcial crisis in a few years. A 'fail-safe
mechanism" should be available to avoid repeating the recent experi-
ence.

The most equitable and responsible form of such a mechanism
is one that would automatically limit cost-of-living adjustments if
trust fund ratios were to fall below a certain level, such as 12% of
annual outlays. This would be equitable because unexpected difficul-
ties would most likely be caused by adverse economic conditions. The
working age population would normally experience & reduction in their
standard of living under those conditions. A reduction in the cost-
of-1living adjus}ment would spread that burden among the entire popu-
lation., If Congress desired, those at the lowest income levels could
be protected in some manner as was done under the Commission's plan.

This proposal is responsible because it preserves the self-
financing integrity of the system and avoids the use of general reve-
nues. The use of general revenues as a "fail-safe mechanism" would



only serve to weaken confidence in the system, and could ultimately
lead to a needs-tested program.

Again, since adverse economic conditions would be the probable
cause of future unexpected financial difficulties, the use of general
revenues would only increase the deficits of the remainder of the
Federal Government. This could have a disastrous effect on inflation
and the economy at a time when we would need to encourage economic
recovery.

The second issue is the resolution of the remaining long-term
OASDI deficit. The Commission agreed that the entire long-term
deficit of 1.8% of payroll should be eliminated. The compromise plan
eliminates a large portion of that deficit, but leaves the elimina-
tion of the remaining .58% of payroll to be resolved.

The long-term problems of the Social Security System are caused,
in large part, by demographics and ever-rising health care costs.
They are as.serious as the short-term problems. However, there are
reasonable solutions, and no precipitous changes will be required if
action is taken now. -

The "demographic problems are well-documented. The 'baby boom"
represents 8 tidal wave of future beneficiaries. Their 5enefits will
be paid for by the relatively small "baby bust" generation. Continu-
ing improvements in longev1t§ compound the problems because benefits
are to be paid over more years, on the average.

By the year 2000, persons aged 74 are expected to have the same
life expectancy as those aged 85 when that age was origipally selected
&8 the normal retirement age for Social Security.

Currently, 3.2 workers support each beneficiary. Once the baby
boom generation retires, "best estimate" projections currently pre-
dict there will be only 2 workers supporting each beneficiary. If
those projections were modified to reflect continuation of current
birth rates, as has been done by the Census Bureau, even fewer workers
will be expected to support-each beneficiary.
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Legislation to eliminate the remaining deficit must also re-
cognize that the Commission did not specifically address Medicare.
As you know, there 1sh;“§ébarate Advisory Council studying Medicare.
The problems of that program must be faced soon, because they will
affect the long~-term health oft the entire Social Security System.

Those problems will probably prove even more vexatious than
the problems faced by the Old Age and Survivors Insurance portion
of the system. Medicare problems are caused by the same demographic
and economic conditions which create the OASDI problems. In addition,
they are caused by the continuing rapid escalation of health care
costs., Those costs have been rising more rapidly than either wages
or prices for several decades.

The projected long-term deficit for the Hospital Imsurance por-
tion of Medicare is over 5% of payroll, almost three times as large
as the OASDI deficit. That deficit occurs despite massive current
cost shifts which represent a hidden form of taxes. It also occurs
despite overly optimistic assumptions that predict that health care
costs will ultimately be controlled. Optimistic assumptions are used
even though the aging of the baby boom generation will impose enormous
pressures on the health care system. . i

Any future long-term tax increases, beyond the thiee already
scheduled, will be required to support Medicare benefits unless one
believes that severe cut-backs in Medicare are possible. We do not.
This leads us to the conclusion that the long-term deficit for‘OASDI
should be eliminated completely through realistic benefit promises.

¥e urge enactment of the retirement age proposal recommended by
a bi-partisan majority of the Commission. This is a demographic
solution to a demographic problem. This kind of change has been re-
commended by virtually all the major study groups and by experts from
both parties who testified before the Commission.

The value of old. age benefits increases as life expectancy in-
creases because benefits are paid over more years. A gradual future

Py
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increase in the normal retirement age merely offsets this continuing
increase in the value of benefits.

The Roundtable supports the ugreement in its entirety and seeks
no exceptions to that agreement. However, it is only fair to acknowl-
edge that in the absence of the-agreement, we would advocate a dif-
ferent solution to the financing problems. We believe the long-term
deficit is probably larger than 1.8% of payroll. Because of this,
and because of the severe Medicare problems, we would recommend an
earlier increase in retirement ages to 68 and a modification of the
growth of future benefit levels through procedures such as the "bend-
point" proposals studied by the Commission.

A "bend-point" modification would reduce the long-term deficit
through a gradual reduction in replacement ratios to be paid to future
recipients.to the level which existed in 1872. The public should
understand that future benefit levels will grow in coajunction with
economic productivity. That is, future benefits will grow in terms
of purchasing power.

The bend point proposal studied by the Commission would merely
reduce the level of real growth for a temporary period while helping
to restore financial balance to the program. That is, benefit levels
would continue to grow in terms of purchising power, but at a slower
rate for a temporary period.. :

As we sald above, this change would restore replacement ratios
to approximately the level which existed in 1972, before the faulty
indexing procedures unintentionally increased benefit levels. This
change should be viewed as the final correction of those faulty pro-
cedures.

In summary, legislation to produce iong~term financial balance
should be enacted now for several reasons, R

First, the confidence of young workers must be restored. The
best way to accomplish this is to make reslistic and affordable bene-
fit promises. N
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Second, those who are to be affected must be given adequate
advance notice for personal and financial planning; therefore, the
changes should be gradusl. If action is delayed, the changes may
have to be precipitous.

Third, the Hospital Insurance program will begin to experience
large deficitsﬂby the end of the decade, and these OASDI changes can
help mitigate the effect of those deficits.

The Social Security program is an intergenerationsl transfer
program. As such, we as parents have to ask the question, '"At what
age should we expect our children to support us, and what level of
income should our childrean transfer to us?"

If that question is answered realistically, and with a sense of
fairness, Social Security will continue to serve its vital role, not
only for this generation but future generations as well. The recom- .
mendations of the National Commission should be enacted as soon as
possible. Decisive and intelligent action is needed now.
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Mr. Post. For some years the Roundtable has concerned itself
with the problems of the social security system. Through our task
force on social security headed by Robert k, chairman and chief
executive officer of the Prudential Insurance Co., we have studied
many aspects of the system, and proposed solutions to the short-
and long-term problems.

As you know, Mr. Beck served as a member of the National Com-
mission on Social Security Reform, and actively participated in its
deliberations. Only the unavoidable pressure of longstanding com-
mitments prevents him from appearing here today, and I am sub-
stituting for him.

Because our country needs a sound, adequately financed social
security system, legislation must be enacted soon to restore both fi-
nancial viability and public confidence in the system. The uncer-
tainty and anxiety of those who receive benefits must be
eliminated and the confidence of those who pay taxes to support
sucrl;dbe_neﬁts and look forward to their own retirement must be re-
stored. - .

The Business Roundtable supports the social security system and
recognizes its critical role in providing income security, and I
should add some of the other factors which were expressed by Dr.
Cohen as a basic reason for the social security system.

Social security must be preserved for this generation as well as
for future generations. Everyone has an important stake in assur-
ing the continued survival of the social security system.

embers of the committee, we urge prompt enactment of the bi-
partisan compromise plan md to by almost all the members of
the National Commission. ile the compromise plan is not com-
pletely consistent with the policy positions of the Business Round-
table, the Roundtable supports the plan as a responsible compro-
mise to assure the solvency of social security.

The Commission’s almost unanimous agreement stands as a
sKmbol that it is time to adopt policies that responsibly solve both
the short- and long-term financing problems. The longer action is
delayed, the more severe the consequences of such inaction.

The Roundtable supports the plan-in its entirety, including com-
pletion of the agreed upon financial goals. The plan should not be
modified in any significant manner, and the Roundtable’s support
" is based on that premise. .

The members who signed the compromise plan agreed that there
were two key issues subject to further debate. That is, those issues
should be debated without violating the agreement to support the
compromise plan in its entirety. Those two issues are the need for
a fail-safe mechanism, and provision for the elimination of the re-
maining long-term deficit of .58 percent of taxable payroll. I under-
stand that later figures indicate that that deficiency might be 0.68
percent of pafyroll. '

‘As to the fail-safe mechanism, confidence would further deterio-
rate if the system were faced with yet another financial crisis in
the next few years. A fail-safe mechanism should be available to
avoid repeating the current experience.

To us, the most equitable and responsible form of such a mecha-
nism is one that would automatically limit cost-of-liviig adjust- -
ments if trust fund ratios were to fall below a certain level, such as
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12 percent of annual outlays. This would be equitable because un-
expected difficulties would most likely be caused by adverse eco-
nomic conditions.

The working-age population would normally experience a reduc-
tion in their standard of living under those conditions. A reduction
in the cost-of-living adjustment would spread that burden among
the entire population. If Congress desired, those at the lowest
income levels could be protected in sorne manner, as was done
under the Commission’s plan.

The second issue is the resolution of the remaining long-term
OASDI deficit. The Commission agreed that the entire long-term
deficit of 1.8 percent of payroll should be eliminated. The compro-
mise eliminates a large portion of that deficit, but leaves the elimi-
nation of the remaining .58 percent of payroll to be resolved.

The long-term problems of the overall social security system are
caused in large part by demographics and ever-rising health care
costs which were alluded to by Dr. Cohen. They are as serious as
the short-term problems. However, there are reasonable solutions.
And no precipitous changes will be required if action is taken now.

The demographic problems are well documented. The baby boom
represents a tidal wave of future beneficiaries. Their benefits will
be paid by the relatively small baby-bust generation. Continuing
improvements in longevity compound these problems because bene-
fits ou%ht to be paid over more years on the average.

By the year 2000, persons aged 74 are expected to have the same
life expectancy as those aged 65 when that age was originally se-
lected as the normal retirement age for social security.

Currently, as you know, 3.2 workers support each beneficiary.
Once the baby-boom generation retires, the best estimate projec-
tions currently predict that there will only be two workers support-
ing each beneficiary. If those projections were modified to reflect
continuation of current birth rates, as has been done by the Census
t}}u_reau, even fewer workers will be expected to support each bene-
iciary. -

Legislation to eliminate the remaining deficit must also recog-
nize that the Commission did not specifically address medicare.
And I was interested to see how Dr. Cohen was able to discuss that
in the overall context, and how important it is to take into consid-
eration in dyour present deliberations. As you know, there was a
separate advisory council studying inedicare. The problems of that
Rrogram must be faced soon because they will affect the long-term

ealth of the entire social security system.

These problems will be even more vexatious than the problems
faced by the old-age and survivors insurance portion.

Medicare problems are caused by the same demograxT)‘}}xlic and eco-
nomic conditions which create the OASDI problems. They are ag-
gravated by rising medical and hospital costs.

A:iy future long-term tax increases beyond the three already
scheduled will be required to sup;i(;rt medicare benefits unless one
really believes that severe cutbacks in medicare are possible. And
we do not. This leads us to the conclusion that the long-term deficit
for OASDI should be eliminated completely through realistic bene-
fit promises. ‘ . )
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Mr. Chairman, my time is up. I had a few more comments to
make in summary, but I will just——

The CHAIRMAN. Go ahead.

Mr. Post. We urge enactment of the retirement-age proposal rec-
ommended by the bipartisan majoritir of the Commission. This is a
demographic solution to what is really a demographic problem and
cannot be escaped. This kind of change has been recommended by
virtually all the major study groups, and by experts from both par-
ties who testified before the Commission.

In summary, legislation to produce long-term financial balance
should be enacted now for several reasons. First, the confidence of
young workers must be restored. The best way to accomplish this is
to make realistic and affordable benefit promises. .

Second, those who are to be affected must be given adequate ad-
vance notice for persunal and financial planning. Therefore, the
changes should be gradual. If action were delayed, the changes
may have to be pre&iritous.

ird, the hospital insurance program will begin to experience
large deficits by the end of this decade. And these OASD changes
can help mitigate the effect of those deficits.

The social security system is a transfer program between genera-
tions. As such, we as parents and grandparents have to ask the

uestion: At what age should we expect our children to support us?
d what level of income should our children transfer to us? If
those questions can be answered realistically and with a sense of
fairness, social security will continue to rerve its vital role, not
only for this generation, but for future generations as well.

e recommendations of the National Commission should be en-
acted as soon as possible. Decisive and intelligent action is needed
now.

The CHAIRMAN. Thank you very much, Mr Post. We certainly
want to indicate the great contribution made by Bob Beck as a
member of our Commission. We regret he could not be here, but
you have certainly done a splendid job.

Mr. O’'Hara, we are pleased to have you here.

Senator Chafee.

Senator CHAFEE. I have no questions. Thank you very much, Mr.
Chairman.

The CHAIRMAN. Senator Moynihan.

Senator MoyNIHAN. Nor do I, Mr. Chairman. It was quite clear
and very intelligently said. Thank you for your support of the Com-
mission recommendations. And I would like to join in sending oun

ards to Commissioner Beck.

r. Post. Thank you.

The CHAIRMAN. Senator Bradley.

Senator BrRADLEY. No questions, Mr. Chairman. I just want to
thank the Business Roundtable, and Mr. Post, and Mr. Beck for
talking to the compromises that are necessary to get agreement
with such interest and vigor. I'm sure that you had going into this
process a slightly different proposal as to how to solve this. And I
think you showed real movement.

The CHAIRMAN. Senator Long.

Senator Long. I just want to say “amen” to something that I
find in your statement here. It’s at the bottom of page 8 and the
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top of page 4 where you say ‘‘the use of general revenues as a ‘fail-
safe’ mechanism would only serve to weaken confidence in the
system, and could ultimetely lead to a needs-tested program.”

In my judgment, if you had that in the law right now, it would
have been much more difficult to pass this package than it is going
to be because that would make a lot of people say ‘“We don’t need
to do anything. Just don’t do a thing. If we do not pass arother

iece of legislation, they will just have to 2ach over in the general
easury to pay these benefits.”

Thinking about how you finance programs, I guess I'm thinking
about what we need to do to keep this whole Government afloat.
Because if the Government itself goes under, it's not going to be
able to take care of anybody. If we can’t find the revenue out of
taxes levied directly to support social security, if we can’t find
what it takes to do that with all the beneficiaries there are, and
with all the political support that would rally behind us if they had
no other alternative—if we can’t find whatever it takes to finance
this program, then we can’t finance the Government itself. And it’s
going to be tough enough to finance this Government the way it is
going now. ’

Here we are projecting a $200 billion deficit. I'm not sure wheth-
er the Government can survive that kind of situation over a period
of time. But here’s one program that we can finance. There are
more than 30 million special-interest people involved in this pro-
gram. I am talking about the most popular special interest I know,
all these dear old people and widows and orphan children. If we
c}t:n’t finance this program, we can’t find a vote to finance any-
_ thing.

I took it on the chin for being the floor manager and the commit-
tee chairman in 1977 when we passed what was called the biggest
tax increase in history in order to finance the program. May I say
that it didn’t beat me when I ran for reelection. It might have beat
some Senators, but it didn’t beat me. And I'm proud to have gﬁid
whatever political price I had to to make this program solvent. The
only reason you had-to come back in here and testify is because
they gave us bad estimates in 1977. If they had given us good esti-
mates back at that time, and been cautious enough and taken
enough things into account, I think we would have been on sound
ground. We wouldn’t have to face this situation now. We probably
wouldn’t have had to do it if they had administered the programs
the way they should have administered them. -

For example, we told them what we had in mind when we passed
the disability program. They proceeded to load four times as max;%'
ﬁeople on the rolls as we had in mind. And now try to get them off.

very time you try to do it, they gut on television some poor soul
who shouldn’t have been taken off, but does get taken off in the
course of trying to %et the program back under control. They show
you some poor soul about to die on the stretcher. They say this
person can go out and do a day’s work when he is likely to live
until tomorrow.

In trying to get those rolls back to where they ought to be, bu-
reaucratic mistakes will be made and people like us who are trying
to get the thing back to what it was supposed to be have to bear

the burden of it.
{
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But if we create a loophole here, then if no one does anything,
the social security pro%will break through to where they just
reach into the Federal ury to pay for the whole program over
d period of time. The question then becomes how will we raise the
money to support the Government itself. And if we can’t do that,
then do you agree with me that if the Government goes under it
can’t support anybody?
~ Mr. Post. Senator, I wish you had been here a few moments aﬁo
when Dr. Cohen was expressing his e<g'relad: regret that in 1950 the
Congress in its great wisdom repealed a provision in the social se-
curity law which would have provided for using general revenues
in case there was some kind of a problem. )

Senator LoNG. What year was that?

Mr. Post. Nineteen fifty. It had been enacted in 1944. And you
would have been able to express some of those views and exchange
some views with him. I'm sorry you weren’t here at that time.

. Slegrg%tor Long. Well, I'm pleased that I was here to vote for that
in .

Let me say this about Mr. Wilbur Cohen. I love the fellow. He's
one of the sweetest guys I have ever known in my life. Mr. Cohen
would go hungry so_ that somebody else wouldn’t have to go
hungry. He would walk the extra mile so somebody else wouldn’t
have to walk a half a mile. He would not only give the guy his
cloak, he would give him the shirt off his back to help his neighbor.

He's one of the sweetest guys, with the strongest feeling of love
toward his fellow human beings, of almost anybody I know of who
has ever gotten dragged into politics, whether deliberately or by
mistake. [Laughter.]

But he is just in error on that question of general revenues. And
I say that as a person who genuinely loves Mr. Cohen. He's a sweet

y, and every now and then he is just as right as he can be. But
ike a lot of other people, he's not always right. [Laughter.]

Mr. Posrt. Senator, I have nothing to add to that.

Mr. O’HARA. Senator, on behalf of Bob Beck, I would like to ex-
press the appreciation for working with the Senators on the Com-
mission, and we certainly appreciate the political process that the
leaders in Washington face with this issue. And on behalf of
myself, I would like to thank you for teaching them some lessons
on how the process works. It makes 1;13’ job easier.

. The CHAIRMAN. We haven’t finished 1t yet, but I think it's work-
ing. .
genator Pryor? ‘

Senator PrYoR. I have no questions. Thank you. ‘

The CHAIRMAN. The Roundtable, as you have indicated, repre-
sents substantial business interest in this country. Their willwﬁ-
ness to accept the compromise is another reason the process will
work. It's obvious the House has moved very quickly. I don’t agree
with everything the House subcommittee has done. I don’t assume
the Roundtable agrees with the general funding portion of their
package as far as the fail-safe mechanism is concerned. But we are
moving the package. And it’s our hope that we can do it rather
quickly, and then we can move on to some of the other problems
we face after we dispose of the social security financing problem.

Thank you very much.
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Mr. Post. Thank you very much, sir.

The CHAIRMAN. We are now honored to have a panel of wit-
nesses. Kenneth R. Austin, chairman and chief executive officer,
Equitable Life Insurance Co., Des Moines, Iowa, representing the
American Council of Life Insurance; Mr. Thomas M. Gregg, life un-
derwriter, Topeka, Kans., and chairman of Federal Law and Legis-.
lative Committee, National Association of Life Underwriters; Mr.
Stephen G. Kellison, executive director, American Academy of Ac-
tuaries; Mr. Dale Detlefs, corporate vice president, Meidinger, Inc.,
Louisville, Ky., and cochairman of the Social Security Committee
of Association of Private Pension and Welfare Plans. Dr. Mustoe is
also a member of the panel. He is executive secretary of the Public
School Retirement System of Missouri.

Your entire statements will be made a part of the record. It is
hoped that you might be able to summarize and underscore the
highlights ef your statements. Much of the material we will have
heard before, but you may have some other views that you would
really like to focus on. That would be very helpful.

So, Mr. Austin, would you like to begin?

STATEMENT OF KENNETH R. AUSTIN, CHAIRMAN AND CHIEF EX-
ECUTIVE OFFICER, EQUITABLE LIFE INSURANCE CO., DES
MOINES, IOWA, REPRESENTING THE AMERICAN COUNCIL OF
LIFE INSURANCE, WASHINGTON, D.C.

Mr. Austin. Thank you, Mr. Chairman.

I am Ken Austin, chairman and chief executive officer of Equita-
ble Life Insurance Co. of Iowa. I am appearing on behalf of the
American Council of Life Insurance, which is the principal trade
association of the life insurance industry at the company or home
office level.

With me is Stephen Kraus of our staff. He is behind me. Oh, you
are right here. .

The American Council has long been interested in an appropri-
ate national retirement income policy. And social security performs
a vital and indispensable function in that scheme, providing a floor
of protection for the older population. To continue this role, the
system must function properly and be financed adequately which
means that action must be taken immediately to. correct this criti-
cal problem.

Now the National Commission has recommended a compromise
solution to meet both short-term and two-thirds of the long-term
deficit. And on balance we, the life insurance industry, believe that
this plan is a reasonable compromise to help ussure the solvency of
the system. Although the plan does not include all of the changes
we would have preferred, and while we have some reservations
about certain elements, it certainly does provide progress in the
right direction.

And now, Mr. Chairman, may I comment briefly on a few of the
specific recommendations?

The Commission recommends the already-scheduled social secu-
rity taxes be accelerated. While we would have preferred a package
without tax increases, the social security payroll taxes must be set

18-467 0—83—6
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at levels which are adequate to finance the benefits which the law
provides, even if this means accelerating the taxes.

Failure to maintain payroll taxes at adequate levels would prob-
ably lead to the general use of geuneral revenue, which we strongly
oppose. It would be particularly devastating in view of the large
budget deficits confronting us, as has been pointed out previously.

e are concerned about the Commission’s recommendations for
a refundable tax credit which accompanies the acceleration of the
tax in 1984. We recommend it be made clear that this tax credit
will not be considered a precedent for future legislative action
since it introduces general revenue into the financing of social se-
curity.

We believe that most of the social security system’s financial dif-
ficulties are due to the great financial drains on the system result-
ing from the present procedures for indexing social security. Ac-
cordingly, a comprehensive review should be made of the present
indexing grocedures to determine whether or not they are t:j)pro-
priate under present circumstances. We are not necessarily talking
about this action, but future action.

The Commission has recommended that beginning in 1988 the
cost-of-living adjustment stabilizer would be a part of the social se-
curity system. Although this represents a step in the right direc-
tion, we would have preferred an earlier effective date, earlier than
1988, and a higher trigger level. We believe the delay will subject
the system to a possible strain during this period when trust funds
are virtually nonexistent.

In addition, we believe that the trigger level of 20 percent does
not provide adequate protection and we believe a higher, more pru-
dent trigger level would have been warranted.

We support the 6-month COLA delay recommended by the Com-
mission, and the implication it has for the other Federal programs
are very important. Not only does this make an important contri-
bution to the short-term financing problems of social security, it
also is a significant precedent for other entitlement programs.

We support the Commission’s recommendation that coverage be
extended to new Federal civilian employees, and all employees of
nonprofit institutions as appropriate steps toward universal cover-

age. _

We also support the recommendation of the Commission to elimi-
nate windfall benefits. Finally, we support the recommendation of
this option of State and local governments and nonprofit organiza-
tion to withdraw or be eliminated.

Now the major issue left unresolved, of course, is the remaining
long-term deficit. We stronﬁly believe it is essential to provide now
for a gradua! increase in the retirement age under social security.
Thus, giving individuals sufficient advance notice to adjust their re-
tirement plans.

Our suggestion has been that the normal retirement age stay at
65 until 1990, and thereafter it increase one-fourth year annually
until age 68 is reached in the year 2002, with corresponding adjust-
ments in the early retirement age.

We also support the idea of actuarial adjustment as life expec-
tancy continues to improve. I realize, Mr. Chairman, that you have
introduced a bill to increase the retirement age to 66. We wish that
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that went a little farther, but we obviously would support that as a
step in the right direction.

Finally, we agree with the recommendation that there be a fail-
safe mechanism. Obviously, that has to come from either taxes or
reduction of benefits or general revenue. Again, we oppose the use
of general revenue as apparently was adopted by the House com-
mittee yesterday.

In closing, I want to emphasize again that prompt action must be
taken to bring expenditures and receipts in bound. We believe that
the recommendations of the Commission go a long way toward ac-
complishing these objectives, and that it should be enacted into law
as quickly as possible.

We also urge the consideration of the change in retirement age
as I just outlined. We have also indicated several areas which we

would have preferred to be different. And if it is decided to make

changes! in the package, then we would urge that these changes be
considered. ’ : :

Thank you, sir. That ends my brief statement. .

The CHAIRMAN. Thank you very much, Mr. Austin.

[The prepared statement of Kenneth Austin follows:]

-



78

PREPARED STATEMENT OF KENNETH R. AUSTIN FOR THE AMERICAN COUNCIL OF Lire
INSURANCE

I am Kenneth R. Austin, Chairman and Chief Executive Officer of
the Equitable Life Insurance Company of Iowa, and I hold ccmparable
positions with several affiliated life insurance companies. I also
serve as Chairman of the Committee on Social Security and Health
Care of the American Council of Life Insurance. I am appearing here
today on behalf of the Council which represents 572 life insurance
companies. These companies account for 95 percent of the life insur-
ance in force in the United States and hold 95 percent of the assets
of all life insurance companies.

GENERAL COMMENTS

We are pleased that your Committee is holding this public
he;ri;; on th: financins problems of the Social Security system and
on the solutions to these problems recommended by the National Com-
mission on Social Security Reform. Social Security performs a vital
and indispensable function in providing protection for our older
populatién in the areas of retirement income and health care costs
and for all our population in the areas of disability and survivor
protection. For &hese reasons, it is essential that public confidence
in the system be maintained. In order to accomplish this, the system
must function properly and must be financed adequately.

Social Security now faces severe financial problems. The
National Commission unanimously recommended that for purposes of
correcting the short-range (1983-1989) problems of the OASDI trust
funds, $150-$200 billion either in additional income or in decreased
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outgo (or a combination of both) should be provided. The problems
faced by Social Security were accentuated by stagflation which in-
creased benefits and decreased tax receipts. According to the latest
available estimates, unless remedial action is taken, the OASDI trust
fund will be unable to meet the July 1983 payments on schedule.

The system also faces long-run deficits on the basis of what now
seems to be the most reasonable economic and demographic estimates.
The projected deficits become very substantial in the second quarter
of the next century when the ratio of Social Security recipients to
active workers will increase to relatively high levels, placing heavy
financial burdens on the active workers who support éhe system. The
National Commission has unanimously concluded that the imbalance for
the 75-year valuation period ending in 2056 is an average 1.8 percent
of taxﬁble payroll.

In view of these conditions, we believe that action must be
taken immediately. The National Commission has recommended a compro-
mise solution to meet the short-range financing problems of the
Social Security system and to cover about two-thirds of the long-range
deficit. On balanc;, we think the plan is a reasonable compromise to
help assure the solvency of the Sécigl Security system. Although the
plan does not include all the changes we would have preferred, and
vhile we have some reservations about certain elements of the package,
it does provide progress in the right direction. In general, we urge
your support of the plan. .

SPECIPIC COMMENTS
I would now like to comment on severdl of the specific

recozmmendations ¢f the National Commission.
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1. Acceleration of Scheduled Tax Increases

We believe that Social Security should continue to be financed
solely through payroll taxes paid equally by covered workers and
employers. Such payroll taxes enable covered workers and employers
to share the cost of the program in a~responsib1e fashion. These
taxes have the capability of producing the large sums necessary to
finance Social Security. Moreover, they have the virtue of being
highly visible, and they help to maintain the vital link between an
employee's benefits and the taxes paid _ the employee to support the
system.

The Nétional‘Commission recommends that the already scheduled
Social Security tax increases be accelerated by moving the 1985 OASDI
tax rate of 5.7 percent forward to 1984, by keeping the current law
rate .of 5.7 peréent for 1985-1987, by increasing the 1988-1989 rate
to 6.06 percent and-by keeping the 1990 rate as in current law (6.2
percent).

While we would have preferred a package without tax increases,
Social Security payroll tax rates must be set at levels that Qre ade-
guate to finance reasonable benefits provided by law, even if this
requires Congress to bring forward increases already scheduled under
present law. Failure to maintain payroll tax rates at adequate levels
wouuld probably lead to the use of general revenues to finance Social
Security. This would be particularly devastating in view of the large
budget deficits confronting us for the foreseeable future. The adop-
tion of general revenue financing would reduce confidence in the
Social Security system, as it would be widely construed as a sign that

we are not willing to face up to the need to keep the system on a
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sound financial basig. Moreover, unless we are Qilling to accept
continued budget deficits with their unfortunate consequences for in-
flation, the use of general revenues to finance Social Security means
that other taxes will have to be raised sharply. 1In other words, to
the extent that payroll taxes are not used to finance Social Security
other forms of taxation less suited for this purpose will have to be
used.

We are, however, concerned about the Commission's recommendation
for a refundable tax credit which accompanies the accelerated tax in-~
crease for 1984. Ile recommend that it be made clear that this credit
will not be considered a preceéent for future legislation since it

introduces general revenues into Social Security financing.

2. Indexing of Benefits

We believe that much of Social. Security's financial difficulties
is due to the great financial d:ains on the system resulting from
present procedures for indexing Social Security benefits. Accord-
ingly, while benefits should continue to be adjusted for inflation in
order to preserve their role as providing a floor of protection and
in order to prevent haf&uhip to beneficiaries, a comprehensive review :
should be made of the present indexing procedures to determine whetﬂer
they are appropriate in the present circumstances. This review should
include an examination of the present Consumer Price Index (CPI) to
detexrmine whether it accurately reflects changes in the cost of living
for Social Security beneficiaries and whether revisions in the index
are needed to avoid overstating increases in such living costs. The

present indexing procedure, for example, appears to give undue emphasis
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to the increased cost of home ownership associated with rises in
mortgage interest rates, since the bulk of'éocial Security benefi~
ciaries do not purchase new homés.

Moreover, there is the broad question of whether the Nation can
afford to insulate completely from inflation Social Security benefi-
ciaries, or indeed any other large group of individu;ls with benefits
paid for by taxes collected from workers and employers who are not so
insulated. One way to correct this situation would be to limit the
annual increase in Social Security benefits under automatic indexing
to a specified percentage of the increase indicated by the CPI.
Another possibility would be to limit the annual increase in benefits
to the increase in average wages for years when such wages increase
less than the CPI. ‘

The National Commission has recommended that a cost of living
adjustment stabilizer be part of the Social Security system. That
is, beginning in 1988, COLA increases will be based on the lesser of
wage increases or price increases if the trust fund balances are be-
low certain trigger levels. Although“this represents a step in the
right direction which we support, we would have preferred an earlier
effective date than 1988 and a higher trigger level.

We believe the delay will subject the Social Security program
to a possible strain during a period when the trust funds have vir-
tually no margin of protection. In addition, we believe the trigger
level being set at 20 percent of annual benefits does not provide
adequate protection for the funds. Althoﬁgh the OASDI trust fund
ratios were falling at a rate of between 5 percent to 10 percent of

annual outlays during much of the decadé of the 1970's, the 20 percent



level was not reached until 1981. We believe a higher, more prudent
trigger levql is warranted. If the cost of living adjustment stabi-
lizer with a higher trigger level had been enacted in 1977, the
program would not now be faced with its short-term financing broblsma.

Also, we support the six month COLA delay recommended by the
National Commission; the 1mplications_it has for other Federal pro-
grams are also.vety important. ot only does the COLA delay make an
important contribution tc the short-term financial problems of Social
Security; it also sets a significant precedent for other entitlement
programs, This will help to reduce our huge deficits and thus to en-
courage economic recovery.

3. Elimination of Windfall Benefits and Movement Towards

Universal Coverage of Government Employees and Em-
ployees of Nonprofit Organizations

We support the recommendation of the National Commission to

eliminate the windfall benefits received under Social Security by
" former governm&nt employees and by employees of nonprofit institutions
who have spent most of their wwrking careers in noncovered employment
but who acquire sufficient coverage to qualify fo{ Social Security
benefits. It has been estimated these individuals pay over their work-
ing lifetimes Social sSecurity taxes amounting to only one-third of

what the average worker pays, but these individuals get two-thirds of
the average benefit received by other workers. Thus, present law gives
such individuals unintended advantages in allowing them to receive the _
full effect of the heavy weighting in the present benefit computation
formula which was éesigned to help and which should be confined to
workers who were pnid_low wages over many years in employment covered

by Social Security. Both equity and fiscal considerations strongly
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vfnvox the elimination of the windfall elements in benefits being paid
to individuals whose primary employment was outside the Social Security-
systen.

Moreover, eventual universal coverage under Social Security must
be provided for all government employees and employees of nonprofit
organizations in a way which asasures that present employees who spend
their entire careers in such employment do not have less overall bene-
fit protection. We support the Commission's recommendation that
Social Security coverage be extended to new Federal civilian employees
and to all employees of nonprofit institutions as an appropriate step
towards this goal.

Finally, we support chb.CQmmission's recommendation that the
option of state and local governments and nonprofit organizations to
withdraw from'coverage be eliminated. _

4. Increage the Retirement Age Under Social Security
Gradually, After sufficient Advance Hotice

The major issue which was left unresolved by the National
Commission is how to handle the remaining long-term deficit. We be-
lieve it is essential to provide now for a graduai increase in the
retirement age under Social Security, thus giving individuals suffi-
cient advance notice to adjust their retirement plans. Americans are
now living significantly longer and are generally able tc work until
a later age than they did in 1935 when the earliest retirement age
for the receipt of benefits wa; set at 65. As life expectancy be-
comes longer, it is appropraite to reapportion an individual's life
span between years of work and'years of employment. The Age Dis-
crimination in Employment Act, as amended in 1979, recognizes this by
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generally prohibiting émployers from setting up plans that mandate
retirement prior to age 70, except for some highly compensated
exgcutives. )

Unless the retirement age under Social Seduriyy is increased, the
future will see substantial increases in the relative size of the re-
tired population and relatively smaller numbers of active workers to
carry on the Nation's productive process. This change will be
especially marked in the early part of the next century when the front
end of the post-World War II baby boom will begin to reach 65. Cur-
rently, there are approximately 3,2 workers who support each benefi-
ciary. When the baby bo&h generation retires, th;re will be only two
workers to pay the benefits of each beneficiary--or even fewer if the
birth rate or immigration rates do not increase.

Social Security should recognize these impértanﬁ demographic
and social developments. A gradual increase in the mininu;v}etire-
ment age for receipt of full benefits would help to stabilize the
financial position of the Social Security system and would avoid
placing undue financing burdens on the working population. Such an
increase would greatly reduce the ratio of retirees to active workers
in the next century and could eliminate the remaining long-term deficit
projected by the Commission which was not dealt with in the Report.

We, therefore, suggast that the normal retirement age be kept at
65 until the year 1990 in order to avoid hardship for those currently
near ret}remnnt, and that thereafter it be increased by one-~fourth of
a year annually until a retirement age of 68 is reached for 2002 and

later years. At the same time, the early retirement age, at which



86 ‘ -

reduced Social Security benefits are payable (now 62) would be
increased to 65 in corresponding gradual increments, again starting
the upward movement at about 1990. As an alternativ#, age 62 could
be kept as the earliest retirement age with an actuarial adjustment
in the size of the benefit for retirement prior to age 68, the new
normal retirement age. In addition, a provision should be included
that would automatically raise the retirement age as life expectancy
improves. These changes would give the public a long advance notice
of the changes and yet have the new normal retirement age be Eﬁlly
effective when most needed--when the members of the World War II
baby boom population begin to retire, early in the next century.

Finally, in addition to the cost of living stabilizer mechaniam,
we agree with the recommendation of the National Commission that a
‘failsafe” mechanism is necessary to assure that benefits are paid
on a timely basis despite unexpectédly adverse conditions which occur
with little advance notice. There are several types of fail safe
mechanisms‘that can be used, and we would be glad to work with your
Committee to develop the most appropriate one.

This concludes my specific remarks. 1In closing, I want to
emphasize again, in view of Social Security's vital importance to
our older people and the Nation and the questions that have been
raised about its financial problems, that prompt action must be taken
to bring expanditures and receipéa into balance. We must put Social
Security on a sound financial basis, both in the short-run and over
the long-term. We b;lieve the recommendations of the National Com-

mission on Social Security Reform, which go a long way towards
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accomplishing these objectives, should be enacted into law as quickly
as possible. We also urge that you consider making the changes in t};o
retiremant age needed to bring the system into long-term balance.
?:Ln'ally, we have indicated several areas in which we would have pre-
ferred different approaches to those suggested by the National Com-
mission. = If you decide to make changes to the paékage, we urge that
you consider our recommsndations carafully.

1 appreciate the opportunity to present the views of the Council
and would be happy to answer any Q\-xesti.ons the Committee m'ay have.

STATEMENT OF THOMAS M. GREGG, LIFE UNDERWRITER,
TOPEKA, KANS,, AND CHAIRMAN, FEDERAL LAW AND LEGISLA-
TIVE COMMITTEE, NATIONAL ASSOCIATION OF LIFE UNDER-
WRITERS, WASHINGTON, D.C.

The CHAIRMAN. Mr. Gregg. o

Mr. GreGG. I'm Tom Gregg from Topeka, Kans. I am a life insur-
ance salesman, and I am here as chairman of the Federal Law and
Legit:lation Committee of the National Association of Life Under-
writers. .

We are an association of 125,000 life insurance agents. We belong
to a federation of 50 State associations comprising 978 locals. Our
daily work brings us in contact with individuals who are single and
married, old and young. We visit daily with Americans from all
walks of life about their financial problems, and their finaacial
concerns. Historically, we have useci social security as a base or
foundation upon which all future financial building 1s done.

The Social Security Administration discusses this subject with

more beneficiaries, but I am sure that our association members
talk to many more American taxpayers about social security bene-
fits. This is what we have been trained to do.
- Assuming that each of us has only five interviews per week—and
Mr. Austin as chief executive officer would not appreciate that. He
would prefer 10—then we collectively visit in 615,000 homes and of-
fices weekly, which translates to approximately 32 million face to
face, eye to eyeball interviews each year.

Americans’ concerns for the present and their concerns for the
future are paramount in our eyes. In our interviews, we have
historically touted social security. We are as stated before, the pri-
mary source of social security information. We have always en-
dorsed social security as an important and dependable building
block of financial planning. Because of our selling activities, we are
attuned to public fears, concerns and attitudes. Our clients share’
their apprehensions, and share their fears with us; often times
quite vocally. :

For many years now, taxpaying Americans have become alarm-
ingly concerned over the future of social security. Our clients are
asking us now and have been for many, many years ‘“Will social
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security be there when I retire? What am I paying my taxes for?
Canedthe system be made sound? And even can the system be
saved?”’

The basic concern seems not to be with dollars but with perma-
nency. Too many American citizens feel that social security is a
lost cause. They are all concerned-about its future. There must be
absolute public confidence in the system.

In just a moment, we will lend an endorsement to the Commis-
sion’s report, but first of all let me categorically state for the Na-
tional Association of Life Underwriters that after the face-lift there
will remain serious and on-going benefit and funding problems
which will need your serious attention.

Mr. Chairman, you yourself stated that 36 million people receiv-
ing benefits, as well as the 116 million working people who support
the system, deserve more than another quick fix. We are hoping
that your dedication, concern and immediate action will reverse a
downhill slide and that Congress will be able to put social security
on a really sound financial basis.

In addition, to the 11 corrective measures already enunciated by
“the National Commission, we would urge Congress that it must
begin working just as soon as possible on the long range financing
left unresolved. We are particularly interested in proposals to
gradually increase the retirement age from age 65 to age 68, and
another proposal to make the automatic increase in benefits in-
crease with the lower of wages or prices. We believe that both of
these proposals become absolutely necessary if the long-term defi-
cits are to return to zero, and the system is to regain its health.

We all realize that the Commission package is a compromise. All
sides could take issue with various elements of the proposal, but
would in so doing, jeopardize the package itself. Because of the fra-
gility of the package and the immediacy of the financing problem,
we feel that prompt action is vital.

We, therefore, endorse the National Commission’s recommenda-
tions in toto. The bipartisan, comprehensive %ackage is a remark-
able achievement, and a great step in the direction. It’s fair,
quite equitable, reasonable, and most xmportantly, at this time it is
doable. And so for your record, sir, let me say once again that the
National Association of Life Underwriters fully endorses this bi-

partlsan proposal.
e CHAIRMAN. Thank you very much.
[The prepared statement of Thomas M. Gregg follows:]
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PREPARED STATEMENT OF THOMAS M. GREGG, FOR THE NATIONAL ASSOCIATION OF LiFE
UNMDERWRITERS, ON SOCIAL SECURITY FINANCING OPTIONS

Introduction: _

‘ Mr. Chairman and Memhers of the Committee, my name is
Thomas M. Gregg. I am a life underwriter in Topeka,
Kansas. I am appearing here today as the representative of
The National Association of Life Underwriters (NALU). NALU
appreciates the opportunity to offer its comments
concerning the National Commission on Social Security
Reforﬁ's consensus agreement on ways to preserve and
strengthen the 0ld-Age, Survivors and Disability (OASDI)

System.

The National Association of Life Underwriters is a
federation of 978 state and loc$1 associations. These
state and local associationa-in turn ha;e a combiged
membership of over 125,000 individual life and health
iﬁsutance agents, general agents and managers doing
b;nineas in virtually every community in the United States.
The individual members of the federated associations are
called life underwriters.

-

From the creation of the Social Securlty program to



90

the present time, life underwriters have provided a primary
source of information to individuals and families on what

Social Security means to their financial security.

In their professional work, life underwriters counsel
individuals and businesses on the means of providing
financial security for themselves and employees through
private life and health insurance. While it is probably
safe to say that the Social Security Administration talks

to more Social Security beneficiaries than anyone else, we

believe it is also accurate to say that life underwriters
talk to more Social Security taxpayers than anyone else.
The kinds and amounts of insurance to be sold are
frequently determined in part by the benefits to be
provided by Social Security. Thus, Social Security plays a
significant role in the financial security planningvof most

individuals.

NALU acknowledges that the Social Security pioqram was
designed to provide a basic floor of protection against
economic want and need, financed by earmarked taxes imposed

upon employers, employees and self-employed in<ividuals and

by earnings on the Social Security trust funds.

Upon this basic floor, each covered persbn. by

individual initiative, should plan and build additional
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economic security for himself and his family by means of
private savings, investments, insurance, pension programs

and the like.

Through their daily consideration of Social Security,
life underwriters have developed expertise in the subject
and occupy a unique vantage point from which to assess the

public perceptions of the Social Security system.

We are grateful that the National Commission was able
to achieve a bipartisan consensus on the seemingly
_intractable issue of Social Security financing. At the
same time, not unlike'eve;y other witness who will testify
on the bipartisan compromise plan.{NALU could, of course,
offer subjective suggestions for improvement of various
individual elements of the Commission's proposal. (Under
other circumgtances, we might take issue, for example, with
the genérai revenue financing implications of the
proposal). But any such suggestion, however well
intentioned, might only serve to weaken and endanger the
w?rkable compromise reached during the final hours of the
Commigsion's deliberations. The Commission was composed of
representatives of as broad a political, business and labor
spectrum as could reasonably be hoped for, and all
viewpoints were voiced and considered over the one-year

period of the Commission's existence. NALU has great

19-467 0—83—7 - s
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respect for the Commission's achievement, particularly in
view of the partisan nature of the debate. Parochial -
viewpoints should not now be allowed to dilute the overall

merit of the Commission's work. N

NALU, therefore, supports the compromise agreed upon
by a majority of the National COmnisaién on Social Security
Reform and ufges Congress to adopt it. Soclal Security is
our largest domestlic program and action to strengthen the
financial status of the program should not be deferred.

The expiration of inter-fund borrowing aut“wority and the
anticipated inabllity of the retirument fuud to pay full
benefits in a timely manner after July 1 of this year is
reason enough in itself to impel Congress to act promptly

to adopt the Commission's recommendations without delay.
Without temporizing NALU's support for the
Commission's recommendations in the aggregate, we would

like to offer specific comments in the following aresas:

‘Universal Coverage: NALU particularly favors the

National Commission's recommendation that OASDI coverage be
extended on a mandatory basis, effective January 1, 1984,
to all newly hired civilian federal employlel. and that
OASDI-HI coverage be extended to all‘employeel of nonprofit

organizations. (We would go even further and say that,
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ideally, even current federal employees employed less than
five years, inclu@ing new Members of Congress, should be
covered as well. NALU would also favor the inclusion of

state and .local employees in the program.)

Coverage of federal government workers may bring a new
perspective to Social Security by the people who run it.
It always appears ironic, got to say self-defeating, that
the individuals who make the decisions with respect to
Social Security, namely Members of Congress and current
employees of the federal government, are not themselves

dependent upon it for their own security.

windfall Benefits: NALU applauds the National

Commission's recommendation to eliminate windfall benefits
for persons with pensions from non-covered employment. One
of the most disturbing aspects of Social Security today is
the ability of some workers to take advantage of the
weighted benefit formula, which was adopted by tﬁe Congress
to help individuals who work at low wages for a long period
of time. As adopted, this provision has a worthwhile goal,
but many workers who are not low-paid have become its

beneficiaries.

This occurs when a worker not covered by Social

Security either moonlights or retires from government
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service at a relatively young age, goes to work in covered
work, and becomes eligible for the minimum Social Security
benefit, a benefit much higher than that which would be

purchased on an actuarial baqis by his contribution.

There seems to be widespread pelief that government
workers in particular have placed themselves in a superior
position vis-a-vis the private sector. Government workers
are perceived as enjoying pension programs that far exceed
those that are available to the private sector, and have
manipulated the Social Security system so as to take
advantage of the weighted benefit. Lifelong coverage under
Social Security would put an end to all windfall benefits

problems, and should be adopted for that reason.

Taxation of Benefits: At first glance, this proposal

appeared objectionable to us because it seems calculated to
penalize thrift and investment. But on further inspection

NALU believes the Commission's proposal is conristent with

current tax treatment of private and public worker pension

plans, which tax benefits derived therefrom (although only

a;ter contributions have been recovered). Taxing benefits

is consistent with general tax policy, which is to tax

income from every source derived.

We had first feared that this proposal would infuse
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general revenues into Social Security, but this fear was
alleviated by earmarking the tax collected for the OASDI

trust funds.

Shift COLA's to a Calendar-Year Basis: NALU supports

the six-month delay in the automatic cost-of-living
adjustment in benefits from July 1 to January 1. (In a
perfect world, designed of course by us, we would prefer a
change in the cost-of-living adjustment formula itself, so
as to more directly relate benefit adjustments to the taxes
paid into the system which support those benefit increases;
alternatzvely. we would prefer a delay of a longer period
to offset the greater rise in recent years of the

cost-of-living over wage levels.)

Revision of Tax Basis for Self-Employed: This

proposal will bring self-employment taxes in line with the
combined emploxfr-gmployee rate. It will create an
equiﬁable balance between contributions made with respect
to employees and self-employed peruon;, while at the same
time the proposed business expense tax treatment of
one-half of the seglf-employed contribution will bring the
impact of the Social Security tax in line with that now

paid by employer/employee groups.-

Increase in Delayed Retirement Credit: NALU favors




the gradual increase in delayed retirefient credit for
1ndiv#dua1a bet;een 65 and 70 from 3% to 8% per year. This
should increase.the desire to continue working<of this age
group in the future, which could be financially beneficial
to the Social Security system and to the workers and the

economy as well.

Reallocation of OASDI Tax Rates and Inter-Fund

Borrowing Authority: NALU generally supports the

reallocation of the OASDI tax rates between OASIVand DI for
a more realistic distribution. However, we guestion the
wisdom of extending inter-fund borrowing authority from HI"
{Medicare) to OASDI. We believe that the HI costs must be
brought under reasonable control, and soon. If further
steps need be taken to redistribute the funds flowing into
the Social Security system, a permanent restructuring of
the tax rate should be undertaken again.
’ <

While a restructuring of the tax rate is less flexible
than Sn extension of inter-fund borrowing authority, there
is a certain comfort in a permanent solution. The v
discipline necessary to implemeht a rate restructuring can
provide the basis for real improvement in public attitude
towards Social Security. News of the oversight function
will reaffirm the notion that a responsible Congress is

making judgments that will guarantee the continuation of
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the Social Security system into the twenty-first century.

Stabilizer Provisions: NALU supports the automatic

trigger, effective 1988, to base automatic benefit
increases on the lower of CPI or wages when the comsined
OASDI fund falls below 20% of the annual outgo. This is a
step in the right direction. However, the 20% level may be
too low to safely allow for timely correction. We would
prefer automatic increases to track every year with the
lower of the increases in prices or wages, beginning

January 1, 1984.

This may also be an appropriate time to briefly
address longer-range financing problems, if only for the
record. We think the Congress should consider the

following proposals for long-term reform:

Retirement Age: The compromise package adequately

addresses short-term financing concerns over OASDI; it does
does not resolve the entire long-term payroll deficit. The
Commission's compromise would cover only 1.22% of the 1.80%

projected payroll deficit, leaving .58% unresolved.

Recent fertility data indicate that the Commission may

have underestimated the long-range payroll deficit.
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Secondly, the Commission uses intermediate economic
assumptions for the long-term. But past experience would
indicate tﬁat such assumptions may be unduly opimistic.
Congress should take the necessary action now to assure

future retirees that they will receive expected benefits.

Confidence is not high among current taxpayers that
Social Security will pay them the benefits they expect when
they retire. To restore taxpayers' confidence in the
system, the Congress must convince them that the system

will remain financially sound far into the future.

In our view, taxpayer confidence would be bolstered if
Congress were to increase the normal retirement age on a
gradual, phased~in basis to age 68, to take full effect in
approximately forty years. This step is well justified by
the increasing longevity of Americans as well as their

extended economical productivity.

At the very minimum, Congress should enact the
recommendations of eight members of the Commission to raise
the retirement age to 66 in the year 2015. °

Benefits Should Rise With the Consumer Price Index or

Increase in Wages, Whichever Is Lower: As a long-term

structural reform, the system should be geared so that
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benefits can only be paid to the extent that increases in
Qages occur, presuuning the Congress wishes to maintain the
Social Security program on essentially a pay-as-you-go
system. No insurance system, public or private, can
maintain its integrity without the ability to control
income and outgo of the system. Steps must be taken now to
tie the benefit structure to its underlying financing

structure so that the two may go forward together.

Summary :

Virtually all viewpoints on the Social Security
financing issue were expressed and considered during the
National Commission's year-long deliberations. The
compromise package has received the endorsements of the
President and the leadership of both Houses of Congress.
The package is a compromise where all sides could take
iesue with various individual elements of the proposal but
would, in so doing, jeopardize the package itself. The
compromise is a reasonable one. We urge that the Congress
meet the challeng; and promptly enact the compromise into

la.w .
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STATEMENT OF STEPHEN G. KELLISON, EXECUTIVE DIRECTOR,
AMERICAN ACADEMY OF ACTUARIES, WASHINGTON, D.C.

The CHAIRMAN. Mr. Kellison.

Mr. KeLuisoN. Thank you. Mr. Chairman, and members of the
committee, my name is Stephen G. Kellison, and I am the execu-
tive director of the American Academy of Actuaries. I appreciate
the opportunity to present this testimony on behalf of our Commit-
tee on Social Insurance, which prepared the written statement that
you have before you.

The academy is a professional organization with a membership
in excess of 7,000 across all areas of actuarial practice. We believe
that actuaries are well qualified to comment on long-term financial
implications of social security and changes thereto because the
work of an actuary, by its very nature, deals primarily with evalu-
ating the financial impact of long range insurance and benefit pro-

grams.

I would like to highlight a few key points from our written state-
ment. First, we support the basic principles underlying the present
social security system. Any changes made to this system must re-
store its financial viability and the public’s confidence in it. This is
not an easy task.

Second, in our written statement we present 11 criteria against
which to evaluate potential changes in the system. These criteria
should be adhered to in shaping solutions to the current problems
facing the system.

Next, we want to make a few cominents on the recommendations
of the National Commission in light of these criteria and our expe-
rience and expertise. ’

We have one major overall comment on the Commission report.
The Commission recommendations are a reasonable compromise to
solve social security’s financing problems as far as they go. Howev-
er, by the Commission’s own admission its proposals cover only
two-thirds of the long-term projected deficit. With the recent re-
lease of revised long-term cost estimates by the Social Security Ad-
ministration showing a long-term deficit of 2.1 percent of payroll
instead of 1.8 percent, the Commission proposals solve even less
than two-thirds of the long-term problem.

Second, the Commission recommendations cover only OASDI and
do not address HI. However, the long-term deficit in medicare is
three times as great as the deficit under OASDI.

Finally, the margins in solving the short-term problem are quite
thin and may not get us through the 1980’s if adverse experience
develops. Therefore, we urge the Congress not to oversell these pro-

Is to the American people. They are not the ultimate solution
or all time. More will have to be done. We see three fundamental
sources of financial instability in the system which should be, and
to some extent are, addressed in the Commission’s proposals. :

In the short run instabilit{l is caused by the fact that benefits are
indexed to tpx’ices through the CPI, while revenues are a function
primarily of wages. It is difficult to reliably predict over short peri-
ods what the relationship between wages and prices will be. The
Commission has recommended one important step in indexing
benefits to the lesser of the increase in prices or wages. However,
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the conditions and the timing of its implementation greatly weak-
ens its effectiveness.

In the long run, the instability is caused by demographic factors,
such as changes in birth rates, death rates, rates of disability and
rates of retirement. These factors in combination are producing a
significant increase in the ratio of beneficiaries to workers after
the turn of the century. A step which would lessen this instability
would be to move towards a higher normal retirement age reflect-
ing increased life expectancy. Life expectancy at age 71 today is
equal to that at 65 in 1935.

A third stablizing step would be to move toward universal cover-
age. The problems facing social security are national problems de-
manding a national solution. All Americans should participate in
that solution. It is not clear from reading the Commission’s report
whether, in fact, its proposals will adequately finance the system
through 1989 under all reasonably .possible economic and demo-
graphic scenarios. We urge Congress to obtain a full actuarial
report addressing this matter.

Senator MoyYNIHAN. Did you say 1989?

Mr. KeLLisoN. Yes, I did.

Senator MoyNIHAN. I think our forecasts are 75 years

Mr. KeLLisoN. Yes. I am addressing here the short-term proposal
in which the margins will cover the shortfall under the pessimistic
assumptions, but those margins are very thin.

Senator MoyNIHAN. I follow you.

Mr. KeLLisoN. The academy recommends additional steps be
taken to assure that the actuarial projections of the social security
program be as free as possible of political bias. It recommends the
requirement of the inclusion in the trustees’ annual report on
social security of a statement of actuarial opinion concerning the
appropriateness as to the methodology and assumptions used in the
projections by the actuaries preparing them.

This is essentially the same requirement that Congress mandated
for private pensions in ERISA, and in pension law for Federal em-
ployees in Public Law 95-595.

We understand that Senator Dodd and Congresswoman Kennelly
have introduced bills that would support this principle.

In closmg, I would reiterate our concern that the National Com-
mission’s proposals do only part of the job. The public should not
be misled about that. Much work remains.

Thank you very much.

Senator CHAFEE. Thank you very much, Mr. Kellison.

[The prepared statement of Stephen G. Kellison follows:]
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PREPARED STATEMENT OF STEPHEN G. KELLISON, EXECUTIVE DIRECTOR, AMERICAN
ACADEMY OF ACTUARIES

The Committee on Social Insurance of the American Academy of Actuaries (the
"Academy") appraciates the opportunity to present this statement at these
hearings on the financing of the Social Security 01d Age, Survivors and
Ofsabiiity Insurance (OASDI) system. The Acadgw 1s a professional organi-
zation of actuaries with a broad membership base which tncludas #ctuaries
in all areas of specialization. In particular, the membership of our
Committee on Social Insurance includes actuaries with broad experience in
both socfal and private {nsurance and benefft programs. Appendix A pro-

vides additional background information on the Academy.

As actuaries, we fee! we are particularly well qualified to comment on the
long term financial implications of Social Security, and chahges thereto,
since our work, by 1its very nature, deals principally with long term

financial implications.
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INTRODUCT IOK

Socia) Security is a socfal fnsurance program of enormous magnitude.
The OASDI portions of the program have become, over a period of nearly
half a century, the floor of protection against the insured contingen-
cles for most American workers and thefr dependents. Most Americans
presently retired, for example, recefve a large part of their retire-
ment income from Social Security. Similarly, workers who are disabled
and their dependents, as well as dependents of deceased workers,
receive a substantfal portion of their income in the form of Social
Security benefits.

This statement addresses only the OASDI portfons of the Social
Security program. It does not address the Health Insurance (HI) part
of the prograi, since HI is not a subject being considered at this
hearing. However, consideration of the issues, prob!eﬁs, and propos-

als for change for the HI portfon should not be long delayed.

CRITERIA FOR CHANGES

Changes to the program required to restore its financial viability and
the American public's confidence in it stuld be consistent with the
principles inherent in a socfal insurance program of such magnitude
and centrality to our social and economic structure. As Congress con-
siders various proposals, we reSpectfully suggest that they should be

tested against the following 11 principles.
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The program represents a long-term socfal coatract. While
Congress legally has the right to change the program, and for
that matter even terminate it without notice 1f it desires, in
principte, changes should not deprive covered persons of benefits
they are currently receiving or can expect to receive upon

ret{rement based on past covered wages.

. The program reflects a balancing of concern for social adequacy

on the one hand and individual equity on the other. This balance
has beevprived at through the political process, going back to
the program's inception. While actuaries have no special exper-
tise to offer concerning the right balance, we consider it
entirely appropriate for a social insurance ;yste; to reflect
socfal adequacy considerations.  Nevertheless, concern for
individual equity cannot be ignored or the program will fail to
maintain public support.

The program, to the extent possible, should be universal and man-
datory in its coverage provisions. Gaps 1n coverage mean—that
some workers are deprived, at least {n part, of this basic
coverage. Elective procedures, in a program where the same
contribution rates apply to all regardless of individual risk
characteristics, allow individuals or groups to make decisions
concerning coverage which may seem financfally advantageous to
them but are adverse to those for whom coverage is mandatory.
Furthermore, it may turn out that those decisions were not in the

best interests of those individuals affected.
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Balance should be maintafned between the interests and rights of
the program's taxpayers and those of beneficiaries, in the
present and in the future. Since it is impossible to forécast
exactly the future demographic and economic circumstances of the
program, it is preferable to eorr on the side of making more con-
servative benefit commitments in the future, knowing_ that i{f
favorable experience 1s realfzed, fncreases in benefits levels

can be made. The principles stated previously suggest that the

- reverse is not the case, f.e., 1t is difficult to reduce current

benefits in an effort to keep the tax burden reasonable.

Changes should be made so that the program. will be adequately
financed with reasonable certainty, both in the short range and

A in tln long range. Publfic confidence in the program can be main-

tained only if {ts financing i{s managed in a fiscally prudent
way. Later fn this statement we will talk about the importance
of the actual;ia‘l projections and how they should be interpreted
when deciding on the adequacy of the program‘'s financing.

The need to maintain and, {f possible, {improve public under-

.standing of the program should be recognized. The program fis

already extraordinarily complicated, Few workers have more than

a vague understarding of what benefits they can expect to receive

from the program, a fact which vastly increases the difficulty of
personai financial planning and maintaining public confidence in
the program. There is the need to {mprove public understanding
of the underlying philosophy on which the program {s based as

well as an understanding of the specific provistons.
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If benefit reductions are necessary, they should be made in a way

which will distribute the burden of such changes as widely as A
possible. Furthermore, if the changes are major in nature, sub-
stantial lead time should be provided before such changes become
effective, so that those affected have time to make appropriate

changes in their own financial planning.

Consideration of benefit reductions of a mown salective nature
should fnclude research demonstrating that such changes will not
1nappmpr1;u1y disadvantage those affected, recognizing not only
Socfal Securfty {tself but other financial security systems

covering those affected.

Anomalies 1n the program should be avoided., Small changes in
circumstances should not produce large chan.ges in the value of
benefits to individuals. One of the regrettable aspects of the
1977 amendments to the Socfal Security Act was that ‘individuals
with slightly different birth ‘dates, but otherwise similar cir-

cumstances, were eligible for substantially different benefits.

It should be recognized that Soctal Security, as important and as

enormous as 1t is, fs not the only financtal security program.

There are a wide variety of other financial security programs

both in the public and private sectors which should be recognized _
in deciding what the proper role for Soctal Security is in pro-

viding protection against the fnsured contingencfes.
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11. It must be remembered that Socfal Security fs only one part of
our socfal and economic system, and that anything done to or for

Social Security affects other elements.

PROPOSALS FOR CHANGE

As Social Security is currently structured, there are three fundamen-
tal sources of financial {instability. The three sources of insta-
bility are related to: (1) economic conditions, (2) demographics, and
{3) the lack of universal coverage.

Legislatfon should be enacted to address each of these sources of
financial 1nsi:abllity.’ The recommendations of the Natfonal Commission
on Sotial Security Reform (the “"Commission") do address each of these
sources of fnstabiTity. Assuming that Congress wishes to reduce the
financial instability of the present system and avoid future financial
&1ff1cu1t1es, we offer the fohouing comments about those sources of
instabiTity and the pertinent Commisston recommendations.

4

1. Economic Conditions

The first source of frstability {s the sensitivity of the program
to economic conditions. After enactment of legislation in 1977,
"best estimate” actuarial projections indicated that the O0ASDI
program was expected to- generate sufficferit revenues to pay

benefits untfl the baby boom generation began to retire in the

19-467 O-—-83—8
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next century. Unfortunately, since 1977, economic conditions
have been much less .favorable than those assumed in the earlier
projections.

\
The Academy does not find fault with those actuarial projections.
In fa_ct. virtually no actuary or economist was then forecasting
"best estimate” economic assumptions as adverse as those that

actually occurred since 1977,

Economic forecasting is an uncertain science. Because of that
fact, the Comissfon decisfon to base short-term financial needs
on "pessimistic" assumptions {s prudent. That fact a1so'supports
the #csirablli_ty of creating larger trust fund ratfos than those
now exi;ting. Further, 1t dictates that serious consideration be
‘given to enactment of structural changes to help avoid future

problems, 1f economic conditions are worse than forecast.

Since 1977, unemployment rates have exceeded those assumed in
earlier Trustees Reports. That has created financial strain

since fewer workers pay Social Security taxes.

However, of much greater importance is the.-?act that wages have
-not kept .pace with {nflation as‘mnsured» by the CPI, During the
four years ending June 1982, CPI indexed benefits increased 35%
faster..than- average wages. [f benefits had grown at the same
rate as wages, the program would not now be faced with short-term
'f{nan_ciﬂ melens. despite higher’ than expected levels of

unemployment.
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The National Commissfon has addressed this particular source of
instability in its proposallto base COLA increases on the lesser
of wage or price increases {f fhe trust fund ratfo (fund balance
divided by annual fund outgo) is below 20% begfnning 1988. A
"catch up" provision is provided {f the- ratio subsequently rises
above 32%. This {s an important type of -structural recommenda-
tion to; protect the so]vet'\cy of the program under conditfons -of
“rea) wage" losses, and is only one of many possible solutfons to

the problem, -

The Academy offers two observations about the specific recommen-
datfon. First, we are not certain what considerations led to the
agreement to delay the effect!vp date until 1988. The delay will
subject the program to continued uncertainty and possible strain
during a perfod when the trust funds have virtually no margin of

protection,

Second, the 20% trigger level does not offer much margin for pro-
tection. The trust fund ratfo did not drop below 20% until as
late as 1981. The OASDI trust fund ratios were falling at a rate
of between 5% to 10% of annual outlays during much of the past
decade. A higher, more prudent triéger level may be warranted.
A 30% trigger level would have prevented the current financfal
problem. A number of study groups i{nvolving actuaries and
economists have recommended that trust fund levels should be
built up to at least the 50% to 100% level.
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The Commissfon recognized that an insufficiency could develop
even {f the COLA stabilizer were enacted. Thus, they regomended
that a “fail safe" provision also be included to serve as an
ultimate means to assure that benefits are paid on a timely

basis.

Demogqraphics

The second source of financtal {nstability {s demographic in
nature. This primarily affects the long-term solvency of the
program. The problems of the baby boom generation and the
deciine in birth rates are now fairly well recognized. It fis
expected that there will be relatively fewer people of working
age to pay taxes to transfer income to the much larger bene-
ficiary population in the next century. The "best estimate"
actuarial projections indicate that while '3.2 workers now support
each beneficiary, once the baby boom generation has retired, only
2 'workcn are expected to support each beneficiary. This will
mean that future generatfons of workers will be required to
transfer a larger proportfon of their wages to help support the
large benefictary population.

Increases 1n-1ife expectancy contribute to this problem, since
benefits are paid over a longer period of time. Oramatic
improvements in 1ife expectancy have already occurred. Actuarial

studies show that people age 71 now have the same 1ife expectancy
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as those age 65 when that age was chosen as the age to commence
retirement benefits in 1935, The "best estimate" projections by
the Socfal Security actuaries forscast that age 74 will be the
equivalent age by the year 2000.

If enacted, the bipartisan recommendations of‘the Comission
would eliminate approximately two-thirds of the 75-year deficit
for the OASDI program. In supplementary statements, the
Commission members offered two major alternatives to solve the
remaining {mbalance for the OASDI program. One was to schedule
future increases in payroll taxes; the other was to gradually
increase the normal retiremént age to 66 by 2015 and to adjust it

; to increases (or decreases) in 1ife expectancy thereafter.

While either approach may restore long-term balance to the 0ASDI
program, the retirement age indexatfon should add more stability.
If future improvements in 1ife expectancy are not as substantial
as those currently forecast, the deficit would be smaller, the
retirement age increases 'would be more modest, and the. savings
would decrease, and-vice-versa. '

Other solutions to the long-term financial problems have been
proposed by varfous édﬁsory groups and commissions, such as
gradually moving the retirement age to age 68. Some solution' to

the long-term financial problems should be adopted now.
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The Academy would be the first to admit that long-range projec-
tions {involve uncertainty. However, our profession is primarily
involved with matters of long-term financial sec;rity. There-
fore, we know that proper financial and personal planning 1s a
very long-term process. I[f {t {is Congress' judgment that changes
in efther benefit levels or retirement _gges’ are warranted, we
recommend that those changes be adopted as soon as possible to

avoid the possibility of prectipitous changes in the future.

There are three important facts that should be considered when
making that Jjudgment. First, an 1increase in 1ife expectancy
automatically increases the total value of tﬁe benefits as the
monthly benefits are paid over a longer period of time. The
total value of benefits could be maintained even {f thers were

gradual increase in retirement ag;s.

Second, actuarial projections indicate that future benefit levels
“will grow in "real terms" despite the fact that the replacement
ratios will stabilize at constant levals for various levels of
income. That 1s, under current legislation, benefits to be paid
to future recipients will grow {n terms of purchasing power.
This happins because the vbend points in the formula used to
detemiqc benefits are indexed based on- wage increases instead of
price increases, and wages are expected to increase more rapidly
than prices fn the future. The Commissfon reviewed “bend point”
proposals that would have permitted continued real growth in
benefit levels while gradually reducing the replacement ratios
over a temporary period of time. '



118

Third, the judgment should reflect not only the level of future
taxes required for OASDI, dbut for HI as well. The Commission did
not address the long-term deficit of the HI program whichy is
approximately three times larger than the 0QASDI deficit.
According to Table 78 of the Commission report, best estimate
projections forecast that a combined payroll tax rate of 28%
would be required for OASDHI once the baby boom generation

retirss.

Lack of Universal Coverage -

The third source of financfal strain is thé lack of universal
coverage, Of particular concern to the Academy is the fact that
groups can opt out of the program, which reduces income without a
commensurate reduction fin benefit outlays, particular’l,y in the

short-term.

Many governmental employees and employees of non-profit organiza-

tfons are not now covered under Soctal Security. As stated

‘earlier, the Academy supports the principle that Socfal Security

should be "un\fversa'l»and mandatory to the extent possible.
Accordingly, the Academy is supportive of efforts to bring about
universal coéverage, or at least comparable protection to all
employees, while recognizing that constitutional {ssues must be

resolved with respect to state and local emplbyees.
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Alternative approaches are available {f Congress wishes to
enhance universal coverage. Further withdrawals from Social
Security might be prohibited without changing the status of
groups that have withdrawn or ha.ve never participated, A
stronger measure would be to mandate coverage for all groups not
presently covered. Either actfon would improve the universal
nature of Social Security coverage and partially alleviate both
the short- and Tong-term financial problems of the system.
However, 1f coverage {s mandated for any groups not now covered,
Congress should also consider how such action mfght affect the
financing of existing retirement systems for such groups. In
particular, any adverse financial effects of such action must be
taken into account in weighing the cost advantages of universal

coverage.

Hé recognize that universal coverage is probably not attainable
in the near future, Other steps might be taken to improve the
cost picture by elimfnating, to the extent possible, the wind-
falls which many persons employed in non-covered groups currently
receive. Persons receiving mid-range or large salaries 1in
non-covared employment often qualify for disproportionate Socfal
Security benefits because of moonlighting or full-time but short
service 1in covered employment. We support the concept of
modifying the Soctal Security law to minimize fnequitable
relationships between sich individuals' Social Security benefits

and contributions.
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ACTUARIAL PROJECTIONS ANO ASSUMPTIONS

Actuarial projections have always been recognized as central to the
proper recognition of the costs of the system and {its financing.
Given the current financial problems confronting the system,

appropriate actuarial projections are more important than ever,

The annual reports of the Board of Trustees of the vari'ous Social
Security trust funds contain actuartal projections of~the operations
of the funds. For the 0ASDI trust funds these projections are made
for a 75-year period into the future. These projections are needed
because of the long-range nature of the OASDI programs and because
current participants will be affected for at least that length of
time. Also, changes which are made in the system do not affect the
program in the same way in each year. Policymakers need to know what
these effects will be and how they will change over the years.

Sfnce no one knows exactly what future experience will be, estimates

are made using assumptions which are based on past experfence and

‘current trends. Historically three projectfons (five in the 1981 and

four in the 1982 Board of Trustees Reports) have been made for the
OASDI trust funds based on different sets of assumptions. These are
classified as optimistic, pessimistic and intermediate, with the
intermediate projection assumed to be the most probable estimafe as to
what the future will hold for these funds. While projections based on

" the intermediate assumptions are generally appropriate for décisions
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about the long-range financing of the program, they probably are not
appropriate for decisions about the short-range, particularly in
periods when the solvency of the trust fund is in question.

There are many areas in which actuartal assuaptibns are needed 1in
order to produce the projections. . These fall into two basic areas:
(1) economic and (2) demographic.

The economic assumptfons {nclude, among others, annual rates of change
in average wages and the Consumer Price Index (CP1), average annual
interest rates, average annual rates of unemployment and average
annual rates of labor force participation. These fluctuate signifi-
cantly and var{iations from the assumptions can affect the projections
greatly. This {s one reason for showing a range of projections.

The demographic assumptions include fertility, mortality ‘and dis-
ability rates. These do' not fluctuate as much as the economic
assumptions but they do change and the trends do not always follow a
smooth pattern. The actual experience in these areas is affected by
econonic and social conditions as well as technological developments

especially {n the health area.

The actuaries of the Social Security Administration watch the actua‘l
experience in each area to see if deviations from their assumptions
are occurring., When a trend appears to be taking place, they make

changes in their assumptions to recognize this. Congress should not
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be disturbed by the fact that the actuarial assumptions are changed
modestly from year to year. In our view, it is better to change the
assumptions incrementally each year rather than freeze the assumptions
for a period of years and then make gross changes only occastonally.
The fact that the system fs not in exact actuarfal balance on the
basis of the 1ntermed1aE; assumptions does not necassarily require
corrective action by Congress. However. it must be recognized that
the longer corrective action is delayed, the more severe such action
will probably have to be. By its nature, Social Security financing
requims'con'stant scrutiny and may need perfodic adjustment.

Because policy decisions are based on the projections, it {s impera-
tive that the assumptions be as unbiased as possible. Selection of
the assumptions should be free of poHti;al pressures and should
recognize what {s actually occurring. We would like to endorse a
previous recommendation of the Academy contained in our 1981 testimony
{see Appendix 8) that the annual reports of the Board of Trustees be
required to include a statement of -actuarial opinion by the Chief
Actuary of the Socfal Security Adminfstration and the Chfef Actuarial
Officer of the Health Care Financing Administration on the reasonable-
ness of the assumptions used for the projectfons. We note that a
statement of actuarial opfnfon has been included in each of the last
two annual reports of the Board of Trustees, and feel that future
reports should be required to include such an opinion.
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We have studied the report of the Commission with interest. We cannot
determine from the report whether or not the recommendations made
therein will adequately finance the OASDI portion of Social Security.
We suggest that Congress be sure that the Comfssi;.m recomendatio'ns
do provide adequate financing in both the short- and long-term, so
that the current problems do not resurface again after a few years, as
they did after the 1977 Socfal Security amendments.

With respect to the report of the National Commfssion, we would also
1ike to point out that there is a potential technical problem with the
proposal to include 50% of OASOI benefits in taxable {ncome for single
persons with adjusted gross 1ncoae. of $20,000 or more and for married
persons with adjusted gross income of $25,000 or more. The problem is
with the $20,000 and $25,000 thresholds, in that people with adjusted
gross income just above these amounts will be worse off on a net zfter
tax basis when compared to indfviduals with adjusted gross income just
below these mﬁunts. The actual legislation should address this
problem and should be designed to produce logical and t¢onsistent
results for individuals with adjusted gross fincose above and below

these thrasholds.
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SUMMARY

The Academy is partfcularly well qualified to comment on the long
term financial i{mplications of Social Security, and changes
thereto.

We support the basic pri'nciptes on which the present Social
Security system {s based.

We feel there are certain criteria to which any changes should
adhere, and have provided 11 such criteria. .
There are three fundamental sources of financfal {instability of

the Socia)l Security system as it is presently structured. These

-three sources of instabil{ty are related to: (1) economic condi-

tions, (2) demographics, and (3) the lack of universal coverage.
Legislation should be enacted to address each of these sources of

financial instability.

The actuarial assumptions used and the actuarial projections made
for the Socfal Security system should be carefully considered and

subjected to close scrutiny and periodic review. Selection of

" the assumptfons should be free of politfcal pressures and a

statement of actuarial opinfon on their reasonabluness should be

required.
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We apprecfate being given this opportunity to testify. We hope our
testimony will be helpful, and we would welcome the opportunity to be
of further assistance as you proceed with your important

deliberations.

AMERICAN ACADEMY OF ACTUARIES

COMMITTEE ON SOCIAL INSURANCE

Preston C. Bassett, Chairman
Dwight K. Bartlett, III  Cecil J. Nesbite

George E. Bell, III Francis M. Schauer, Jr.
Thomas P. Bleakney Frederic Seltzer
Michael H. Gersie James R. Swenson
Howard J. Levin James O, Webb

John B. McQuade
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APPENCIX A

BACKGROUND INFORMATION ON THE AMERICAN ACADEMY OF ACTUARIES

The American Academy of Actuaries is a professfonal association of actu-
ari{es which was formed in 1965 to bring together {nto one organizatfon all
qualified actuarifes in the United States and to seek accredftation and
greater pubifc recognition for the profession. The Academy fncludes
members of three founding organizations - the Casualty Actuarial Socfety,
the Conference of Actuaries in Public Practice, and the Society of

Actuaries.

The Academy serves the entire profession. [ts main focus {s the social,
economic, and public policy environment in which the actuarial profession
functions. Its primary activities incliude 1faison with federal and state
governments, relations with other professions, the dissemination of publfc
information about the actuarial profe¥s10n and 1ssues that affect 1t, and
the development of standards of professional conduct and practice.

Over 7,000 actuaries in all areas of specialization belong to the Academy.
These members are employed by i{nsurance companies, consulting actuarial
firms, government, academic institutions, and a growing number of {ndus-
tries. Actuarial science involves the evaiuation of the probabilities and
financfal impact that uncertain future events - birth, marriage, sickness,
accident, fire, 1{abflity, retirement, and death - have on {insurance and

benefit plans.
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Membership requirements can be summarized under two broad headings:
education and experience. At present, the educational requirements can be
satisfied either by passing certain professional examinations sponsored by
the Casualty Actuarial Society or the Socfety of Actuaries, or by becoming
an enrolled actuary under the Employee Retirement Income Security Act of
1974 (ERISA).

The experience requirement consists of three years of responsible actuarial
work.
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APPENDIX 8

EXTRACT OF 1981 STATEﬁENT QF THE AMERICAN ACADEMY OF ACTUARIES
ON SOCIAL SECURITY FINANCING

REQUIREMENT FOR STATEMENT OF ACTUARIAL QPINION

The current financing problems of the program {llustrate the continuing
need for independent, professional actuarial analysis. The Office of the
Actuary of the Social Security Administration and the-actuaries employed in
the Health Care Finahcing Administration are uniquely qualified to provide
such analysis. They mst be given the latitude to select a range of appro-

priate assumptions independent of “official™ economic forecasts.

. It should be noted that the Employee Retireﬁnnt [ncome Security Act of 1974
(ERISA} requires that valuations of private pensfon plans be certified by
qualified actuarfes. A similar actuarial certification {s required by
P.L. 95-595 for pension plans covering féderal employees. In each situa-
tion, the actuary must certify that the assumptions used are reasonable in
the aggregate, representing tlie best estimates of anticipated experience,
and that mei:hodo]ogy ts proper. The American Academy of Actuaries
recommends that the Social Security Act be amended to enable the public to
enjoy tha same benefit of profession.al actuarial certification for the
Social Security program. This recommendation has also been made by the

Natfonal Commission on Social Security.

19467 0—83—9
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Consistent with this recommendation, the'Board of Directors of the American

Academy of Actuaries has adopted the following resolution:

"Whereas actuarial projections and cost estimates based on work
of the highest professional quality and {ntegrity have been an
important force for fiscal prudence in the historical development
of socfa) fnsurance programs; and '

"Whereas the growth of these programs and their commitments to
future generations of beneficiaries makes it more important than
ever that these programs be managed in a fiscally prudent manner;

“Therefore, be it resolved that this organization believes that
it 1s in the best interests of the public that (1) the actuaries
who are responsible for the projections and cost estimates be
free to use their best professional Judgment and expertise
independent of pressures for political expediency, and (2) the
actuaries ultimately responsible for their work be required to
issue an opinfon letter accompanying the appropriate annual
report stating whether the actuarial assumptions used in the
projections contained therein are (a) in the aggregate reasonable
tak1ng into account the experience and expectations of the plan
and (b) represent their best estimates of anticipated experience
under the plan." :

Attached to this testimony is a proposed amendment to the Social Security
Act. This amendment would require a state&nnt of opinion by the Chief
Actuary of the Socfal Security Administration and the Chief Actuarial
Officer of the Health Care Financing Aan1n1stration that the techniques and
methodology used in preparing the actuarfal status of the Trust Funds and
the cost estimates and the assumptions used with respect tp such Funds are

reasonable and conform with generally acceptable actuarial principles.
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PROPOSED AMENDMENT

(a) - Section 201(c) of the Social Security-Act is amended by adding at

the end thereof the following new sentence:

"Such report shall also include a- statement by the Chief
Actuary of the Social Security Administration expressing his
or her opinion: (1) that the techniques and methodology
used in preparing the actuarial status of the Trust Funds
are in accordance with generally accepted actuarial
principles; and (2) whether the cost estimates and the
assumptions on which they are based are in the aggregate
reasonable for the purpose for which they are {ntended
taking fnto account the experience and expectations of the
program, including a statement of the governmental sources
of the assumptions used therefor, where appropriate.”

{b) Section lai7(b) of such Act 1s amended by adding at the end

thereof the following new sentence:

*Such report shall also finclude a statement by the Chief
Actuarial Officer of the Health Care Financing
Administration expressing his or her opinfon: (1) that the
techniques and methodology used in preparing the actuarial
status of the Trust Fund are in accordance with generally
accepted actuarfal principles; and (2) whether the ‘cost
estimates and the assumptions on which they are based are in
the aggregate reasonable for the purpose for which they are
intended taking into account the experience and the expecta-
tions of the program, including a statement of the govern-
mental sources of the assumptions used therefor, where
appropriate.”
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(¢} Sectfon 1841(b) of such Act {s amended by adding at the end

thereof the following new sentence:

"Such report shall also include a statement by the Chief
Actuarifal Offfcer of the Health Care Financing
Administration expressing his or her opinfon: (1) that the
techniques and methodology used in preparing the actuarial
status of the Trust Fund are 1n accordance with generally
accepted actuarfal principles; and (2) whether the cost
estimates and the assumptions on which they ard based are in
the aggregate reasonable for the purpose for which they are
intended taking into account the experience and the expecta-
tions of the program, including a statement of the govern-
mental sources of the assumptions used therefor, where
. appropriate.” ‘

(d) The amendments made by this section shall be effective on
January 1, 1982, )
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STATEMENT OF DALE R. DETLEFS, CORPORATE VICE PRESI-
DENT, MEIDINGER, INC,, LOUISVILLE, KY., AND COCHAIRMAN,
SOCIAL SECURITY COMMITTEE, ASSOCIATION OF PRIVATE
PENSION AND WELFARE PLANS, WASHINGTON, D.C., ACCOMPA.-
NIED BY MANUEL CASTELLS OF KWASHA LIPTON CO.

Senator CHAFEE. Mr. Detlefs.

Mr. DETrEFs. Thank you, Mr. Chairman.

With me here today is Manuel Castells, partner and actuary in
the firm of Kwasha Lipton, an employee benefit consultant firm.
I’'m Dale Detlefs, the vice president of Meidinger, Inc., of Louisville,
Ky., a similar type consulting firm.

Together we serve as cochairmen of the Social Security Commit-
tee of the Association of Private Pension and Welfare Plans. Our
testimony today is provided on behalf of that organization.

We support the recommendations of the National Commission on
Social Security Reform, but we believe they need to be enlarged to
more definitely resolve the financial problems of the system; par-
ticularly, the long-term and the need for later retirement ages.

The action that we ask you to take will be somewhat difficult, we
realize, but we very strongly believe that you must act decisively if
(vive are to preserve social security for ourselves and for our chil-

ren.

First of all, we believe that the proposed short-term solution may
not be sufficient. If poor economic conditions continue, we fear that
the system might again run out of money before this decade is
over. We believe that the economic assumptions used by the Com-
mission may be overly optimistic regarding unemployment levels,
and especially the relationship of wage increases and price in-
creases. If these assumptions do not prove to be correct, then the
system would not have adequate financial resources.

We believe that a workable short-term solution must include two
other important points. One is to postpone the annual cost of living
increase for longer than 6 months. This could easily be justified be-
cause in the last 4 years cost of living increases have outpaced
wage increases by 12 to 13 percent. It would take at least a year,
probably more, to restore parity between the two.

Second, the calculation of annual benefit increases should be in-
dexed to the lesser of increases in wages or prices, beginning in
1984; not waiting until 1988 as in the Commission recommenda-
tions. :

We are also concerned that the recommended short-term solution
is based approximately on two-thirds increased taxes, and only one-
third on benefit changes. And we are somewhat disturbed by the
fact that some of the additional taxes indirectly constitute a form
of general revenue financing. We must control increases in social
security benefits rather than simply pay for them with a variety of
new taxes. Certainly nobody wants our retired citizens to suffer
from inflation, but neither should they enjoy disproportionately
large benefits at the expense of the working population.

as it fair, for example, that in 1980 social security beneficiaries
got a 14.3-percent raise, not taxed, while working Americans had
an average salary increase of only 8.6 percent, and, of course, paid
income taxes on those amounts?
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Our greatest concern relates to the need to act now to schedule a
gradual increase in the retirement age to 68, beginning the in-
crease some years from now under any one of several schedules
that have been proposed. The people who will be affected by such a
change need time to make retirement plans. We strongly urge you
not to postpone making this decision. Longevity has greatly in-
creased since 65 was chosen as the normal retirement age. People
who are aged 65 today can expect to live 3 to 5 years longer than
people who are 65 when social security was begun.

That differential will go up even more by the time any retire-
_ ment age increase would take effect.

We strongly endorse the concept that social security be removed
from the unified budget, and that the Social Security Administra-
tion become a separate and independent agency. Social security’s
problems have largely come about because the system has been
overly sensitive to the political process. And these changes would
make it easier to take unpopular but necessary steps to maintain
the sytem.

Senator CHAFEE. Could you explain that? Can I ask a question?
How do you want to do this? Do you want to wait?

The CHAIRMAN. Are you about finished?

Mr. DeTLEFS. Yes. ~

We support three brief additional points that are covered in
greater detail in our written testimony. First of all, while it is rea-
sonable to impose payroll taxes on elective salary reductions under
section 401(k) of the Internal Revenue Code, we feel that nonelec-
tive contributions should not be subject to social security taxes.
And, second, the taxation of benefits above a certain income level
should be phased in gradually; not abruptly. And, third, we feel the
system must be greatly simplified with regard to qualifying for
benefits and the manner in which benefits are calculated.

We appreciate this opportunity to speak on behalf of the Associ-
ation of Private Pension and Welfare Plans, and we would be glad
to answer any questions you might have.

[The prepared statement of Dale R. Detlefs follows:]
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PREPARED STATEMENT OF DALE R. DETLEFS FOR THE ASSOCIATION OF PRIVATE PENSION
AND WELFARE PLANS

Mr. Chairman, Hembers of the Committee: My name is Dale R. Detlefs. 1 am a
Vice President of Meidinger, Inc., of Louisville, Kentucky, one of the

nation's largest employee benefit consulting firms.

Hith Manuel Castells of Kwasha lipton, 1 serve as Cochairman of the Social
Security Cormittee of the Association of Private Pensfon and Welfare Plans.
The Assoctation represents the private benefit industry, and my testimony

today is provided on behalf of that organization.

We support the recorwendations of the National Commissfon on Social Security
Reform, but we believe they need to be enlarged to more definitely resolve the

financial problems of the systen.
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The action we urge you to take will be somewhat difficult, but we very
strongly believe that you must act decisively if we are to preserve Social
Security for ourselves and our children.

First, we believe that the proposed short-term solution may not be
sufficient. If poor economic conditfons continue, we fear the system might

again run out of money before this decade is over.

We believe that the economic assumptions used by the Cormission may be overly
optimistic regarding unemployment levels and especially the relationship of
wage increases and price increases. [f these assutptions do not prove to be
correct, then the system would not have adequate financial resources. We
believe that a workable short-term solution must include two other important

points:

One, postpone the annual cost-of-living fncrease for longer than just six’
months. This could easily be justiffied because in the last four years
cost-of-1iving increases have outpaced wage increases by 12% to 13% - it would

take at Teast a year to restore parity.

Two, the calculation of-the annual benefit increase should be fndexed to the
lesser of the increase in wages or prices, beginning in 1984, not waiting

untfl 1988, as in the Comaission recormendations.
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We are also concerned that the recommended short-term selutfon fs based
approximately two-thirds on increased taxes and only one-third on benefit
changes. And we are disturbed by the fact that some of the additional taxes

indirectly constitute a form of general revenue financing.

We must control increases in Social Security benefits rather than simply pay

for then with a variety of new taxes.

tiobody wants our retired citizens to Suffer fron inflation, but neither should
they enjoy disproportionately large benefits at the expense of fhe working
population. Was it fair, for example, that in 1980 Social Security
beneficiaries got a 74.3% raise - not taxed - while working Americans had ;n

average salary increase of only §.6% - and paid income taxes on it?

Our greatest concern relates to the need to act now to schedule a gradual
increase in retirement age to 68, beginning the increase some years_from nov,
under any one of several schedules that have been proposed. The people who
will be affected by such a change need time to make retirement plans. Ve

strongly urge you not to postpone making this decisfon.

Longevity has greatly increased since 65 u;s chosen as the normal retirement
age. People who are 65 years old today can expect to live three to five years
longer than people who were 65 when Social Security was begun. That
differenttal will go up even more by the time any retirement-age increase

would take effect,
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We strongly endorse the concept that Social Security be removed from the
unified budget and that the Social Security Administration become a separate
and independent agency. Social Security's problems have largely come about
because the system has been overly sensitive to the political process, and

these changes would make 1t easter to take unpopular but necessary steps to

maintain the systen,

We support three additional points which I have covered in greater detail in

ny written testimony.

First, while it is reasonable to impose payroll taxes on elective salary
reductions under Section 401(k) of the Internal Revenue Code, mandatory

contributions should not be subject to Social Security taxes.

Second, the taxation of benefits above a certain income level should be phased

in gradually, not abruptly.

Third, the systert nust be greatly simplified, with regard to qualifying for

benefits, and the manner in which benefits are calculated.

1 appreciate this opportunity to speak on behalf of the Assoéiation of Private

Pension and Welfare Plans, and will be pleased to answer any questions you may

have.

-~
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WRITTEN SUPPLEMENT TO ORAL STATEHMENT
BY
DALE R. DETLEFS
FOR THE
ASSOCIATION OF PRIVATE PENSION AND WELFARE PLAMS

SUBIITTED TO THE
COMNITTEE ON FINANCE
UNITED STATES SENATE
SD~215 DIRKSON SENATE OFFICE BUILDING

Thursday, February 24, 1983

The Association is pleased to have this opportunity to submit a more
comprehensive statement to supplement the oral statement presented relative to

the proposed Social Security legislation.

With respect to broader coverage, this appears to be essential from the
‘standpoint of generating additional revenue in the short term. Equally
important is the fact that the recent rush to terminate coverage by certain
categories of employers has exacerbated the problems of the system. Employees
vwho are covered mandatorily often regard it as unfair that some persons {e.g.,

congressmen) are not required to pay the Social Security tax.

Under the proposal, state and local! government employees who are not presently

covered will not be required to join the system (about 28% of the total), and

this reflects a timidity on the part of the Commission that nay not be
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affordable. The constitutional question of whether the Federal government can
impose a mandatory tax on a state or Tocal government unit has not been tested
in the courts. Denying these employers the opportunity to withdraw in the
future may run somewhat the same legal risks; therefqre. the issue should be
faced now. If no legal problem develops, tlie oft-recommended universal
coverage will essentially be alheved by the time the long-range financial

problens of the system occur early in the next century.

The extremely slow process of covering federal employees is based solely on
political considerations, i.e., avoiding the resistance by the powerful
federal employee labor unions. It appears that that resistance is already
occurring, anyway, even though no incunbent personnel are affected by the

proposal.
Moving more quickly toward mandatory coverage for all employed persons would
also be an important step in revenue generation, as well as making most

citizens feel that the system is the same for all and fair for all.

The taxation of benefits constitutes a means test for the first time. Persons

- with moderate to high incomes will only net from Social Security about 7¢% to
90% of what would have been paid to them. On the face of it, the new rule
would seem to be consistent with the maaner that private retirement benefits

are taxed - and even more generous because half of the benefits received will



186

greatly exceed what would have been purchased by personal contributions.
Nevertheless, the tax-free status of benefits was an attractive feature of the
program for higher-paid personnel whose benefit amounts are not comménsurate
with the Tevel of their contributions because the slope of the benefit fornula

heavily favors low-paid persons,

Furthermore, this is an indirect form of general revenue financing in that IRS
collects the tax for the general treasury, and then it is paid over to the
Social Security trust funds. HNo other income tax paywents are earmarked in
tQis way. The $20,000 2nd $25,000 amounts are not indexed, and over the years
this exempt amount will be seriously eroded so that more and more persons will

be subject to this tax.

Once the $20,000 or $25,000 income (from all sources) is reached, half the
Social Security benefit is taxed. If the income falls $1 short of these
amounts, the benefit is not taxed. Obviously, Congress needs to remedy this

inequity and provide some gradation.

Changing the cost-of-living increase to January 1 is a desirable provision in

the sense that the cost-of-living payments have probably been over-indexed for
several years, and it represents a substantial cost savings which is vital to
the system at the present time. Also, most Social Security changes occur at
the beginning of the calendar year, and it is probably desirable for the

cost-of-1Tiving change to become effective at that time, too.
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Acceleration of the tax rates is necessary for the short-term financial health

of the system. The tax credit for 1984 is, once &gain, a form of
general-revenue financing vhich is not a desirable feature. The fact that it

is a one-year only provision minimizes this objection.

g T T
The provisions that relate primarily to women are directed toward certain

inequities that have existed for'years and which have a very minor cost

associated with them and, consequently, are desirable.

The reduction of benefits for employees with relatively short coverage by

Social Security represents a cost savings and is desirable because it
addresses itself t&ixhe:wiuttall benefits that certain retired government

ermployees often receive from the Social Security system.

Haking the.Eelf~employment tax rate for the cash benefits program (0ASDI)

conparable to the combined employer-employee rate is a desirable feature
because, while benefit péynents have been identical, taxes paid Ly the
self-employed have been only one and one-half the OASDI rate in recent years
as conmpared to the combined payments made by employers and employegs. The
fact that the additional tax becomes a deductible item on the individual
income tax return is not objectionable because the identical result could be

obtained if the self-employed person incorporates.

Crediting the Social Security trust funds by an imnediate lump-sum paynent for

certain military service is a desirable feature because, under present law,

these payments would have been made anyhow in future years.
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Increasing the delayed retirement credit is desirable because it addresses

itself to the fact that the 3% delayed retirement increment is nothing close
to an actuarial equivalent, and it ray also create an incentive for people to
retire later, which should constitute some short-term savings to the Systenm.

This change involves a small additional long-range cost, however.

Reallocating the tax rates is a desirable feature in'that the Disability

Insurance Trust Fund, with fts improved experience, is receiving too large a
snare of the total tax réceipts. Permitting interfund borrowing is desirable
during the mid-1980s because the financing during this period is very thin,

and the flexibility provided by the borrowing provision may be needed.

Altering the cost-of-1iving formula if the fund ratio falls below 20% is a

step in the right direction, but the percentage is too low to avoid potential
problens. Also, the Commission would have been tetter off by simply
recomriending that the annual cost-of-living adjustment be based on the lesser
of prices or wages., This provision represents one technique, but others could
have been designed into the system so as to avoid the need for major

legislation on a regular basis

One of the more serious problems is the long-term deficit of approximately
1.8% of payroll, one-third of which, or .58%, remains. It would seem that,

considering the substantial increase in longevity, the Comission right have
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taken a rore aggressive position relative to later retirement ages. Also, the
benefit formula could have been modified in such a way as to preserve the
purchase power of future benefit payments rather than increase them as is true

of the present system of indexing the bend points in the benefit fornula.

Taxing salary reduction amounts appears to be-a reasonable technique to

increase Social Sequrity revenues in that it is obviously a form of direct
compensation as opposed to non-cash benefit programs. This should only apply

to elective contributions, however, and not mandatory ones.

Renoving the Sucial Security Adninistration frou the Departnent Qf Health and
Human Services and making it an independent agency and, also, separating the
operation of the trust fund from the federal budget are desirable provisions
in that they may help reduce political considerations in connection with

Social Security legislation.

The compromise plan may Le as good a proposal as is politically feasible,
considering the wide sbectrum of interests and social philosophies that ivere
represented by Cormiission members, Since some two-thirds of the problem wvas
resolved by increased taxes and only one-third by benefit changes, one must
wonder whether this represents “"conpromise." It would have been far better if
half of the financial imbalance could have come from each of these

. approaches,

The Cormission did not go far enough in resolving the short-range ptgplems of
the system because, in absence of reasonably good economic conditions, there

is still a risk of continued imbalance between revenues and expenditures for

the system during the mid-1980s. Obviously, the long-range problem needs

further attention at this time, as well,
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The CHAIRMAN. Senator Chafee.

Senator CHAFEE. Well, Mr. Chairman, I guess we have one more
witness, and I will wait.

The CHAIRMAN. He's aot on this panel.

Senator CHAFEE. Oh, I see.

The CHAIRMAN. He’s just an early starter. He wants to get going.

Senator CHAFEE. All right.

I'm not arguing your point that it should be removed from the
unified budget and become a separate agency, but I'm not sure why
that would make it less sensitive to the political process. I'm inter-
ested in how you arrived at that conclusion.

Mr. DerLers. Mr. Chafee, in July 1981 I was at some hearings
that Mr. Dole conducted in this room. And I heard Mr. Moynihan
address that point, as I recall, about balancing the budget at the
expense of older citizens and so on. And because it is part of the
unified budget, I think that that claim is going to be made from
time to time as we tamper with the social security system.

Now I recognize that this is essentially a perception, but the
numbers do not necessarily change. But as Mr. Cohen said earlier
today—and I agree with what he said on-that point—there is that
perception that those kind of efforts are made from time to time.

Senator CHAFEE. Well, I'm not’ arguing with gou It just seems to
me the danger of the pohtxcal process is that there will get to be a
little money in this fund, as the predictions show—it will rise up to
59 percent, I guess—and then immediately somebody running for
President will leap up and suggest a 15-percent increase in benefits
and it will go stormmg through with all of us voting for it prob-
ably. So I think that’s the danger as I see it.

And I don’t know how you sense to—whether it is an independ-
ent agency or some other place, I don’t know how you insulate it.

I would just like to ask this question. Again, not quibbling. Mr.

. Post says that the—on page 4 of his statement, that the life expec-
%ncy would be 74, and you, Mr. Kellison, indicate that it would be

Mr. KELLISON. Our written statement expands on my oral state-
ment. Today the life expectancy at age 71 is approximately the
same as it was at age 65 in 1935. By the year 2000 or 2010, which is
when the real baby boom bulge starts to hit, it will be approxi-
mately age 74. I think those are based on consistent numbers. And
our written statement does expand on that point.

Senator CHAFEE. I see. You are right. Mr. Post does say by the
year 2000. You are absolutely right.

Let me just ask each of the gentlemen a questnon And some of
you have covered this in your tegtimonies. But I don’t think you
covered it Mr. Austin. That is, what do you think of the official sta-
tistics that the social security has produced regarding longevity fig- -
ures for the outyears? In other words, what concerns me is that the
projections are not going to be accurate because people are going to
be living a lot longer than the official predictors say so. Do you
agree with the social security figures?

‘Mr. AusTIN. I am not an actuary. I suspect that our colleague
here would be better equipped to answer that than I am. I believe
that the figures whlch they have used are consistent with those

19-467 O—83——10
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which the life insurance industry has used, for example, being our
best ﬁrl-:dictions. -

I think that if I may—having stated that I am not an expert, I
think what is really happening is that we are having an increase-
in longevity up to a certain point, but we are not necessarily ex-
tending—you know, these ideas that people are going to live to be
150 years old is all foolishness. What we are doing is, as somebody
says, squaring out the mortality rectangle. We are keeping people
alive more up to the normal end of death, and thus the improve-
ments in health care, for example, which is now existinﬁ, will not
have probably as much effect on longevity as some have had in the
past. .

Is that a reasonable statement?

Mr. KeLLisON. Yes, I would agree with that. I think our evidence
indicates that the improvement in longevity is coming by getting
more people into their seventies and eighties, but it's not the type
of situation where large numbers of people reach their nineties or
over 100. I think it's fair to characterize the mortality forecast of
the social security actuaries as anticipating continued gradual im-
provements in mortality, typical of recent gains in the past few
years. They do not anticipate quantum breakthroughs, if you like,
in lonﬁfs\;ity that would arise from dramatic cures to cancer and
heart disease. That type of thing would dramatically affect mortal-
ity in a very sudden fashion. If anything of that nature were to
occur, then, the forecasts could be on the low side. That might be
possitble. They are not based on that kind of quantum improve-
ment. .

Senator CHAFEE. Well, I don’t anticipate, as Mr. Austin said, that
people will he living way out into the 100’s. But as more and more
gegi)le move above 65 and maintain their health and to remain

ealthy until 74 or 75, that, obviously increases—what'’s the techni-
cal term I am looking for—the average life expectancy very, very
dramatically. ,

Do you believe that that is occurring? '

Mr. KeLLisON. Yes, that definitely is occurring. Has occurred, is
occurring and will continue to occur.

Senator CHAFEE. I guess I am just such a skeptic on the statistics
that we have received. As I 9%uess Senator Long said, if they had
told us the right figures in 1977, we might have done things differ-
ently. But 1977 was only five years ago, and how they could have
been wrong. I don’t think it's all b on the economy. I think it's
a whole variety of factors that have caused this to go askew.

Mr. KeLuisoN. Could T address that point? T think that the as-
sumptions that were used in 1977 that have gone furthest off the
mark are the economic ones. What has haff)ened in the past five
years is unprecedented in post-World War II history; namely, that -
wages are going up slower than prices over an extended period of
time. And that is what has caused the short-term financing prob-
lems that have developed since the 1977 amendments.

The demographic assumptions that were made in 1977 have not
been far off the mark. So the short-term problems that have devel-
oped in the last few years that {1 u are trying to deal with for the
rest of the 1980’s are very much attributable to the economic as-
sumptions. . ‘
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Obviously, economic assumptions are difficult to predict. Actu-
aries have no better crystal ball than the economists do. But the
demographic assumptions are pretty reliable because these people
have already been born. The baby boom ple are already born.
The subsequent baby bust that is going to be paying for their bene-
fits—those ple are already born too. Longevity will change
slowly. Birth rates may change slowly. But the large wave of
people are people who are alive today and that’s an immutable
fact. And so I think the demographic projections are quite reliable.

Senator CHAFEE. My time is up.

" The CHAIRMAN. Senator Moynihan.

Senator MoyNIHAN. I would like to speak to my colleague’s
words for a moment, and make what is a little philosophical point.

This is a marvelous panel. I'll be happy to hear that any of you
gentlemen think I'm wrong, but with respect to an enormous sub-
ject, including life expectancy, human society in the last century
and a half has gone through a rather sweeping S-curve. An S-curve
is a common phenomenon. Very slow and then swooshinf up. It's
true in travel. And I think it is probably true about the length of
life as well. Bodies wear out at a certain point. And a great many
more are getting to that point. But we cannot go much beyond that
point. We are getting pretty close. X

The second thing I would like to say is that we have a stabilizer
rrovision in the Commission report. The White House ran a simu-
ation of the experience of the last 5 years, whereby you switch to
the lesser of wages or prices to index benefits. They ran the system
for the last 5 years and found that had you had that in place, you
would not be where you are today. You had something that had
never happened in history—an inflationary recession, something
that, since it had never occurred, would have been hard to antici-
pate.

Mr. KELLISON. Yes, that’s quite correct. That has been document-
ed in the actuarial literature. And you would not be here today
with a short-term problem if, in fact, in 1977 you had had a provi-
sion like that. .

Senator MoYNIHAN. Mr. Kellison, you do note that the actuarial
statements that you are interested in have been voluntarily includ-
ed in the last two reports. You would like to see it made statutory.
Is that it? -

Mr. KeLLISON. Yes, we would. We reached that conclusion in our
committee. N ‘

Senator MOYNIHAN. Are you sure this is not professional aggran-
dizement?

Mr. KeLLisoN. No, it isn’t, Senator.

Senator MoyNIHAN. If it isn’t, it's the only known instance of it
not being so in this committee. {Laughter.]

Everiv(body else who comes up here.

Mr: KeLLisoN. Well, it won't create jobs for actuaries if that is
what you mean. The Social Security Administration has a fine
array of actuaries. And they are going to continue doing their jobs
regardless. We hope to t% to insulate them as much as possible
from political pressures. We feel that any administration, liberal,
conservative, Republican, Democrat, what have you, have their offi-
cial economic forecasts. And it would be helpful if the actuaries are
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in a position to form a free, independent judgment as to the effect
on social security without being subjected to that kind of pressure.

We think the statement of opinion that was voluntarily added in
the last 2 years is a very healthy development, and we would very
much like to see it continued. ) :

Senator MoYNIHAN. It may not require another law.

Could I make one more point that several of you made? I guess it
- is best to tell it at this point, too. There is nothing we can do about
it now, but this program is too complicated. You can’t figure out
how much you are going to get.

Which member of this committee would volunteer to demon-
strate how much social security benefits are going to be? ,
" Mr. GrecG. That’s what you have the salesmen for. To do that
“for you.

Senator MoyNIHAN. Now I know why it is so complicated.
[Laughter.]

But there does need to be some effort to simplify and in a larger
effort to explain this. I wish it were so. I have no solution to it. Mr.
Gregg, I'm glad there are salesmen because what you do is explain
to peogle what they can expect under social security, and then
what they would need from life insurance to supplement it.

Mr. DeTLEFS. We have been talking a lot about the statistics
here. And referring to Mr. Cohen'’s point of the fallacy of looking at
averages, he said that some people do get sick and can’t work any-
more long before they are 65. Well, some also get sick in their fif-
ties or their forties. I think the important thing is that the signifi-
cant numbers who get sick and can no longer work—that’s occur-
ringlfat an age that keeps moving up, as does, of course, longevity
itself, .

Senator MoYNIHAN. Thank you very much, gentlemen. It was a
very rewarding panel.

e CHAIRMAN. Senator Long.

Senator LoNG. I just want to make this point about the esti-
mates. From my point of view, the estimates that they gave us
were wrong. But to be fair about that, it is not as wrong as many of
the other estimates. After all, it's hard to ask people to anticipate
that a Khomeni will come to power in Iran and that we will have a
worldwide crisis on oil, which will run up the price and put a lot of
people out of work. It's hard to anticipate that we would have poli-
cies that would let the other countries cheat on the trade rules
while we don’t react to do something about that in our own inter-
est. Or we let millions of illegal aliens come in and displace Ameri-
cans at their jobs and not be tough about it in enforcing those laws
so that we have all those people on the rolls on the taking-in end
rather than on the putting-up end.

I suppose we have a right to complain that they should have
been more conservative in preparing their estimates so that if they
were offering a guess, then it should have been on the safe side.
But this estimate, compared to other estimates coming out of the
same department, could really be a landmark in inaccuracy. Some
of their other estimates on major items have been off by as much
as 100 to 1, 40 to 1. :

For example, when Abe Ribicoff came in here recommending
that little amendment for social services, their estimate was that it



148

would cost us $40 million a year. We finally managed to get the lid
on that program at a time when it would have cost us over $4 bil-
lion that year. That estimate was off by 100 to 1. That's 100 to 1
the year we managed to get the lid on it. If we hadn’t gotten the
lid on it, it would have been off by 200 to 1. The matching was so
generous that States would have made their State highway pro-
grams a social service, parhaps on the grounds that those highways
provide a transportation service which is a kind of social service.

That estimate, as far as a wrongful estimate goes, was wrong be-
cause it did not have enough reserve in my judgment. But com-
pared to their other estimates, it was a magnificent estimate.

Now that just argues that we ought to be more conservative ac-
tuariallﬁoin estimating these things. They had a conservative actu-
ary in Bob Myers, but he resigned, and retired, and went on his
way, and let somebody else take that job over.

Now I am concerned—and I would like you to comment if you
want to—about the longer life that will come from what I believe
are reasonably anticipated medical breakthroughs. It seems to me
that we have every right to expect there will be significant break-
throughs in treating cancer during the next 20 ivears, and signifi-
cant breakthroughs in treating heart and circulatory problems. 1
would just like to ask you gentlemen this: Don’t you anticipate that
we are going to make some major headway in those areas? You are
thinking about it and looking at it.

‘Mr. GREGG. May I make a comment to that, Senator?

Senator LoNG. Sure. , :

Mr. GREGG. Mr. Austin referred earlier to his rectangle curve
where things get better, and better, and better. And the end of the
mortality table is not necessarily 99 or age 100. But all of a sudden,
zoom, there is a cut-off, and we live longer.

During the time that I have been in the life insurance sales busi-
ness, the population of the country has grown appreciably. But all
of the people who are over age 65 today were alive when I came in
the business 34 years ago. Now when I came into business in 1949,
there were 11 million people over age 65. And the figure now, I be-
lieve, is 25 to 26 million people over age 65. And the projection is
for somewhere between 37 to 50 million. And all of these Xe'ople—-
the strange phenomena is that all of these are consumers. Are the
not? They are consumers and they eat food. And they must be fed.
Now they will live longer. In the last couple of weeks, there have
been a number of national magazines talking about unusual break-
through in the cancer area, cancer treatment area.

If this happens, combined with the prolonged life expectancy
caused by open heart surgery and this type of thing, then this rec-
tangular curve that Mr. Austin talked about is going to go up to 90,
and then drop off precipitously to age 99. .

Actually what they will do, I ho;fe, is give us a new mortality
table. It may be 103, 104, 105 before I die. I hope that is true.

Senator LonG. But that’s definitely a possibility. If that material-
izes, doesn’t that mean we will have to raise the tax again or
a%st benefits?

r. GREGG. We're going to have to adjust benefits. We are going
to have to raise the retirement age. Somebody asked not long ago
what was so sacrosanct about age 65 for retirement. And it was
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grobably because at that time if a person retired at 65, and he just
ad a couple more years to go, and he could enjoy that up in Wis-
consin or Minnesota. But I am, along with the chairman of this
committee, just a few years away from 65, and I hope to go on in
my work for many, many mere years. Age 65 is a meaningless
thing for a lot of people anymore. . : N

But maybe that will have to be changed. At least we are recom-
mending it.

The CHAIRMAN. Senator Pryor. -

Senator PrYoRr. Yes. This does relate to the 65-age issue. In our
society we sort of have three key ages that you are brought up to
believe in or certain guides. It used to be 21 to vote and to become
an adult. So now it is 18. So we have seen that one change since
1972. And then the next one is—we are told you have got to be 35
to be President, so that's another key benchmark. And then, once
again, the sort of arbitrary figure of 65. You may have gathered
figures on this. I have not seen the figures. How many Americans
would like to continue working after 65? Have we seen any tables
or polls for an ascertainment of that number?

Mr. AusTIN. I haven’t any tables but I can tell you as an employ-
er that there has been one constant trend since World War 1I, and
that has been people retiring earlier. There has been some years
when the class of people who were going to be 65 in that year were
already all gone before the year started. My personal perception is
that peoKIe don’t necessarily want to work longer, but they do
want to have the right to work longer if they decide to later on. I
don’t believe people generally want to work longer unless they are
terribly concerned about their economic situation, their social secu-
ritg'eor whatever it might be. , ‘

nator MoyNIHAN. Could I just remark to my colleague that we
heard testimony the other day that the average age of retirement
in the private sector is the age 62. Is that your understanding?
" Mr. AusTIN. I would support that based on empirical observa-
ions. .

Senator Pryor. I may be so wrong, and I certainly don’t have th
facts and figures that all of you distinguished gentlemen have, but
I have always felt that upon retirement even though we built it up
to be the great golden years of leisure, and taking {our trailer and

oing off to the mountains or to the beaches and living this great
ife of serenity and plenty—I just really believe that on the whole
the human condition sort of starts to deteriorate the day one re-
tires. It may be fine for 3 or 4 months, but I don’t think Ameri-
cans—I don’t know whether they are ready to retire at that age. I
think we have seen some studies about what happens socially, ps(f'-
chologically, and then ultimately physically to the human condi-
tion. And I just wonder if you have seen any studies like that. I
think that would be interesting, and it should be factored into
some of these conditions.

Mr. AusTIN. Again, I'm speaking as a layman. It seems like ev-
erywhere I go I am a layman. ‘

Senator Pryor. Well, we are laymen on this.

Mr. AusTIN. Right. :

I think that the greatest opportunity that we have in this coun-
try in view of budgetary constraints and that sort of thing is to en-

e
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courage a vast increase in voluntarism by retired people. Volunteer
work with social agencies or whatever. Obviously, that’s not within
the purview of this group, but I think that is the real opportunity.
Something for people to look forward to do rather than the trailer
on the beach. That will not work. , )

Senator LoNG. Could I make a comment?

Senator PrYOR. Certainly. I don’t have any more.

Senator LoNG. On this subject I would like to comment a little
bit further.

We have all kinds of good people who are retiring because of pro-
visions in the tax laws that are not related to their problems. We
just haven’t focused on this issue. A friend of mine who was a
former officer of the FBI, and a very fine law enforcement agent,
decided he would retire and stay retired. He is not interested in
doing anything else because when he looked at what his taxes
would be, he will be paying 50 percent tax on whatever he makes if
he goes back to work—and when he looks at the expense and the
bother and the taxes, it is just not sufficiently rewarding to fool
around with it. So when somebody talks to him about doing some-
thing—he says, “Sorry. I am just not interested.”

One of our colleagues that everybody here knows' personally—I
won’t state his name—a former U.S. Senator who is retired, is not
interested even on lobbying on some minor thing where he was an
expert when he served in the Senate. He is just not interested in
doing anything other than enjoying his retirement. If somebody
wants him to do anything, he just refers them to somebody else. He
would just rather not be bothered with it.

I had a secretary at one time who in my judgment, certainly by
the time she retired was the most efficient secretary on Capitol
Hill. She was the speed champion in the State of Illinois for both
typing and shorthand before she went to work for the man who
was then the Majority Leader, Scott Lucas, and many times she
was left. in charge of my office. : :

That woman came in one day and said she was going to retire. I
asked her why. Well, she said, “I just figured this out. When I look
at what little I make by going to all the trouble of buying better
clothes and driving down to the .office and all the expenses I have,
and what I can draw by staying retired, Senator—when you com-
pare those two figures, what you are paying me is peanuts. And
that being the case, I am not interested in continuing to work.”"

We have passed the laws that make it so attractive to retire, and
by contrast so much less attractive to continue to work, that we are
confronting people with almost a requirement that they retire if
they have common sense. It seems to me as though we ought to be
changing some of that, . . o

Mr. AusTiN. Senator, may I suggest that our concern, which I be-
lieve everyone on this panel has expressed, about social security
benefits increasing faster than wages is only compounding the

roblem that 1you are talking about. We have it in our company.

e have had lower paid people who actually improve their income
by retiring with a rather modest pension, plus their social security
and so on. That does not seem right. - _ .

The CHAIRMAN. Senator Chafee has another question.
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Senator CHAFEE. I just want to say in answer to what Senator
Pryor said about in his view that ;l)eople didn't thrive on retire-
ment. He knows his people very well. I can just report up my way
that they can’t wait to retire. [Laughter.] :

I don’t know whether the jobs are dull or what or they want to
head off to Florida, but like your experience, you have nobody left
around at 65. When 62 comes, they head for the hills. And some
may stick it out until 65; not for the love of their work, but because
th%lwant a little increased pension when 65 does come. -

at law extending the age of retirement to 70 has no effect at
all in my State. They are all gone by then.

But I do want to ask you gentlemen why did some of you plug for
exilter:iq(ilng the retirement age to 68? Mr. Austin, I can’t remember
who did. :

Mr. AusTiN. I believe everyone here suggested age 68, Senator
Chafee. Now why? Was it for an actuarial concern?

Mr. AUSTIN. &e have taken the position—and this subject has
been discussed considerably of the lengthening of life or life expec-
tancy, which is at least 3 years, perhaps 4 years longer now than it
was previously, and obviously for reasons we have discussed. We
are talking about arrivin% at this date 20-plus years from now. And
that seems like a reasonable basis.

Senator CHAFEE. Well, let’s not debate whether you are moving
into it in general fashion. Let’s assume that for the sake of discus-
sion. As you know, the Commission, the group in the Commission
that said let’s extend it to take care of this one-third problem that
is not covered, go to 66 in 2012. But you have gone to 68. Now
that’s a dramatic difference. Why? )

Mr. AusTiN. No. 1, I do not have the statistics of the Commission
in front of me, but I do not believe that a 1 year extension quite
did it. Wasn't it somewhat less than the——

Senator MoyNIHAN. Well, we have since got a second set of as-
sumptions. And it would do it. :

Mr. AusTIN. Well, it seems to me that there needs to be some
conservatism in here. In fact, I would say to Senator Long that if
there is any place in all of government where we n to use
conservative assumptions, it is in social security. Because the down
side of not making it is so traumatic. It seems to me that an in-
crease of this amount is within reason. If age 66 was OK-in 1965 or
really 100 years ago in Germany—am I not correct? Isn’t that
where the age 65 retirement actually came along?
kiSenator AFEE. Well, that’'s what they always say, but let’s
Sklp—— ’ ' :

Mr. AusTiN. But it’s a long time is my point that it has been 65,
during which time mortality has improved remarkedly. But it is ar-
bitrary, obviously.

Senator CHAFEE: All right. Mr. Kellison, did you go to 65, too, in
your recommendations?

Mr. KerLisoN. Qur committee did not take a specific position on
that issue. I think that privately in discussions with most of the
committee members they feel that it will ultimately need to be
higher than 66, which is in the Commission’s proposal. We think
that 66 is a step in the right direction, but I don’t think it is really
enough to do the job. When-you take into account medicare, we are
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looking at severe deficits when the baby boom generation retires.
And I think at that point in time something greater than 66 will be
necessary to keep the tax situation under any degree of control.
And I think the big problem in the retirement age is not, in my
judgment, to increase it, but it’s to do it precipitously.

Senator CHAFEE. Yeah, we recognize thet.

Mr. KeLLisoN. If you start doing it now for 20 years from now,
it’s much easier to do than when you have to do it on a crash basis.
Then it does get to be a real problem to take someone who is 60 or
61 and all of a sudden tell them that four or five years from now
the age is going to move up. That is too drastic to be reasonable.

Senator CHAFEE. Mr. Detlefs.

Mr. DetLEFs. We recommended 68. And there were a couple of
reasons for this. One is that longevity, of course, has gone up that
much so all you are doing really is maintaining the relationship of
working years to retirement years. But I think the main reason is
it has a tremendous impact on the financial aspect of the system
because if we pay into the system for 36 additional months, but 36
fewer checks, then, obviously, the combination of that should take
care of most of that long range problem. - .

And I endorse what Mr. Kellison said about the HI problem be-
cause HI is financed through the payroll tax, too. And that is aw-
fully important. I think the demographers would tell us that we
are on the brink of having certain labor shortages later on, too,
and working later might be very necessari.

I might also say that Bismarck established the retirement age at
70, It's an often eguotaed myth that it was 65. And I see that Bob
Myers has entered the room, and I am sure he will be glad to fur-
nish anyone with the original of the German document, and the
English translation as he has done for so many people over the
years.

Senator CHAFEE. He's nodding assent back there so I guess the
Bismarck of 70 was correct. Right, Mr. Myers?

Mr. MYERs. Yes.

Senator CHAFEE. Thank you.

The CHAIRMAN. What date was that?

Mr. MyEers. Somewhere around 1887. :

Senator LONG. While they are all in the room, who does know
where the 65 came from? Mr. Myers ought to know it. You tell us,
Mr. Myers.

Mr. Mykrs. Senator Long, the 65 came from just a political or
logical compromise. You recall that in the mid-1930’s it was the
Townsend movement where Dr. Townsend wanted to pay $200.00 a
month to everybody aged 60 and over. Other people suggested age
70 because that was the retirement age in many private pension-
plans, and especially the railroad pension plans which were numer-
ous.

- So 70 seemed far too high to people. Sixty was far too low be-
cause of a matter of cost. And most people 60 were still working so
%'gu picked a figure in between. And the only nice round figure was

Senator LonG. That's like the 27Y% percent depletion allowance.
It was a mid figure between 25 and 30 percent. One House had 30
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percent and the other House had 25 percent and so they came out
at 27% percent out of conference.

Mr. MyERs. That’s right.

The CHAIRMAN. Well, Mr. Myers is going to testify later on today
or whenever you are ready.

Mr. MYERs. Whenever you want, Senator.

The CHAIRMAN. And you are supposed to clean up all the prob-
lems we have left in 5 minutes. [Laughter.]

Are you worried about the social security trust fund reserves? -
Can you give us any help on what reserve level we ought to try to
maintain? It used to be 100 percent of outgo until about 1970. Now
we are down to about 14 percent. )

Mr. KeELLISON. And that is essentially the minimum you can be
at because you have 1 month’s benefit to pay at the beginning of
the month. You get much below that, you couldn’t paIy benefits on
a timel¥1 basis. The reserve level is a judgment call. I think every
group that looks at that comes up with a different number. Cer-
tainly from a conservative point of view, a number substantially
higher than that is warranted. I think, as our statement pointed
out, the trig%ering mechanism that goes into effect in 1988 uses 20
percent as the benchmark, as the point at which that would kick
in. That may be high. It may be low. It depends on how you look at
it. But I certainly think it could be looked at as not leaving much
margin. It isn’t very far to drop from 20 percent down to 12 or 14
percent.

In fact, the ratio didn’t get as low as 20 percent until as late as
1981. And we knew well before 1981 that we had serious problems.
So a 20 percent benchmark is quite a low figure.

The CHAIRMAN. There has been some discussion that maybe
we ought to accelerate that. Instead of 1988, it ought to be earlier. I
am not suggesting it will happen.

Can anybody else think of any other savings measures that
would not violate the compromise that we haven’t touched on? 1
mean we will make some adjustments. As you probably know,
there’s a notch effect in the tax that must be addressed. And there
are some questions on the fail-safe mechanism. I don’t share the
view of the House to turn to general funds anymore than we are
general funding now. We have done a substantial amount of that
to 5et the compromise.

ou don’t quarrel with the self-employment tax? The deduction?

Mr. AusTiN. No.

Mr. GReGG. No.

Mr. KeLLisoN. No.

Mr. DeTLEFS. No.

The CHAIRMAN. There are some who would like to change that to
a credit. Not a refundable credit. But I know the realtors testified
that that would make it more acceptable.

Mr. DETLEFS. ] think it should pointed out that the present
benefit formula provides for -ever-increasing levels of purchasing
power. And that some modest tampering with that formula coul
preserve purchasing power into the future, and still reduce the cost
te the system. So that is an important alternative, or maybe a par-
tial alternative along with later retirement ages with respect to the
long-term problem.
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The CHAIRMAN. Is there a fairly good feeling among those of ben-
eficiary age about what Congress may do on social security? Do -
they have confidence that we are going to try to responsibly protect
their interests?

Mr. GReGG. Because of my rather advanced years, Senator, I am
dealing more and more with the beneficiaries who I talked about
earlier. And they are coming into my office in ever-increasing num-
belrs. And as I myself approach age 65, I imagine that this will es-
calate.

Yes, they are concerned. But they are concerned about only one
phrase that they hear over and over and over and over again. And
I really don’t understand it because they are talking about will
there be more cuts in my benefits. And I ask them, “What cuts are
you referring to?” And I don’t know whether Senator Moynihan or
Senator Long asked about how do you figure these things. But we
use a handy-dandy chart that has been computerized for us. We
used to have to figure it out years ago by formula, but we can turn
to a certain page and illustrate immediately what their benefits
are and assure them that nothing has been cut, and that there
have been no proposals so far to cut benefits as they now exist.
There have been proposals to realign the COLA's, and possibly to
eliminate the COLA’s, but not the existing benefits. But they seem
to be concerned about what they are reading. And their reading
tells them their benefits are going to be cut. And that really is the
only apprehension we have.

Senator LoNG. Could I comment on that?

The CHAIRMAN. Go ahead.

Senator LonG. If you had that chart out there and ycu were
showing these dear old people what they are going to get in July of
next year, if you had an old chart on hand which showed what
they were going to get under the old law, they are going to get less
with the change. So I would think that if I were one of the people
out there and you had given me your estimate of what I was going
to get, I would say that I had been cut. And to me it wouldn’t make
too much difference whether you cut me because I didn’t get my
cost of living adjustment or just how you went about doing it—if I
was a beneficiary, I would figure you had cut me. So, basieally, we
are talking about the adjustment that you would have had coming
under old law. If we don’t pass any of this proposal, those people
will be entitled to more money.

I don’t see how you can argue that any other way. I mean based
on what they would have gotten, it has been reduced. The way it
was reduced was just by reducing what their cost of living increase
would have been. How can you arrive at any other conclusion than
that, Mr. Gregg? :

Here are three words you use. “Not cut, realigned.” They will get
less money than they would have had otherwise. That’s like calling
a tax increase a reform or eliminating a tax expenditure or some
such thing as that. To cut tax expenditures sounds like you are cut-
ting government spending, but what you are doing is raising some-
one's taxes when you do that.

How can you convince social security beneficiaries that they
haven’t had a benefit cut?
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Mr. GREGG. Thank you, Senator. I think it's a question of seman-
tics. When I came into the business that 1 am in, we talked about
guarantees and we projected those guarantees. And as you well
know, almost every session of Congress since 1937 has increased to
one degree or another a benefit, and then guaranteed it. And I
think semantics are involved when we talk about the COLA's, the
cost of living adjustments, and the guaranteed benefits. And I did
not mean to exclude the cost of living adjustments. I was talking
about the guaranteed benefits in the law.

Now you are obviously saying, and I appreciate—— :

Senator Long. Well, the cost of living increases were guaranteed.

Mr. GRreGG. | apfpreciate that, sir, they are. And I am just saying
it is a question of semantics and I personally don’t view it that
way. That'’s all.

Mr. DeTLEFs. Perhaps the most significant element of the 1977
legislation was the change in the method of computing social secu-
rity benefits. And I suppose it could be said, therefore, they were
cut, but when the old method was providing ever-increasing levels
of benefits far in excess of the inflation rate, and you are simply
trying to address that problem.

Then, again, I agree with Mr. Gregg. It's a matter of semantics.
In the last 15 years, benefits have gone up something close to 150
percent of cost of living partly because of the very substantial in-
creases voted that were in excess of cost of living such as 20 per-
cent in 1972. And, of course, even a few years before that we were
voting increases in the Congress far in excess of the cost of living.

Senator LonG. I helped make those changes in the law. But my
view of this thing is that the only way you can honestly tell those
people that they hadn’t been reduced is to tell them when you are
advising them on what they have coming to them that Congress
might change the law. :

Mr. GrReGG. We have, sir. -

Senator MoyYNIHAN. I wonder if I could just discuss this. What
you find out there is a more generalized perception that they are
cutting up programs, and they are going to cut them more, and the
reality is not what we are recording here. That’s a deception.

I share your view. ‘

The CHAIRMAN. That is what the mail reflects from Kansas and
other States. I don’t think that people believe you can’t touch the
COLA or delay the COLA. I think they are talking about cuts in
the basic benefit structure, which we are not touching. Under the
compromise, everybod%hgets to contribute a little bit to the recov-
ery of the program. That’s why, as someone has suggested, the
compromise is_very fragile. That may be its strength. We don’t
dare lose a chunk of the compromise, because I don’t know where
we would go to find a replacement for it. No one wants additional
g?xes. Some might like more reforms, but it is not politically possi-

e.

Well, we appreciate very much your excellent testimony. As I
have indicated, your statements will be made a part of the record.

I would like to put in following Mr. Cohen’s testimony the list of
the Save Our Security members. There are 140 member organiza-
tions in that group. That will be made a part of the record.-

Thank you very much. We will see you later.
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I might say Senator Grassley is tied up in a Budget Committee
meeting or he would have been here. .

STATEMENT OF DR. DAVID W. MUSTOE, EXECUTIVE SECRETARY,
PUBLIC SCHOOL RETIREMENT SYSTEM OF MISSOURI, JEFFER-
SON CITY, MO.

The CHAIRMAN. Mr. Mustoe, you are the cleanup witness for this
morning. You may proceed in any way you wish. Your entire state-
ment will be made a part of the record. And we appreciate you ap-
pearing here this morning. . :

Dr. Mustoke. Thank you, Mr. Chairman. I will be as brief as pos-
sible. First let me apologize to the committee, and to the gentlemen
who preceded me for my attempt to crash the previous panel.

The CHAIRMAN. It was a pretty good group.

Dr. Mustok. It was a good group, and I was proud to be seated
with them. Apparently I misread the schedule.

I am David Mustoe, executive secretary of the Public Schcol Re-
tirement Sg'stem of Missouri. I appear here today on behalf of more
than 70,000 active and retired Missouri public school educators.

We in Missouri are aware of the problems you face in the social
security commitment. We commend the National Commission on
Social Security Reform in its efforts to find equitable and feasible
solutions to the problems. We extend our support to this committee
a}x:d go the Congress as it faces the difficult decisions which lie
ahead. :

* The Public School Retirement System of Missouri currently pays
annual benefits of approximately $90 million to more than 15,000
retirees, disabled former teachers and beneficiaries. Missouri teach-
ers pay a substantial percentage of their salaries to the retirement
system, which is matched by the school district employers. The
system is an actuarial reserve plan, building financial reserves to
assure the payment of present and promised benefits.

This retirement system was established in 1946, prior to the time
that public employees were extended the right of social security
coverage. Missouri public school teachers later elected not to enter
the social security system, believing that Missouri could build a
better, more professional program than could be provided at the
Federal level. The intervening period has, [ believe, proven the va-
lidity of that thesis. Missouri now has one of the soundest and most
professionally rewarding teacher retirement systems in the Nation.
. It has reached that position because Missouri teachers and taxpdy-
ers are willing to provide the necessary financial support, teachers
are willing not to ask for benefits which could not be funded, and a
State general assembly improved the system in a fiscally responsi-
ble manner over the years. :

Missouri teachers are pleased that the Commission has not rec-
ommended extension of social security coverage to State and local
government employees like themselves. We believe this to be wise
both from the standpoint of questionable constitutionality and the
percieived damage to many public retirement systems that could
result. . ,

At the present time, this retirement system has assets of almost
$2 billion invested solely in American enterprise. The system grows
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at the rate of about $300 million each year, and has been projected
to exceed $6 billion within 20 years. More than 60 percent of the
fund is invested in long-term corporate bonds, with the balance in
guaranteed mortgages, common stocks, and short-term discount
notes. Less than 3 percent is committed to government securities.

Retirement plan funds make a significant contribution to the
generation of the Nation’s investment capital. If Missouri teachers
were to be forced into the social security system, the flow of these
moneys into the American business economy would be seriously
curtailed. At a time when the Nation is faced with a serious eco-
nomic recession, a formidable national deficit, and an unacceptable
rate of employment we must not, I believe, restrict the production
?f investment capital so important to the solution of these prob-
ems.

I'm certain your committee shares our concerns with the recom-
mendations of the National Commission; implementation of those
proposals of the Commission would affect us all. The Commission
has struggled with enormous problems, problems for which there
are no simple or painless solutions. ,

Mr. Chairman, you and your colleagues must insure the continu-
ance of a national retirement system vital to the financial security
of so many Americans now, and in the future. As you begin your
deliberations, I hope you will remain ever mindful of the contribu-
tion which professional retirement plans like that of Missouri
teachers make to our society. We wish you the best in your endeav-
or, and we extend our support to you.

Thank you for this opportunity to speak for Missouri teachers.

[The prepared statement of Dr. David W. Mustoe follows:]

PREPARED STATEMENT OF DR. Davip W. MusToE

Mr. Chairman and members of the committee, I am David W. Mustoe, Executive
Secretary of The Public School Retirement System of Missouri. I appear here today
on behalf of more than 70,000 active and retired Missouri ‘public school educators.

We in Missouri are aware of the problems facing the Social Security System in
fulfilling its commitment to American working men and women. We commend the
National Commission of Social Security Reform in its efforts to find equitable and
feasible solutions to these problems. We extend our support to this Committee, and
to the Congress, as it faces the difficult decisions which lie ahead.

- 'The Public School Retirement System of Missouri currently pays annual benefits
of approximately $30 million to more than 15,000 retirees, disabled former teachers,
and beneficiaries of deceased teachers. Missouri teachers pay a substantial percent-
age of their salaries to the Retirement System which is matched by their school dis-
trict employers. The system is an actuarial reserve plan, building financial reserves
to assure the payment of present and promised benefits.

This Retirement System was established in 1946, prior to the time that public em-
ployees were extended the right of Social Security coverage. Missouri public school
teachers later elected not to enter the Social Security System, believing that Missou-
ri could build a better, more professional program for its own career educators than
could be provided. at the federal level. The intervening period has proven the valid-
ity of that thesis; Missouri now has one of the soundest and most professionally re-
warding teacher retirement systesm in the nation. It has reached that position be-
cause of the willingness of Missouri teachers and taxgayers to provide the necessary
financial support, the considered restraint exercised by those teachers in not asking
for benefits which could not be funded, and a far-sighted and supportive state gener-
al assembly which has steadily improved the retirement program in a fiscally re-
sponsible manner. .. )

Missouri teachers are pleased that the Commission has not recommended exten-
sion of Social Security coverage to state and local government employees like them-
selves. We believe this to be wise, both from the standpoint of questionable constitu-
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tiomillity and the perceived damage to many public retirement systems which could
result.

At the present time, The Public School Retirement System of Missouri has assets
of almost $2 billion, invested solely in American enterprises. The System is growing
at the rate of about $300 million each year, and has been projected to exceed $6
billion within twenty years. More than sixty percent of the fund is invested in long-
term corporate bonds, with the balance invested in guaranteed mortgages, common
stocks, and short-term corporate discount notes. Less than three percent of the
funds are committed to government securities.

Retirement plan funds make a significant contribution to the generation of the
nation's investment capital. If Missouri teachers were to be forced into the Social
Security System, the flow of these monies into the American business economy
would be seriously curtailed. At a time when the nation is faced with a serious eco-
nomic recession, a formidable national deficit, and an unacceptable rate of unem-
ployment, we must not, I believe, restrict the production of investment capital so
important to the solution of these problems.

I am certain that this Committee shares our concerns with the recommendations
of the National Commission; implementation of the Commission proposals-would
affect us all. The Commission has struggled with enormous problems, problems for
which there are no simple or painless solutions.

Mr. Chairman, you and your colleagues must ensure the continuance of a nation-
al retirement system vital to the financial security of so many Americans now and
in the future. As you begin your deliberations, I hope that you will remain ever
mindful of the contribution which professional retirement plans like that of Missou-
ri teachers make to our society. We wish you the best in your endeavor, and we
extend our support to you.

Thank you for the opportunity to speak for Missouri teachers.

Dr. MusToE. Also, I would like to submit a written testimony on
behalf of Mr. Joseph P. Natale, president of the National Council
on Teacher Retirement. -

The CHAIRMAN. That will be made a part of the record.

Dr. MusTok. Thank you.

The CHAIRMAN. We are pleased to have that.

[The prepared statement of Joseph P. Natale follows:]
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PREPARED STATEMENT OF JOSEPH P. NATALE, PRESIDENT, THE NATIONAL COUNCIL ON
TEACHER RETIREMENT

Honorable Members of the Senate Committee on Finance, I am
Joseph P, Natale, President of the National Council on
Teacher Retirement (NCTR). I am submitting this testimony
on behalf of that organizatidn, which comprises 44 state-
wide teacher retirement systems, and 15 large local teacher

retirement plans.

I wish to direct my remarks to only two issues relating to
the present proposals to amend the Social Security Act: (1)
the spousal offset provision, and (2) mandatory Social
Security coverage for state and local goverphental entities.
Copies of two NCTR Resolutions relating to these issues are
attached to this testimony. ‘

.

1. The Spousal Offset Provision ~

Under present law, effective July 1, 1983, the Social.
Security benefit to which an individual is entitled as the
spouse of a deceased worker will be reduced dollar-for-
dollar by the amount of his or her pension benefit based
upon employment by a state or local government.' NCTR members
believe that public employees should not be penalized one

--hundred percent for their public service.
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Considerable discussion on this subject has centered around
higher paid employees. It should be pointed out that the
persons who will suffer the most from the offset provision‘
are the auxiliary and food service employees in our public
school systems. The offset will cause these lowest paid _
employees to lose up to one-third of their expected retire-
ment income. These emplofees are all femalef who, in most
cases, have or have had a husband Qho had Social Security
coverage, thereby entitling them under the old Social
Security system to a spousal Social Security benefit. We
hope your.committee will recommena some restoration in the

spousal benefit.

2. Mandatory Social Security Coverage
for State and lLocal Employees

Even though mandatory coverage for state and local public
employees was not contained in the list of recommendations

of the National Commission on Social Security Reform, we
know this topic is still alive. -NCTR members believe that
mandatory coverage for states not presently under Social
Security would create cost pressures in those states necessi-
tating tax increases or ill-conceived changes in benefits
provided by the state systems. Under current Social Security
contributicn rates, the state legislatures would have to
raise significant amounts annually to meet the employer

payments alone if current benefit plans remain unchanged and

19-467 O0—83—-11
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Social Security is mandated for all of our public school
teachers. Mandatory coverage would, in all practicality,
cause the state legislatures to design integrated pénsion
systems and greatly reduce member and state contributions to
the state retirement plans in order to pay for the cost of
Social Security. If state taxes were raised to help finance
mandatory coverage for all public school employees, the
federal treasury would feel the effect because of deductions
that would be claimed on individual tax feturns.

The entire country supports Congress' all-out efforté to
return Social Security to a sound financial position.
Members of the National Council on Teacher Retirement
support your efforts to tackle this extremely important

national issue.

Thank you for allowing me to submit written testimony on

behalf of NCTR.
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e,
NATIONAL COUNCIL ON TEACHER RETIREMENT

Mandatory Social Security Coverage
For Public Employees

WHEREAS, many retirement systems, based upon provisions
of the Social Security Act permitting affiliation, have availed
themselves of the provisions of that Act permitting integrated or
coordinated plan coverage; and

WHEREAS, other systems, in reliance upon the voluntary
affilidtion provisions, have elected not to participate in Social
Security and have developed independent and excellent programs of
retirement and related benefits; and

WHEREAS, imposition of mandated Social Security upon
such systems would create cost pressures, necessitating rapid and
ill-considered changes in plan benefit design in such states, and
possible abandonment of existing programs in such states; and

WHEREAS, the inclusion'of such systems would in no way
alleviate the long-range Social Security funding problems; and

WHEREAS, serious constitutional questions are raised by
the imposition of mandatory Social Security coverage; and

WHEREAS, the dual retirement systems in the United States,
of Social Security plus adequate system supplement, are threatened
by the trend toward a monolithic Social Security plan which would
detrimentally affect retirement systems whether covered or not

covered by Social Security; now, therefore, be it
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*
RESOLVED, that the National Council on Teacher Retirement

record its strong opposition to mandator& Social Security coverage
for public employees of state and local government and that its
legislative committee be given the responsibility of opposing such
legislation; and, be it further

RESOLVED, that the National Council on“Teacher Retirement
_ continue to espouse the present law permitting affiliation on a
voluntary referendum basis where teachers are permitted to vote
their beliefs in the issue as it affects them; and, be it further

RESOLVED, that the National Council on Teacher Retirement
opposes the repeal of the right of those retirement systems to
withdraw from Social Security after due notice, based upon the con-
stitutional and democratic principles outlined above; and, be it
further

RESOLVED, that the National Council oﬂ Teacher Retirement
communicate with the President of the United States expressing its
appreciation, support, and commendation for the public position he

has Eaken on this issue.
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NATIONAL COUNCIL ON TEACHER RETIREMENT e P T Faarmem Ases

RESOLUTION FAVORING REPEAL OF THE SOCIAL SECURITY OFFSET PROVISION

. WEZREAS, Public uv 95216 of 1977 estadblished a provision whereby the
s«m s.unti:y spousa’s benefit for a bcu!id.uy vho 1s aligible for a bane-
fit Dacember 1, 1987 shall be offsec by the amount for vhich the beneficiary is
eligible; and _

WHEREAS, This cffsat provision is discriminmatery to resipieats under public
retirement systens becsuse it does not spply to recipients under private retife-
sent systeas; dnd

WHERZAS, There 1s nc legal or actusrisl justification for offsecting bene-
fits 4in one systes based upon eligidility {n snother system provided they are
both ssrned acd funded in leco:mcc vi:h :hn legal requirenencs of n:h syaten;
now, tﬁudon. bs Lt X

mor.vm, That thc lhucul cound.l on ‘l'u:hn Retirement does haredy
axpress its stromg opposition in favar of repeal of the Social Security offset’
provision; and, be it further

RESOLVED, In tha event that legislation to repsal or delay the offset pro-
vision is not accomplished prior to the effactive dste, December 1, 1982, the
National Council stromgly urge che 98ch Congress to repeal said offset; and,
be it further

RESOLVED, That a copy of this resolution be forvarded to each meaber of
the Congress, the Secretary of Health and Human Rescurces, the Director of the
Social Security Departmeat, and to aay other interested party or group.

Adopted at tha Annual Meeting of the National Cmncu on Teschar Retirement,
October 8, 1982, Seattls, Washington
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The CHAIRMAN. Senator Moynihan.

Senator MoyYNIHAN. Mr. Chairman, 1 would like to thank our
witness, Mr. Mustoe. And I take it that you are in firm agreement
with the recommendation of the Commission that we do not in-
clude public employees who are not already included?

Dr. MusTok. That’s a fair statement. Yes, sir.

Senator MoyYNIHAN. And s0 you are well content with the——

Dr. MusToE. Yes, we are.

Senator MoyNIHAN. Thank you very much.

Dr. MusTtok. Thank you.

The CHAIRMAN. ] have no questions; you have made your views
clear. Eo you want the record to show that you are accompanied by
any other——

. MusTtok. Not unless_the committee has something. As far as I
know, I'm on my own.

The CHAIRMAN. All right. We will pass the information on to
S};x;gtor Danforth, a member of this committee. He is aware of
this? .

Dr. MusTok. Yes, he is. He has a copy of my testimony.

The CHAIRMAN. Good.

We will recess until 1:00, at which time Senator Durenberger
will be presiding until 1:30, at which time I hope to return.

Thank you very much.

[Whereupon, at 12:25 p.m., the hearing was recessed.]

AFTERNOON SESSION

Senator DURENBERGER. The hearing will come to order. This is a
series of hearings on the Commission report on social security. This
afternoon we will start with a panel consisting of. Mr. Bernard
Skrebes, president, Metropolitan Senior Federation of St. Paul,
Minn. And is Mr. Richard Shepherd here? Mr. Shepherd is the ex-
ecutive director of the National Association. of Mature People,
Oklahoma City, Okla. .

Let me say at the start that your full statements will be made a
part of the record. You may abbreviate them, synopsize them, or
re%lle them within the time limits as you desire. ‘

rnie.

STATEMENT OF BERNARD SKREBES, PRESIDENT,
METROPOLITAN SENIOR FEDERATION, ST. PAUL, MINN.

Mr. SkreBES. I think I will just have to address Mr. Chairman
here. My name is Bernard Skrebes, and I live in the city of New
Brighton, which is a suburb of Minneapolis/St. Paul. I want to
thank you for extending the invitation to appear before you and to
testify to our concerns relative to social security.

I am the president of the Metropolitan Senior Federation. The
Federation is a coalition of 270 senior citizen clubs in the seven
county metropolitan area of the Twin Cities. Our organization re-
cently celebrated its 10th anniversary, and in that 10 years had

own from a dozen senior citizens concerned about their well-

ing to over 80,000 retired and near-retired persons. In the 10
years, we have gained a res voice in our State’s legislative
assemblies on issues which affect we who are on fixed incomes.
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On February 12, our organization sponsored a public hearing for
the people to air their concerns and opinions about social security
and the Commission report.

I would like my colleague, Oscar Carlson, to take a few of my
minutes to share the expressions of the people of Minnesota with
you. The Senior Federation does, however, have its own position
and I would like to, in brief, present that.

The Metro Senior Federation throughout our history has learned
that compromise isn’t at all bad, especially when you have all the
power. Like other groups representing older Americans, we don’t
like many of the provisions. But compromise is suggesting some-
thing else that is acceptable, so I will do that.

First, the 6-month delay in the cost-of-living adjustment is once
again an effort to resolve the problem on the backs of the poor. In
Minnesota, 124,000 or 28.4 percent of the elderly recipients of social
security receive less than $5,000 annual income. These are real
people who are poor. Not just members of a census book or a com-
puter print-out. They have needs that won’t be delayed for 6
months, and that is, for these people, that we are testifying. .

We would propose that these people who live under the Bureau
of Labor Lower Living Standards either not be delayed or at least
rﬁceil:e a bonus of the 6-month delay in their January 1984 pay-
check.

Second, we don't like the idea of taxing benefits, but we agree to
the 50 percent tax as long as those moneys go into the trust fund.
Third, our organization, less the 3,500 retired Federal employees,
agree to coverage of newly hired civil service employees. However,
we must guarantee them the right to collective bargaining for
added pension benefits. And we must be willing to pay the debt cre-
ated in the current system by bringing them into the social secu-
rity.

Mr. Chairman, I would like my colleague, Oscar Carlson, now to
tell you about our public hearings.

. l[lThe] prepared statements of Bernard Skrebes and Oscar Carlson
ollow:
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METROPOLITAN SENIOR FEDERATION

AN ISSUE-ACTION ORIENTED COALITION OF SENIOR CITIZENS

1981 UNIVERSITY AVE.
8T. PAUL, MINN. 88104

812/64 8-0201
February 24, 1983

Mr, cncirman. members of the committes;

My name is Bernard Skrebes,. I live in the city of New
drighton which is a suburd of Minneapolis/St. Paul. I want
to thank you for extending the invitation to appear before you
and testify to our concerns relative to Social Security.

I am the President of the Hetropolitun senior Federation.
The Federation is a coalition of 270 senior citizen clubs in
the seven county metropolitan area of the Twin Cities. Our
organization recently celebrated its tenth anniversary and
in that ten years has 9rown from a dozen senior concerned
about their well being to over 80,000 retired and near
retired persons. In the ten years we have gained a raspected
voice in “ur etates' legislative assemblies on issues which
affect we who are on a fixed income.

On February 12th our organization sponsored a public
hearing for people to air their concerns and opinions about
Soctal Security and the Commiesion report. I would like my
colleague Oscar Carlson to take a few of my minutes to share
the expressions of the people of Minnesota with you. The
senior Federation does however have its own poeition and I
would like to in dbrief present that.

The Metro Senior Federation throughout our history has
learned that compromise isn't all bad, especially when you
have all the power. Like other groups representing older
Americans, we don't like many of the provisions, but compromise
io suggesting something else that is acceptable, 80 I will
do that. First, the six month delay in the cost of living
adjustment 1s once again an effort to resolve the problem
of the poorest. In Minnesota 124,000 or 28.4X of the elderly

Metropolitan Area Division - Minncsota Senior Federation
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recipients of Social Security receive less than $35,000 annual
income. These are real people who are poor, not Just numbers
from a census book or a computer print out. They have needs
that won't be delayed for six months and it is for these people
we are testifying. We would propose that these people who live
under the Bureau of Labor Lower Living Standards either not be
delayed or at least receive a bonus of the six month delay in
their January 1084 check.

Second, we don't like the jidea of taxing benefits but we
agree to the 80X tax as long as those monies go to the Trust
funds. Third, our organization, less the 3,500 retired federal
employees, agree to coverage of newly hired civil service
employees. However, you must guanantee them their rights to
collectively bargain for added pension benefits and we must
be willing to pay the debt created in the current system by
bringing them into Social Security.

Mr. Chairman, I would like my colleague Oscar Carlson to
now tell you of our public hearing.
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METROPOLITAN SENIiOR FEDERATION
AN ISSUE-ACTION ORIENTED COALITION OF SENIOR CITIZENS

ek RS

1981 UNIVERSITY AVE.
ST. PAUL, MINN. 85104
6812/848-0261

February 24, 1983

#r. Chairman,/pcmbers of the committee;

My name is Oscar Carlson, I live in Minneapolis. I am a
ocast president of the Metropolitan Senior Federation and I

Y

thank you for the invitation to be here. i

I serve on the committee of the fFederation which organized
the public hearing, attended 5y 398 people, and we believe it
is important that you hear from those pecnle who pay for and
benefit by the system. The President of the Farmers Union,
Cy Carpenter, set the stage when he stated that we muet recogni:z
Social Security for what it is, social Justice and totally part
of our economy. The people of Minnesota have been frustrated
and angered for over two yeare by attacks on the Social Security
system and attempts to radically reduce our benefits. It is for
these reasons we sponsored the public hearing, to give Americans
in Minnesota an opportunity to express their opinions.

I can say that speaker after speaker voiced opposition to
the proposed delay in the cost of living adjustment. Those
who didn't speak wfote their comments and there was unanimity
that those who fostered the system should not have to sacrifice
more. We, however, being people of understanding and compassion
know that for the sake of adjusting the system another eacrifice
is required. With that in mind, Minnesotans are willing to
delay but out' of our compassion we believe those lowest paid
beneficiaries should not be delayed. At worst.they should
receive their six month delay as a bonus in their January 1264
check. Theé-money should come as a loan from the general
revenues and as the OASI fund stabilizes the load be repaid.

Metropolitan Area Divislon s Minncsota Senlor Federation
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Mr. Chairman, it concerns me that besides not liking the
delay, speaker after speaker at our mootznkoua votcing
hostility toward people they believe undeserving to he on the
system. A few of the groups which anger is voiced againet
are the wealthy, foreign individuals and the disabled. I
believe the administration of the country has wittingly or
unwittingly driven a wedge between the people of our country.
Many of the speakers voiced opposition to the wealthy drawing
benefits from the system. I and the Federation believes
anyone paying in is entitled to draw benefits. The taxing of
50% of benefits for single people over $20,000 and couples
over $25,000 will go a long way to reduce the level of
frustration felt, especially by the thousands of poor. We
‘4o believe, however, that that revenue should go back directly
to the trust funds.

The last point I want to make is the controversy which
exists over the inclusion of new federal cmplojcco into the
8ocial Security system. The speakers, which included several
federal civil service employees, were split. It is our bdelief
that there is much frustration on _the part of the general
public over civil servante having a separate system. We
therefore support the inclusion of new employees into the
system. But I want to add that the federal employees must be
guaranteed rights for collective bargaining for added pension
benefite and that all liabilities for the current system be
paid by us.,

Mr. Chairman, I would add a final comment. Since the
Social Security system is so much part of our fabric, every
effort must be made following this short term patch up to
stabilizing the syestem.
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I would close by repeating again €from Cy Carpenter who at
our hearing sald, "I think we all need to work together to
replace a feeling of fear with a ficlino of confidence and
to replace criticism with actual contribution, individual
participation aqd involvement of all our public.  We expect
to work as hard as we can to make sure that Social Security
not only is continued, but that it's recognized and continues
to be appreciated as a vital contributing part of our
economy and our society.*

Thank you for your time.

STATEMENT OF OSCAR CARLSON, METROPOLITAN SENIOR 5
FEDERATION, ST. PAUL, MINNESOTA

Senator DURENBERGER. Oscar, please do that.

My colleague, Rudy Boschwitz, reported briefly on that yester-
day, I believe, and some of the results that he did in some of his
surveys so a lot of us are aware of the activity in Minnesota.

Mr. CarLsoN. You are talking about the February 12 meeting?

Senator DURENBERGER. Yes. :

Mr. CarLsoN. Well, thank you, Senator, ver¥ much.

Mr. Chairman, my name is Oscar Carlson. I live in Minneapolis,
and I am a past president of the Metropolitan Senior Federation. I
thank you for the invitation to be here.

I serve on the committee of the Federation which organized the
public hearing, attended by 398 people, and we believe it is impor-
tant that you hear from these people who pay for and benefit by
the system. The President of the Farmers Union, Cy Carpenter, set
the stage when he stated that we must recognize social security for
what it is. Social justice and totally a part of our economy. The
people of Minnesota have been frustrated and angered for over 2
years by attacks on the social security system and attempts to radi-
call{ reduce its benefits. It is for these reasons we sponsored the
public hearings, to give Americans in Minnesota an opportunity to
exfrees their opinions.

can say that s er after speaker voiced opposition to the gnro-
posed delay in the cost of living adjustment. Those who didn't
speak wrote their comments and there was unanimity that those
who fostered the system should not have to sacrifice more. We,
however, being people of understanding and compassion know that<
for the sake of adjusting the system, another sacrifice is necessary.
With that in mind, Minnesotans are willing to delay but out of our
compassion we believe those lowest paid beneficairies should not be
delayed. At worst they should receive their 6 month delay as a
bonus in their January 1984 check. The money should come as a
loan from the general revenues, and as the OASI stabilizes, the
load be repaid.

The time is getting short, so I will just summarize. I will again
repeat from Cy Carpenter, who at our hearing said, “I think we all
need to work together to replace the feeling of fear with a feeling
of confidence to replace criticism on the actual contribution. Indi-
vidual participation and involvement are public. We expect to work



167

as hard as we can to make sure that social security not only is con-
tinuous but is recognized and continues to be appreciated by a vital
contributing part of our economy and our society.”

Thank you, Mr. Chairman, for your time.

Senator DURENBERGER. Thank you very much.

STATEMENT OF JOHN JAY DALY, DIRECTOR, GOVERNMENTAL
RELATIONS, NATIONAL ASSOCIATION OF MATURE PEOPLE,
WASHINGTON, D.C.

Senator DURENBERGER. Mr. Shepherd.

Mr. DALy. For correction, Mr. Shepherd, the executive director of
the National Association of Mature People was unavoidably de-
layed in Oklahoma City so I am substituting for him. My name is
John Daly. I'm the Government Affairs representative in Washing-
ton for the National Association of Mature People.

I have presented ny full testimony to the reporter, and in inter-
e}sl:s of time, will simply hit some of the highlights with respect to
this.

Senator DURENBERGER. Thank you.
[The prepared statement of John Jay Daly follows:]
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PREPARED STATEMENT OF JOHN J. DALY, DIRECTOR, GOVERNMENTAL RELATIONS,
NATIONAL ASSOCIATION OF MATURE PEOPLE

OVERVIEW

To allow special interest groups of any constituency to cow the
United States government into forgetting its responsibility for the
nation as a whole would be ruinous.

The National Association of Mature Pecple believes that those who
serve only the self interest of any ane segment do not, ultimately, serve the
ge_s_glnterest?feveryme. The econcmic rewards and responsibilities of
living in our society must be fairly distributed.

Mefore.wese&solutimstofheproblamdSochlSecuritymt
protect not anly the older people of today, but those who will be our
older~ people 20 and 30 years fram now. We nust protect not only taxpayers
of today, but taxpayers supporting our older people in future decades.

That is why we do not came here to offer “knee jerk", automatic
condemation of the direction of the proposals of the Social Secuiryt Reform
Camission. We are here to say that the proposals are no solution to the
immense problems of the System. We urge that deeper, more realistic appraisal
begiva\theptoblgnsarﬂtmtaaolgd, far-reaching set of proposals be
developed. The best use to make of the current proposals is to consider them
a temporary measure, allowing a thorough-going overhaul of the system.

The purpose of our testimony is, therefore, to tell: 1) why we
believe the Social Security Reform Camission proposals are inadequate;

2) how we must change our thinking in arder to clear-headedly define
solutins; and 3) what NAMP proposes as an approach to the problems.
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THE SOCIAL SECURITY REFORM OOMMISSION PROPOSALS.
A Questionable Stopgap Solution

The Refarm Camnission has proposed a set of measures we believe deal
only superficially with the problems of the Social Security System. ‘Ihey~
do not deal substantially with the System structure. They do not address

demographic trends. They do not address an uncertain econamic environment.

We are pessimistic about the efficacy of superficial "fixes" to the
Social Security System. We have cnly to look at the recent past to see
how such "fixes" take.

The Solution of '77

In 1977, Congress voted the largest tax increase ever levied on the
American public to stabilize chcial éecurity far into the future., President
Carter called that Social Security tax increase "the guarantee that fram
1980 to 2030 Social Security funds will be sound.” Six years later we
find we're in trouble again. And once again our leaders are presenting a
solution which will protect Social Security far into the future.

And once again it is a quick fix destined to fall apart in a very few years.

The solution of '77 like the quick fix of '83, was predicated on
financial assumptions of a "best possible world.” Unpredicted weakening
in our econamy, increased unemployment and boaming inflation caused the
fix to fall apart. More impartantly, demographic trends and unrealistic
bardens causing long-term structural problems to the System were not
addressed in '77 and are not being addressed in '83.

As a result, the Government now predicts a $1.6 trillion deficit in
the program in the next 75 years that was not anticipated in 1977. The
proposed quick fix is planned to deal with only $1 trillion of this
deficit, and, as befare, additicnal deficits now unforeseen can be expected.

One proposal further demonstrates the lack of faresight that typifies
the "quick fix" approach.
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The CSRS: Adding Weak to Weaker
The Reform Cammission proposes that the Civil Sexrvice Retirement System

{CSRS) be integrated into the Social Security System. But the CSRS itself
is not self-supparting. In 1980, it included 2.4 million workers and
collected $3.6 billion from them. It also has 1.8 million annuitants to whom
it paid $14.7 billion, Of the shortfall, the U.S. Treasury picked up

$9.6 billion through general revenues. CSRS projected liabilities are almost
$500 billion and the estimate is that in four years liabilities will grow -
to $840 billion. The median retirement age of members is 58, but full benefits
can be received at age 55, 50 there will be hundreds of thousands of CSRS
retirees caming into the system even earlier than the rest of the
retirement population. ‘

The projected savings of $23 billion through coverage of new Federal
employees, non-profit employees and prohibiting withdrawal by state and
local employees may therefore be a long-term loss. There has been too
little evaluation of the additional liability incurred with this
additional current incame. '

As damaging as these just-mentioned proposals could be, they are not
as damaging as the Camnissions’s lack of attention to the long-term issues
overall, These issues center on great demographic changes in our sot:iet:y~
paired with increased expectations of and burdens cn the Social Security
System.

THE LONG TERM PROBLEM,
Toying with Demographic and Econamic Dynamite

We earlier alluded to demographic and economic trends not addressed in
the Social Security Refarm Camission proposals. We believe it is cowardly
and irresponsibl» to fail to address ttxeseslarg-tmu trends. Clearly, our
leaders do not want to confront the public with hard choices, but, as in
the past, find it easier to tell us we can have cur cake and eat it too.
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The National Association of Mature People believes, however, that, given
the facts, the public will not have unreasonable expectations that they
can both hold the line on taxes and continue to have growing Social Security
benefits far a growing number of people.

Here are just a few of the facts we think have not been made sufficiently
clear to the public. They demonstrate that some tougher solutions than those
recently proposed must be put into place.

More recipients, fewer workers to support them

There are 37 million people collecting Social Security checks today,
including almost 26 million aged 65 or moxre. By 2025, the number of older
persons is projected to more than double, but the number of persons 18
to 64 paying into the Social Security System will remain close to present
levels. .

The trend for fewer workers to support each retiree is clear., In
1950, 16.5 persans paid in for each Social Security recipient. By 1990,
the Social Security Administration projects there will only be three workers
providing income for every retiree. "and by 2030, there will only be two.

what this trend means is that a larger propartion of each taxpayer's
paycheck will go toward paying Social Secuirty. It's estimated that by
the year 2000, without major benefit changes, 20 percent or more of every
person’s salary will go toward Social Sedurity taxes.

Greater life expectancy

The life expectancy of Americans is rising. mis means that people
who retire at age 65 will need Social Security for more years. In 1940,
for example, a 20 year old woman was expected to live to age 71. Noa,’a
20 year old woman is expected to live to age 80, She will, under current
eligibility laws, collect Social Security for 15 rather than 6 years.

19-467 O--83——12 -
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Life expectancies overall have increased dramatically since the
1939-41 period. Then, the average was 63.6 years. In 1982, it was nearly
74 years.

Fewer older persons in the workplace
Even while we see the number of retired persons increasing campared

to the number of workers, there is a dismaying trend for there to be fewer
older persons in the workforce. They are, in effect, being enc.iraged
not to work at a time when we are approaching a shartfall in productive
workers.

Statistics fram the Department of Labor showed t}h&t in 1960, 81.2
percent of men aged 60 to 64 were in the laboxr force, while in 1980, only
63 percent were. In 1960, 46.8 percent of men aged 65 to 69 were in the
* labxx force, whiie only 29.9 percent were in 1980. As people live longer,
and in better health, they are working less!

Increased reliance on Social Security

In addition to the discouragement of those 65 and older fram being
in the workplace, there is increased reliance on Social Security as income

for those 65 and older. 1In 1950, it was 3 percent of retirement income.
In 1978, it was 38 percent. Moreover, same 50 percent of male workers
now begin receiving Social Security benefits at age 62.
' These statistics are both reflected in and encouraged by the increasing
outlays for Social Security as a portion of Federal spending.

In 1954, for example, outlays were $3.4 billion, or 4.3 percent of
the budget. In 1974, outlays were $54 billion, or 20 percent of the budget.
In 1984, outlays will be $188.5 billion, 23 percent of the budget.

Since 1956, we have asked more and mxe of the System, encouraging
more and more dependence on it as a total retirement program.

In 1956, we added disabled workers, and allowed wamen to retire at
62 with 80 percent of their benefits.

In 1961, men were allowed to retire at 62 with 80 percent of their
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benefits. _

In 1965, we added Medicare. And incidentally, older Americans
now spend mxh more in adjusted dollars cn health care than they did
before Medicare came along!

We're getting over five times what we put in.

The bottam line to all these facts is that today, the average worker
who, with his employer, has paid $24,206 into the Social Security System
as of 1980 can expect to receive same $125,125 during retirement. A single
perscn or working spouse can receive a lifetime of contributions back

from the system in only four years. The average person receives back
five times what is paid in and earned on deposits.

Unfortunately, most of us do not understand that this is the case.
Most of us oontinue to assumeé that we are entitled to Social Security on
the basis of what we have paid into it plus nay interest it may have
earned. We do not understand that the average person gets out of Social
Security in one and a half years what he ar she put in during a lifetime
of contributions. Mmtmocmnirimwithﬁemt}ntwpayinis'
that 97 percent of it is being paid out immediately, not held. In other
words, today's active workers are paﬁ.ng to support today's inactive
‘workers and relying that there will be workers tamorrow to support them.

The fact is, that there will be fewer workers supporth:gmreretirees.
Our conclusion must be that those fewer workers will be paying higher
taxes, or that the expense of the System must samehow be kept in check.
For the Government has only one place to turn for funds, we the people.

WE'VE GOT TO CHANGE OUR THINKING
Gett rid of £ £ !

Before long-term solutions are developed, our govermnment must believe
the public will accept them.
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We believe, that given enough facts about Social Security, both taxpayers
and retired citizens will support a fair solution. Furthermore, the
govermment nust rid itself and help the public rid itself of myths about
what older people are and what they need.

The myths of aging

There is a tendency to think of older persons as frail, poverty-
sticken, dependent and beset by poor health. This generalization is
sinply not true.

The myth is so pervasive that older Americans will make these
assunptions about their peers, even while knowing it is not true of themselves
o their personal friends. '

Here are glinpses of reality:

There is poverty in our society among all age groups. Yet, the
great majority of older people are camfortable.

Almost three quarters of persons aged 65 or rore own their own
hames and have small mortgages, if any. People aged 65 o older had a
cambined incame of $163 billion 12 1978. That is more per person than
people aged 35 to 44 ar 18 to 25. Those 55 or older control 80 percent
of all deposits in savings and loan institutions and make a quarter of
all consumer purchases. People aged 55 to 64 are the most affluent group
:l.nmecguntrymapucapitabasis.

What about health?

More than four out of five persons over 65 are both fully mobile and
mentally-fit, People over 65, for example, take almost a third of the
nations's autamobile trips. More than 98 percent of those aged n
65 to 75 are not in institutions. Persons over 65 report far feu;\ N
" health problems than are ascribed to them by younger people. (But
they think others of their age are significantly less healthy than they
themselves are!)
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And older people want to work.

Almost half of all workers aged 50 to 64 want to work beyond 65.

Almost half of retired people would rather work than be retired,
and more than half wish they had never quit work.

Senicr corparate officers often view older woxkers as more valuable
than their younger colleagues.

Almost a quarter of retired people return to full or part-time
employment., )

In shart, this is not a group which categarically must bs fully
mmorte& by a younger working population.

Facing facts

Our leaders must overcame their fear of emphasizing that serious
problems require serious measuves. The only way for us to face up to
these measures is for our leadership to be frank.

Polls show that the citizenry is against decreasing bemefits,
increasing Social Security taxes, delaying benefits, taxing benefits, or
using general revenues to meet shartfalls. Even minor adjustments to the
Cost of Lifing Adjustment provisions are opposed by many. In view of the
numbers of people caming into the Social Security system and the projected
deficits, these views do not reflect an understanding of the problem at
hand. )

NAMP believes that the public's credulity has been overtaxed, ‘along
with its paycheck, with regard to the actual status of the System and the
prospects several decades down the line. We have been told either that
the System is fine ar that it faces immediate bankruptcy. Neither has
proven true. We must educate our people to the choices we have so our
leaders can, with public support, begin grappling with the problem
in real terme, - .

We believe that all segments -of Society, if presented with these and

other facts we have discussed up to this point will be willing to came
\
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together in suppoart of long-term solutions.
THE NAMP APPROACH.

Rather than an emotionally heated debate between special interest
groups =~ NAMP calls for an objective assessment of facts and cool-
headed development of proposals,

We call for the immediate institution of an Office of Strategic
Planning. The responsibility of this office would be to professionally
and objectively assess the demographic, econamic, human, financial and
‘demand factars not enly for the Social Security system, but for all other

mechanisms for providing for the elderly. The Office would defire a
camprehensive set of strategies far providing care to those who need it.
At the same time, the Office would help define measures far assisting
people to plan for retirement ocutside mt programs.

Among the strategies we would propose include:

o Carplete elimination of the mandatory retirement age and the
Social Security penalty for warking beyond age 65. We've demonstrated
that fewer older Americans are warking as campared with years
past. With lower numbers of young pecple entering the workforce
and with technical training becaming more lengthy and costly,
we must find ways to keep older workers in the labor force. It's
been demonstrated that those who continue wm'kmg\ live longer
as welll

o Incentives for enployers who encourage their employees to continue
to wark. Cuwrrently, pension laws and other regulations penalize
employers with older workers.

O Separation of Social Security fram the rest of the Federal budget
as it had been through the 1960's. Cambining Social Security with
general revenues would provide an opportunity to confuse and
disguise the prbblem further and postpone a solution as well as
allow continuing irresponsible deficit spending for Social Security.
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0 Making Social Security actuarily sound, providing benefits based
an actual contributions to the System. Our members have told us
ﬂxeydonotmtSocialSe&mitybobeauelfare system, but
rather a fam of retirement savings and insurance in which their
caitributions plus earnings are paid back to them in a fair manner.
This 18 how most people believe the System operates, anyhow!

o Making a concentrated attack on rising health care costs and
attendant Medicare payments. Health care costs are the number one
concern of the elderly. These expenses constitute a major portion
of Social Security fund outlays.

o Reformation and expansion of the private pension system. We
believe financial investments should be in the hands of those
whose husiness it is to provide return on investment. Govermment
spending of Social Security dollars is on consungption, not investment.
Private pension plans are farms of saving, channeling money into
private capital markets, contributing to the econany. Coarporate
pension plans should be made transferrable.

o Incentives for employers who };elp enployees plan for retirement.

o Incentives far individuals to prepare for théir own retirement
with decreased reliance on government, such as the Individual
Retirement Account program. These types of programs provide an
immediate boost to the econamy through tax deductions, provide
capital for investment by loaning savings to borrowers, and provide
a nest egg for retirees. A

We have been seeing increased support for measures of the kind we

have mentioned — among the business canmnity, among politicians,
among maturing Americans who recognize that Social Security cannot be
“all to all retirees, even though it must and will contine to help those
who need it.
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Social Security must and will continue. It is wrong to frighten
the aged ar the needy with false rhetaric which makes them doubt that
next month's check will be delivered. It is equally wrong to mislead people
about what the System's capabilities are or what the choices are for '
keeping it functioning at various levels. We have taken rhetoric so far
from reality that people believe that it is their unalienable right to
retire at age 65 and that it is absurd to suggest they should work -longer
even if they are in good health.

If all interested segments of American society can face reality,
rather than offering selfish threats, perhaps our goverrment can feel
it can strive for long-term, non-politicized, cammonsense solutions to a
grave and camplex problem,

The 200,000 memt: .s of the National Association of Mature Pecple
spread over the entire country will be behind you.

The National Association of Mature People was founded in 1975 in Oklahama
City with goals of helping Americans in middle and later years lead
more independent and fulfilling lives.

We are grateful to the Senate far allowing us this opportunity to
make our views known. Thank you.
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SUIMMARY FOR TESTIMONY PRESENTER

1. OVERVIEW SECTION (TAKE FROM LONGER DOCUMENT)
11I. We think the Reform Camnission proposals are a questionable stopgap
solution which deal only superficially with the problems of the Social
Security System. '

We need only look back to 1977, during the Carter Administration, to
see the results of this type of quick fix solution. Pramises were made
that the greatest tax increase ever would save the Social Security system
into the next century. Posited on a "best case” set of assurptions, the
fmhuaymwdmwuamd@e,mmu\emMm. In
1977, no attenmpt was made to address the structural problems made critical
by rising numbers of retirees, a bad econcny and an overextended system.
Much is also true of the Reform Camission's proposals of today. In
addiexm,mepmposai,waddmecwusavmemmtsysmm
Social Security, may have a terrible inpact. That system is far from
self-supporting, having drawn $9.6 billion out Of its $14.7 cutlay to
annuitants fram the U.S. Treasury. Yet, we're adding their liabilities
to that of Social Security for a short term gain.

The Refcxm Cormission has totally neglected the larger issues facing
the Social Security System. These include:

ome)rectpients, but fewer workers to support them

o greater life expectancy

o fewer clder persons in the work force

0 increased reliance by retirees on Social Security °
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Let me read just a few facts to demonstrate why these issues are so
important. -

The mumber of retirees is increasing relative to the number of workers.
There are 37 million people collecting Social Security checks today,
including almost 26 million aged 65 or more. By 2025, the number of
older persons is projected to more than double, but the number of persons
18 to 64 paying into the Social Security System will remain close to
present levels. In 1950, there were 16.5 people paying in for every 1
drawing out of Social Security. By 1990, the Social Security Administration,
projected there will only be three providing for every 1. A greater and
greater chunk of our wages will be going toward Social Security.

People are living longer, which means they're drawing Social
Security longer. In 1939-41, the average life expectancy was 63.6 years. .
In 1982, it was nearly 74 years.

There are fewer older people in the workplace at the same time that
we need more productive workers paying in rather than taking ocut of
Social Security. Labor Department statistics show that in 1960, 81.2
percent of men aged 60 to 64 were in the labor force, while in 1980,
only 63 percent were., In 1960, 46.8 percent of men aged 65 to 69 were
in the labor force, while only 29.9 percent were in 1980.

There is increased reliance on Social Security as a proportion of
retirement incame. In 1950, it was 3 percent cf retirement incame.

In 1978, it was 38 percent.

The bottam line to all this is that the average warker and his
enmployer are paying in $24,206 to the Social Security and drawing out
$125,125 as of 1980. The average person receives back five times what
is paid in and earned on deposits.



) 181 -

Wejustdm'thanmthemalsafﬂ\ekefcxﬁoammimdeal
sttanlyetnmwithmeeeisml

Wehmﬂlattheyun'tdealsmglywimﬂmmw&aybelim
they can get public suppaxrt for long term measures. We think they can
get support if they are only frank and open with the public, clearly’
telling them what the facts are and what the choices are. We think
the choices are plain — either raise taxes substantially, or reduce costs.

In order to get public understanding of the choice, several things
msttnppmtoﬂwqwmmtalm:ﬂset. One, the government must believe
that older Americans are capable of thinking in hroad-minded ways about
the good of ,our entire Society. No.t. despite the activitsm of same groips
claiming to represent older Americans, just in self-interested terms.
Second, the govermment, and the public at large, must abandon its myths
about who older pecple are and what they want. We seem to have a sterectypical
image of older people as frail, helpless impoverished and dependent
which facts don't support,

And I'd like to mention here several facts which actually may swyrise
thoee who hold on to the stereotype. T

Almost three quarters of persons aged 65 ar more own their own hames
and have small mortgages, if any. MSSOrolderemtrolsomtcf
all savings and loan deposits. People aged 55 to 64 are the most affluent
group in the country on a per capita basis.
- Pecple over 65 take almost a third of the nation's autamoblile trips.
Fewer than 2 percent Of those aged 65 to 75 are in institutions. Perecns
over 65 report far fewer health problems than are ascribed to them by
younger people. ’

Angalnoethalfofallh:rkarlagedsowﬂmtwmtkheyaﬂ
65. .

In short, this is not a group which must be categarically fully
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suppoarted by a younger population. In fact, many are insulted by this
institutionalized agism.
In conjunction with a public education program, other strategies must

be enployed to develop longterm solutions. NAMP offers its own
recamendations for consideration by this comittee.

III. NAMP APPROACH (TAKE FROM LONGER DOCUMENT)

Mr. Davry. To allow special interest groups of any constituency to
cow the Government into forgetting its responsibility for the
Nation. as a whole would be ruinous. The National Association of
Mature People believes that those who serve only the self-interest
of any one segment do not ultimately serve the best interest of ev-
eryone. The economic rewards and responsibilities of living in our
society must be fairly distributed.

Therefore, we at NAMP seek solutions to the problems of social
security to protect not only the older people of today, but those
who will be our older people 10, 20, and 30 years from now. We
must protect not only taxpayers of today but taxpayers supporting
onr older people in the future decades.

This is why we don’t come here to offer knee jerk automatic con-
demnation of the direction of the proposals of the Commission. We
are here to say that the proposals are no solution to the immense
problems of the system. We urge that deeper, more realistic ap-
praisal be given the problems, and that a solid, far-reaching set of
proposals be developed. The best use to make of the current propos-
als—and we understand the sincerity behind them—is to consider
them a temporary measure allowing a thorough-going overhaul of
the system.

The purpose of our testimony, which extends to 11 pages—and I
will not read it completely since it has been accepted ‘into the
record—is why we believe the Commission proposals are inad-
equate, how we must change our thinking, and what we propose as
an approach. Some highlights of the NAMP’s proposal for an ap-
proach is to call for the institution of an office of strategic plan-
ning. The responsibility of this office would be to professionally and
objectively assess the demographic, economic, human, financial,
and demand factors not only for the social security system but for
all other mechanisms for providing for the elderly. The office
would define a comprehensive set of strategies for providing care to
those who need it. At the same time, this office would help define
measures for assisting people to plan for retirement outside govern-
ment progralas.

There are many strategies that we would propose, but among the
few would be complete elimination of the mandatory retirement
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age, and the social security penalty for working beyond age 65. Our
earlier testimony noted that fewer older Americans are working as
compared with years past. With lower numbers of young people en-
tering the work force, and with technical training becoming more
lengthy and costly, we simgle); must find ways to keep older work-
ers in the labor force. It's been demonstrated that those who con-
tinue working live longer as well.

Incentives for employers who encourage their employees to con-
tinue working should developed in greater degree. Currently,
pension laws and other regulations penalize employers with older
workers. Separation of social security from the rest of the Federal
budget, as had been done through the 1960’s. Making social secu-
rity actuarially sound; providing benefits based on actual contribu-
tions to the system. Members of NAMP have told us they do not -
want social security to be a welfare sl{latem but rather a form of
retirement sa and insurance in which their contributions plus
earnings are paid back to them in a fair manner.

Anyhow, this is how most people believe the system operates. We
believe you should make a concentrated attack on rising health
care cost and attendant medicare payments. Health care costs are -
the No. 1 concern of the elderly. These expenses constitute a major
portion of social security fund outlays.

" We believe in a reformation and expansion of the private pension .
system. We believe financial investments should be in the hands of
those whose business it is to provide return on investment. Govern-
ment spending of social security dollars is on consumption; not in-
vestment. Private pension plans are forms of suavings, channeling
money into private capital markets, contributing to the economy.
Corporate pension plans should be made transferrable. -

In:entives for employers who help employees plan for retire-
ment. ‘

And incentives for individuals to prepare for their own retire-
ment with decreased reliance on government, such as the individu-
al retirement account program. These types of prﬁrams provide an
immediate boost to the economy through tax deductions, provide
capital for investment by loaning savings to borrowers, and provide
a nest egg for retirees. .

We have been seeing increased support for measures of the kind
we have mentioned among the business community, among matur-
ing Americans who recognize that social security cannot be all
things to all retirees, even though it must and will continue to help
those who need it. {

We thank you, and appreciate the fact that our entire statement
will be entered into the record. .

Senator DURENBERGER. And I thank you. It’s the first time in a

- long time that all the speakers have finished before the light went

-off. And I certainly appreciate that. But the people who really ap-
preciate it are the ones sitting back there waiting to testify, espe-
cially those at the end of the gorgg'ram T

Let me ask a question of of you that is suggested by Mr.
Daly’s testimony -relative to the changes that are va%%arent y (we
are told) taking place in the work place, We seem to beé coming off

o

ﬂ ’ ":""_,- ’
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of 20 or 25 years of presumed labor surplus, and somewhere out
there in the future heading into a time in which we will, surpis-
ingly enough, have labor shortages in this country.

And I think in your statement, Mr. Daly, you appropriately
talked about the fact that it isn't only social security. There are
other systems out there that work in the direction of early retire-
ment. Obviously a lot of corporate pension plans have been made
attractive for early retirement and so forth. Social security has in
it some forcing mechanisms, not only the benefit side, but on the
penalties for outside work and so forth. Do both of you have a posi-
tion on the recommendation that was a minority recommendation
of the Commission, I believe, to raise the retirement age to 66, and
index it somewhere out in the future?

- Mr. SkKreBes. Well, the Metropolitan Senior Federation of the
State of Minnesota is opposed to raising the retirement age. Be-
cause I think we all fail to realize—and as our President stated
here last week—that the economy is on the upturn, which means
more people will go back to work. There will be more money
coming back into the social security funds. And I, for one, within
the next § or 6 years believe that our economy will straighten out
itself; more people will go back to work. And, therefore, social secu-
rity should become solvent. B -

nator DURENBERGER. Mr. Daly.

Mr. DALy. At the same panel, we would disagree, and would go
along with that portion of the Commission’s recommendation, but
reco%Eizing it is only a partial solution.

I think what really needs to be fully emphasized is that the aver-
age person gets out of social security in a year and a half whpt he
or she put in during a lifetime of contribution. There are some very
serious problems associated with the entire structure itself.

Senator DURENBERGER. Of course, if they had had those dollars
to invest rather than investing them in social security, they would
groiabl{ be worth more than the $14,000 allegedly they are getting

ack out.

Bernie, your answer to the question dealt with the solvency of
the social security system. You are probably going to have to make
a more succinct argument in favor of it, such as the one—I don’t
suggest this to you—that I have normally made is that people
shouldn’t be forced to work longer just because they happen to live
longer. But I may be way off base in that particular theory. I sup-
gg:g at some point in time we need to decide when social security -

mes that retirement income, and whether it's a matter of phas-
ing in retirement over some period of years, or ending up with just
an automatic cut-off point is something that we have to deal with
here either this year or over some period of time.

But if you would adopt the notion that we in our changes that
we make in the social security system should try to get rid of the
forcing mechanisms that cause people to do things they wouldn’t
otherwise do, then maybe one of the things we should be looking at
is rather than having a break point at age 656 or some other age,
just have a gradual—I can’t think of the right word—to sort of
phase you into full retirement so that people who do have pensions
and savings accounts and so forth and those who don’t can make
different kinds of judgments about when they want to take retire-
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ment from fulltime employment and go into some other employ-
ment or retire fully. -

Mr. SkreBEs. Mr. Chairman, I think if you remember back in the
earlier days when there was no actual retirement age before social
security and even after social security the unions fought hard that
anybociy at the age 65 should be retired due to the fact that by re-
tiring one individual they made room for the younger to come into
the labor market. I think that the longer we keep the elderly who
are eligible for retirement and would receive a fairly decent
wage—and a lot of them, of course, are pension plans with™ differ-
_ent companies and so forth—they could live quite comfortably.

My whole concern is to make room for the younger because they
are the ones that are going to be supplying the necessary dollars to
keep our system in good shape.

Ser';ator DURENBERGER. Senator Grassley, do you have any ques-
tions?

Senator GrassLey. Well, my view is that people ought to be

- judged on the basis of their qualifications and their willingness to
work regardless of whatever age they are. And that philosophies
just expressed have led to discrimination of elderly people. But
that’s not immediate to this problem. , )

The problem is that we only have a program before us that will
solve two-thirds of the long-term problems in social security. And I
suppose you could say two-thirds of a loaf is better than none at
all, but we have been playing politics with social security at least
since the middle 1960’s, and maybe forever—I don’t know—but at
least since then in the sense of increasing benefits but not provid-
inlf any sort of long-term security. And I think we have a responsi-
bility this time—and if there is another time, it won’t be for a few
years—to go away from here and telling the social security recipi-
ents or workers or young or old that we have come up with a re-
sponsible package that is going to solve the long-term problems of
social aecuriti'. - ,

And I think directly related to that is tackling the issue of retire-

“ment age, whether or not it is going to be 65 or 66 or whatever it
might be. Or if that isn’t possible, then some other alternative ap-
g:oach or combination of approaches so that we can say that we

ve taken care of this beyond 1990. I think it would be irresponsi-
ble for us to walk away as members of the Finance Committee
without _staying that we have got this thing taken care of as best we
can see it.

And maybe history would prove that we really didn’t do that, but
we know now, b on the proposal that we have before us, that it
is not taking care of those lonfg-t.erm problems.

Regardless of which side of that issue each one of you are on, I
want to ooxzﬁhment you for your contribution to that discussion be-
cause it's all intellectually honest apgroaches and differences of
philosophies and we have to resolve that. But I appreciate all of
your views.

Senator DURENBERGER. Thank you very much.

Mr. Skreses. Thank you, Senator. -

Senator DURENBERGER. We appreciate you all being here.

Our next panel is Mr. Hyman Bookbinder, Wl;ansiington repre-
sentative of the American Jewish Committee; Sister Serena Bran-
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son, executive director of the Diocesan Health and Social Services,
Albany, N.Y., representing the National Conference of Catholic
Charities; and Mr. Andrew S. Kinsinger, chairman, Steering Com-
mittee, Old Order Amish, Gordonville, Pa. -

I think we will go in the order that you were introduced appro-
priately because Senator Heinz wantad to be here to hear the testi-
mony from Mr. Kinsinger, our third witness, and probably to intro-
duce you.

And so, Hy, you can go first. All of your statements will be made
a pafl_'t of the record. You can read them or summarize them as you
see fit.

STATEMENT OF HYMAN BOOKBINDER, WASHINGTON REPRE-
SENTATIVE, AMERICAN JEWISH COMMITTEE, WASHINGTON,
D.C.

Mr. BookBINDER. Thank you, Mr. Chairman.

My name is Hyman Bookbinder with the American Jewish Com-
mittee. I hope you won'’t be confused when I explain that I appear
today on behalf of my own organization, the American Jewish
Committee, and the American Jewish Congress, two national orga-
nizations that have long been committed to programs of social jus-
tice and social security for all Americans. And that both of these
organizations in turn present this testimony that we prepared
jointly on behalf the National Jewish Community Relations Adviso-
ry Council, which is an umbrella group in the field of Jewish com-
munity relations, representing 11 national and 100 of the 11 local
Jewish organizations. So I am pleased to be able to say that while
there are differences even among us as to some of the specifics, I
am able to say to you today that the organized Jewish ‘community
representing several million Americans has authorized me to say
that the National Commission recommendations, taken as a whole,
merits support, and that we are pleased to commend the work of
that Commission. It is an eloquent demonstration that with good-
will and good sense the democratic system can be made to work.

American Jews have a special interest in the subject we are dis-
cussing today. In addition to our general concern for the welfare of
the nation as a whole and the need to avoid intergroup, interreli-
gious, intergenerational tensions. I refer to the fact that Jews have
a significantly higher proportion of elderly and near-elderly than
does the general population. OQur full statement has several pages
of interesting data to that effect. -

Just to cite an example, in New York the median age for Jews is
40, compared to a median of 32 for all New Yorkers and 30 for all
Americans.

Mr. Chairman, we understand fully how this package was put to-
gether, exacting concessions from every segment in order to
achieve an acceptable compromise, one that sought to share sacri-
fices from all, while exempting to the greatest extent possible those
at the bottom of the economic ladder.

We understand, too, how fragile that compromise is, and that
any major deviations from it could jeopardize the whole package.
But the- legislative process is now underway, and it is inevitable
that changes will be proposed. So while repeating our support for
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the package as a whole, and our readiness to accept it if that is the

will of the Congress, our full statement does indicate a number of
concerns we do have, and our hope that some modifications might
be made along the lines of our recommendations.

Let me cite in summary form some of these. The taxation of
benefits even after the proposed threshold would create difficulties
for beneficiaries who have already made plans for their retirement.
To minimize these hardships, at least to some of these benefici-
aries, we urge consideration of several amendments. One, to elimi-
nate the implicit marriage penalty that is involved in the $20,000
to $25,000 threshold. Second, to make sure that you do work out
the notching problem. I'm pretty confident you will.

Third, to provide for retired families with young dependents.
And that’s an important phenomenon; a new phenomenon of re-
tired families with retired individuals but who have children still

at home.

And, fourth, to provide an appropriate indexing for future. yeam_~

) that the $20 000/$25,000 is not frozen indefinitely.

In addition, we urge further action either now or soon—we want
to be realistic about this—on a whole range of women’s equity
issues, including the possibilities of earnings sharing, as has been_
proposed by some of the members of the Commission.

And, third, we remain troubled that the COLA delay, even
though it is minimal and reasonable as it may be for the average
beneficiary, it can still constitute a hardship for the lowest income
recipients. And we express the hope that both in the social security
bill that you are considering and in other relevant legislation the
conditions of the very poorest be given the most generous atten-
tion.

Finally, Mr. Chairman, we add our voice of approval to the cen-
tral thrust of the Commission report and to the proposed legisla-
tion. Namely, that there should be no basic altering in the funda-
mental structure of the social security program or undermine its
fundamental principles. The changes which have been proposed,
while important and eyen unhappy compromises in some respects,
do not violate the basic structure of the system, and will provide
the needed relief for the immediate period ahead. And we are
happy to join in the positive reaction that has generally been mani-
fested in the weeks since the Commission report.

Thank you, Mr. Chairman.

Senator DURENBERGER. Thank you very much, Mr. Bookbinder.

[The prepared statement of Hyman Bookbinder follows]

19467 0—88-——18
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PREPARED STATEMENT OF HYMAN BOOKBINDER, WASHINGTON REPRESENTATIVE FOR

THE AMERICAN JEWISH COMMITTEE AND AMERICAN mesn CONGRESS

The American Jewish Congress and the American Jewish Comeitteo, on behalf of the

National Jewish Commnity Relations Advisory Council (NJCRAC), welcome the oppor-

tunity to present their views on the cospromise package presented by the National

Comission on Social Security Reform. The NJCRAC i_s the national coordinating

body for the field of Jewish commmity relations and is comprised of eleven

national and 111 local Jewish organizations., ' a

The American Jewish Camittee, a 75-year old national human relations agency, -
with a mesbership of over 40,000, researches and analyzes social policy issues

that impact on Jews and safeguard America’s pluralist society. With the 1971
pudblication of '"The Invisible Jewish Poor" by Ann Nolfo; the American Jewish Com-
mittee called attention to the relationship between age and poverty in the Jewish
comunity. The recognition of the importance of aging issues and the organization's
general concern for the pmsemtﬁn of a just society, dedicated to meeting the
needs of all Americans so that groups need l'lt;t compete with one another for the ‘
essentials of life, provide the basis for the American Jewish Comittee's commit-
ment to a strong and st.ble Social Security system. :

The American Jewish Congress is a membership organization of American Jews founded
in 1918 to protect the religious, political and economic rights of Jews and to
promote the principles of democracy. American Jewish Congress work in the Social
Security area has included testifying before legislative and executive bodies,
sponsoring an inforn.num &d referral service to increase the awareness of the
elderly about benefits to which they are entitled and publishing information re-
garding public policy issues that require acticu. Additionally, at the request
of the Social Security Adeinistration, wo have translated their docments into
* Yiddish and aided in the distribution of these pamphlets describing the Supple-
mental Security Income (SSI) program. I
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Background

Our concern for the stability of the Social Security system is based on both
practical and philosophical grounds. The Jewish commmity is an aging commmity
that demographically reflects the characteristics of the general population --
only st a faster pace. Tied to the high proportion of aged, is the sccompanying
level of poverty, especially among women living alone.

Philosophically, we believe the Social Security system is the most effective
protection against poverty among the aged. Rather than pit young sgainst old,

as some people have claimed, it actually helps middle-sged workers by insuring
their parents' financial security. Its universal character eliminates the stig-
matization associated with means-tested welfare programs and reflects an important
commmal value that the currently productive members of society have a respon-
sibility for taking care of those who are unable to produce due to age or
disability.

Profile of an aging Jewish commmnity

The Jewish commnity in the United States is aging far more rapidly than the
general population. Whereas 28 percent of the national population was under

age 15 in 1970, only 23 percent of the Jewish population was in this category.

Yet, the general population had only 10 percent over the age of 65 cospsred

to 12 percent of the Jewish population that same yesr.(}) That trend has contimued.

A recent study of the Jewish population of greater New York, conducted by ths
Federation of Jewish Philanthropies, found that 30 percent of the Jews in the
New York area are 55 or older compared to 20.8 percent in the total U.S. population

...........................................

' (1) Sidney Goldstein, "Jews in the United States: Perspectives from Demography," -
American Jewish Year Book, Vol. 81, 1981, p. 44,
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or campared to 22.5 percent in the New York State population. On the other
hand, anly 15 percent of New York area Jews are under 1S years of age, compared
to 22 percent in the totsl U.S. population or 21.2 percent in New York State.
In Dade County, Florida, the percentage of Jews over 65 is 35.6 percent com-
pared to 16 percent of the general population. @

The median age for Jews in the New York area is 40. For the general population
in New York State, the median age is SZmdthe-edimagec'»fthotoulu.s.
population is 30. The difference is even more striking if we look at Dade Camg,
where the median age of the general population is 35 compared to the Jewish
median age of 54. In Miami Beach, the Jewish median age jumps drastically to 67.

Because of its lower fertility and its higher proporticn of individuals in the
middle-age group, the Jewish pq;ulatién can be expected to become even older.
According to Sidney Goldstein, a demographer who has been studying the Jewish
commmity for many years, studies indicate the possibility of a 40 percent in-
crease in the mumber of aged from the 1971 count to the projected 1990 estimte.(s)

In the New York area, 10 percent of the Jewish households with a person over
age 65 have incames of less than $5,000. This rises to 25 percent when we in-
clude incomes up to $10,000. More significantly, 67 percent of the one-person
households have incomes of less than $5,000. These households are almost en-
tirely women living alme. -

In Miami, the reality of poverty among the aged is stark. According to 1980
figures given by the Dade County United Way, the 11,500 persons 1living alone in
South Beach -- the original ares of settlement where most low-income elderly,

(2) From data collected by the Greater Miami Jewish Federation.
(3) Goldstein “Jews in the United States op. cit., p. 46,
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the majority of them Jewish, live today -- are almost totally dependent on
Social Security income. For low income Jews in other areas as well, Social

Security is the largest part of their annual income.

National Commission Recommendations

The National Cormission on Social Security Reform, recommending a campromise
proposal to resolve the financing problems of the 0ld-Age, Survivors and Dis-
ability Insurance Trust Funds (OASDI), has demonstrated that with good will and

good sense the democratic system can be made to work.

Unanimous agreement was reached on the following issues:

-- Congress shouid not alter the fundamental structure of the Social
Security program or undermine its fundamental principles.

-- For purposes of considering the short-range financial status o.f the
QASDI Trust Funds, $150-200 billion in either additional income or
in decreased outgo (c{r a combination of both) should be provided for
the QASDI Trust P\mds in calendar years 1983-89.

-- For purposes of considering the long-range financial status of the
OASDI Trust Funds, its actuarial imbalance for the 75-year valuation

period is an average of 1.80 percent of taxable payroll.

In addition, a ''consenus'' package of specific proposals was agreed to by 12
of the 15 members of the Commission. The key provisions include: revising
the tax-rate schedule to increase payroll taxes earlier than currently scheduled;
shifting COLAs to a calendar-year basis; requiring universal coverage; and taxirg

benefits of higher-incame persons.
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Other provisions include: permanently allowing inter-find borrowing; basing

COLA increases on the lower of CPI or wages instead of autamatically on wages;
increasing the delayed retirement credit; and several provisions that deal

with gender-based discrimination, A majority of the members of the National
Commission recommended that two public members be added to the Board of Trustees
of the OASDI Trust Funds; the operations of all the Trust Punds be removed from
the wified budget; and™irprinciple;the Social Security Administration be

set up as an independent agency. There was no agreement on the raising of the
retirement age or the resolution of the financing problems of the Medicare program.

Comments on Consensus Package

In principle, the Commission's recommendations, which include a menu of diverse
proposals, merit support. We take this position in spite of the fact that we -
are concerned with several components of the Conmission's package.

The Commission's proposals are a conpromise. We agree with President Reagan's
January 15th statement that they contain "elements which each of us could not
support if they were not part of a bipartisan'’ agreement. As a compromise package,
no grouwp, including American Jewish Congress and American Jewish Committee, achieved
the inclusion of all of its positions in the Commission's final recommendations,

What is important is that the Camnission's proposals affirm the national commit-
ment to a federal retirement program and offer a viable means for resolving the
short-term financial problems, The latter is accamplished by including a series
of painful concessions which do not fall disproportionately on any group. For
example, liberals who oppose the COLA deferral are asked to accept the package

_as are conservatives who oppose the new taxes.
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Moreover, by insuring short-term solvency, the Commission buys time which will
better enable us to plan for long-term needs, This is important since it will
allow us to make more accurate projections about future income and expenses. @

While generally endorsing the Commission's proposals, we are especially pleased

with several of them. These include moving the 1985 tax rate to 1984, %) in-

creasing from $20 to $50 the 'disregard'of QASDI $mefit§ for purposes of deter-

mining eligibility for Supplemental Secuuty Incoma (SSI) © removing Social

Security from the wified budget and mking a lurp sum payment to the CASDI Trust
Punds for the amount of uncashed checks.

.

At the same time, there are Commission recommendations which concem us. Begin-

ning with 1984, S0 percent of GASDI benefits would be considered as taxable income
for single people with an adjusted gross income of $20,000 and married pecple with
an adjusted gross income of $25,000. While taxing benefits is a pmgres;i\ge form

of raising revenues; it raises several issues that should be addressed.

¥hile it is true that only half of the benefits would be taxed under the Commission's

proposal, for those close to retirement or currently retired, this proposal would

(4) The reader will understand the difficulty in making accurate projections re-
garding retirees and benefits since the gctual numbers depend not only on fer-
tility, but on mortality, divorce, mflauon, labor force participation, unem-
ployment, retirement patterns, eamings, disability incidence and duration,
productivity and new imnigration. For example, a doubling of new immigrants
could lead to the.elimination of up to one-third of our long-temm problem. One
tesult of the aforementioned is that some have suggested that it is unwise to
forecast so far into the future about matters of which we are so uncertain.

($) The use of a tax credit to offset the increase is important to employees.
Its extension beyond 1984 should be considered.

(6) This provision is the only one that deals with the poor elderly (‘axgnss
should consider further reforms of the SSI program, including inde
disregard and increasing the levels of resources allowed for eligxbility. to
more adequately protect this vulnerable group.
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create an unexpected finencial loss and would violate an unwritten agreement

with beneficiaries whose retirement plans include tax-free Social Security benefits,
Purthermore, once this proposal is enacted, a precedent will have been set, and
taxation of all benefits would become a viable épfim for future legislation.

The taxation provision would also recreate & marriage penalty that has just been
yemoved, in part, from the general income tax., While an unrelated man and woman,
earning $17,500 each, would not have to pay taxes on their Social Security benefits,
a married couple in the same financial position would be required to do so.

We are also concerned about the choice of $20/$25,000 .us the trigger, although
we realize that this exempts about 85 percent of the retirees. The elderly have
many special expenses, particularly in relation to medical care, which Medicare
does not adequately cover.In addition, many Social Security beneficiaries .still
have young dependents, since there is a growing trend toward later marriages and
delayed childbearing. .

Another problem with taxing benefits is the 'notching” issue. Individuals and
cowples with adjusted gross income of just under $20/$25,000, because their QASDI
benefits would not be taxed, would end up with higher incomes than those slightly
above those figures. The National Commission was aware of the notching problem
snd suggests in its Report that "it will be rectified in the legislative procnu."v
However, we camnot be as optimistic since the same situation exists in other pro-
grams such s unesployment insurance benefits. ()

Tying the taxation of benefits to an swrdﬂuu index would help assure that

(7) Similarly, in some cases, individuals receiving public assistance, which
entitles them to Medicaid, are better off financially than low-income
workers who lack heslth coverage.
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only those who can most afford it will have their benefits taxed. Moreover,
current retirees, and those within five years of retirement, could be exempt from
this proﬁsion in order to maintain the expectations of those unable to make up,
in savings or earnings, for the loss of income. .

The National Commission recommendation that the cost-of-1living adjustment

should, beginning in 1983, be paid in Jamuary, instead of July, is also a subject
of concern to our organizations. Delay in the COLA would mean a reduction in bene-
fits for our elderly, many of whom are dependent on Social Security for the bulk
of their income, .

With average Social Security retirement benefits now equaling but 42 percent of
average previous wages, any decline in them would further exacerbaie the already
difficult problems of the elderly poor. The proposed (OLA deferral would cost the
average single retiree $132 in 1983 and $1100 from 1983-1989 (for a couple, the
figures are $220 and $1800). Especially hard hii would be those in the lowest
income brackets, frequently women, some of whom might be pushed into poverty or
deeper into poverty. ®

Related to this discussion of a reduction in benefits is the Commission agreement
that a "fail-safe mechanism is necessary so that benefits could continue to be
paid despite adverse conditions.'! Although the Commission was unable to reach
agreement regarding a specific mechanism, we believe that a combination of ve-
hicles, including floating bonds and loans fram general revenues, could be viable
options. The one proposal mdexj consideration which we would oppose 'would be to
reduce, temporarily, the benefits payable." )

(8) These assume an inflation rate of 5.3 percent and average monthly
benefits of $416 for a single persan and $700 for a caple.
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The Coamission Report includes four relstively minor recommendations ‘ulatins
to the issus of wamen's equity. Unfortunately, as is mentioned in ocne of the -
supplementary statements, the Comission did not "begin %o address the funda-
mental, though unintended, inequities, that act to the disadvantage of all
_people except members of intact one-eamner couples," Prominent among these
inequities are the second eamer, usually the waman, receiving little or no
returmn on her Social Security taxes, because as th; spouse of a retired worker,
she receives s larger benefit than she would based on her own work record.
Another inequity is that s divorced womsn falls to qualify for benefits unless
the marriage lasted a minimm of ten years. ' '

We believe that these problems could be rectified through 8 more comprehensive _
approach, such as eamings-sharing, which would allow both partners in a marriage
to receive credit for eamnings and quarters of coverage. By doing so, individuals
not working in covered employment could establish their eligibility for Social
Security on the basis of their spouses' work in covered aq:loynmt." Under this
approach, Social Security credits would be apportioned by a formula-that would
credit each spouse with 50 percent of the cowle's combined earnings.

Taking this step would have several advantages. Of major importance is that
homemakers would be brought into the system in their own right, instead of only
being able to collect benefits as dependents, Another advantage is that non-
working spouses would be eligible for disability benefits. Also, divorced home-
makers would have records they could carry with them instead of losing all rights
if they were married for less than ten years.
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The Commission further noted that the 1982 HI Trustees Report predicts financial
difficulties in the early 1990s. ® Assuming hospital costs continue to rise
without an effective cost-containment process, over half the expected deficits of
the next century for all three trust funds can be attributed to HI.

An in-depth examination is necessary to understand the specific effects of
rising hospital costs on the HI funds and what c.hang;s may be appropriate. With-
out such an examination and national debate, the implementation of the current
proposals would leave a major part of Social Security's needs unresolved.

Other areas that require future consideration include changes in the retirement
age, the use of general revenues to supplement the payroll-tax, SSI reforms, and a
broad educational campaign to restore confidence in the Social Security system.

With an unemployment rate of over ten percent, approximately 11 million Americans
and their employers are not paying Social Security taxes. Additionally, it is
likely that same older workers who were fired or temporarily laid off decided to
retire and draw Social Security benefits at age 62 or, to apply for disability
for impairments which, under other conditions, would not have kept them out of

the work force.

We, therefore, urge the Camittee to consider the direct relationship between high
unemployment and inflation and Social Security'i financial problems, While in-
flation has fallen dramatically in the last few years, it has, unfortunately,
been accompanied by a dramatic increase in unemployment. PFull employment, even
under the current low-aspiration Administration definition of 6% percent, would
represent an effective mechanism in reducing the Social Security deficit.

{(9) A new study by the Congressional Budget Office contains projections in-
dicating that the Medicare trust fund will be depleted in 1987 or 1988,
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Returning 4-S million workers to jobs would significantly reduce the pmjectad
deficit.

Conclusion

For the following reasons, the next few months will provide an unusual oppor-
tunity to enact legislation aimed at insuring the continued viability of Social
Security and maintaining confidence in the system: there now is a considerable
public awareness and concern; the short-term problems are nearing the point

where failure to act will lead to a breakdown in the system; the midterm Congres-
sional elections are behind us; and the recommendations of the National Commission
on Social Security Reform have focused thq debate,

Unfortunately, the Social Security issue has become somewhat confused because of
the widespread demand for "refor" by pecple and groups for whom that term has
very different meanings. .For example, for those who»beneve Social Security must
keep people out of poverty, reform holds one meaning; for those Qhose basic in-
terest is insuring that Social Security does not discoursge savings and capital
formation, it holds quite another. Moreover, as federal budget deficits continue
to grow, the temptation to view Social Security as part of this problem will

increase,

Since 811 options under consideration have both positive and negative consequences,
we fear that the U.S. Congress will be tempted to enact marginal changes. This
course would sacrifice an unusual opportunity to institute the appropriate adjust-

ments,

Because of its aging population, the Jewish community has a special interest in
this subject, which affects Americans across the board. We welcome the compramise



agreement, which makes a substantial move toward safeguarding the Social
Security system for the foreseeable future, and hope that the long-temm issues
will be given the important consideration necessary to insure the continued
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health of the system into the next century.
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STATEMENT OF SISTER SERENA BRANSON, EXECUTIVE DIREC-
TOR, DIOCESAN HEALTH AND SOCIAL SERVICES, ALBANY, N.Y,,
REPRESENTING THE NATIONAL CONFERENCE OF CATHOLIC
CHARITIES, WASHINGTON, D.C.

Senator DURENBERGER. Sister Serena. .

Sister SERENA. Mr. Chairman, I am Sister Serena Branson, ex-
ecutive director of the Diocesan Health and Social Services for the
14 county diocese of Albany.

Catholic Charities has a history of service on this continent be-
ginning before the origins of our country. We constitute over 1,000
agencies and affilia institutions, together providing services in
virtually every county. On behalf of the people we strive to serve, I
am grateful for the opportunity to present this testimony.

As you consider the various proposals regarding the financing
problems of the OASDI trust funds, you will receive volumes of sta-
tistical data which support or refute different options. With this in
mind, I would like to limit my remarks largely to some philosophi-
cal issues which may guide the deliberations.

First, the National Conference of Catholic Charities wishes to
confirm its firm conviction that all citizens have the right to those
resources necessary to secure adequate food, clothing, and shelter.
Such a right is the cornerstone of our teaching as it relates to
social justice. It flows from the belief in inherent dignity of every
person; a belief that finds expression in the founding principles of
our republic as the right to life, liberty, and the pursuit of happi-
ness.

To the extent that social security enables our citizens to obtain
adequate food, clothing, and shelter, it is an important means of
preserving these dignities.

Second, we want to affirm the proper role of Government in the
protection of individual’s rights and the assurance of the common
good. In a sense, we consider it ironic that such a fundamental
principle needs to be affirmed. However, we hear voices from re-
sponsible places speak of Government as a hindrance to be curbed
rather than a positive means to secure the general welfare.

Given our complex and interdependent economic systems, it
seems that only the Federal Government is capable of providing fi-
nancial security due to retirement, illness, or disabilit?'.

Third, we want to stress the value and the virtue of the principle
of social insurance as the best historical means to assure retire-
ment protection, and to protect survivors in the event of the death
of the family’s breadwinner, and also to protect against catastroph-
ic illness and disability.

The intergenerational compact expressed in our social securit
law is among the most basic assurance our people can offer eac
other. It is an expression of the moral responsibility of people to
care for each other. In our tradition, social insurance is considered
a norm. When it is alluded to in papal social teaching, it is usually
by nature of an assumption that such a mechanism is in place.

Finally, as mentioned previously, our local Catholic Charities
agencies provide services for the elderly and others in need in vir-
tually every county in the United States. In the past several years,
the frequent talk of impending collapse of the social security
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system has left many of our elderly clients very frightened. While
solutions to the fiscal problems are soon to be enacted, we believe
that significant damage has been done to the social contract where-
by people have placed their personal security and trust in the in-
tegrity of the social security system. Therefore, the solution offered
to meet present and long-range problems must reaffirm the solidity
and wisdom of the program. -
~ In order to alleviate these fears and restore the social contract,
we urge rapid passage of the consensus package developed by the
National Commission on Social Security Reform. While there are
individual components which we may have problems with, we sup-
port the compromise as a reasonable solution, given the complexity
and urgency of the task. In our judgment, the consensus package
seeks a reasonable sacrifice from many in order to promote the
common good. On the whole, these sacrifices seem to be fair and
necessary if the personal security of our fellow citizens is to be
maintained.

Two final points. We offer our support for the development of a
supplemental retirement program for new Federal employees who
would, for the first time, be covered by social security.

Second, we would like to explicitly endorse mandatory social se-
curity covetage for the employees of nonprofit organizations. We
take this position as a federation of nonprofit employers. We take
it because we believe only the widest possible participation can
guarantee the kind of social bond the program represents. We take
it because we believe including nonprofit employees is the correct
moral decision.

Thank you. . _

Senator DURENBERGER. Sister Serena, thank you very much.

[The prepared statement of Sister Serena follows:]
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PREPARED STATEMENT OF SISTER SERENA BRANSON, Executive DIRECTOR, DIOCESAN
HEALTH AND SOCIAL SERVICES, D10CESE OF ALBANY, N.Y.

Mr. Chairman, I am Sister Serena Branson, Executive Director of
Diocesan Health and Social Services of the Catholic Diocese of Albany,

New York. Catholic cCharities has a history of service on this continent
beginning before the origins of our country. We constitute over 1,000
agencies and affiliated institutions, together providing social services
in virtually every county in the United States. On behalf of the people
we strive to serve, I am grateful for the opportunity to present our views
to the Finance Committee.

As you consider the various proposals regarding the financing problems
of the OASDI Trust funds, you will receive volumes of statistical data which
support or refute the different options. With that realization 1q wind,

I would like to limit my remarks largely to some of the philosophical issues
which might guide you in your deliberations.

First, the National Conference of Catholic Charities wishes to record
its firm conviction that all citizens have the right to those resources

necessary to secure adequate food, clothing, and shelter. Such a right is
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‘a cornerstone in Catholic teaching on socfal justice. It flows from our
belief in the inherent dignity and sanctity of every human person; a belief
that finds expression in the founding principles of our republic ;u the
right to life, liberty and the pursuit of happiness.

To the extent that Social Security enables our citizens to obtain
adequate food, clothing and shelter, it is an important means of preserving
the illsnity of individuals and their families. Therefore, potential changee
in the Social Security program should be measured in terms of their effect
on the individual's ability to adequately meet basic human needs.

Secondly, we want to affirm the proper role of the governmeant in the
protection of individual rights and the insurance of the common good. In
8 sense, we consider it {ronic that such a fundamental principle should have
to be affirmed. However, we hear voices from responsible places speak of
government as a hindrance to be curbed, rather than a positive means to
secure the general welfare of scciety. Given our complex and interdependent
economic systems, it seems that only the federal government is capable of
providing financial security due to retirement, illness or disability.

Thirdly, we would like to stress the value and virtue of the principal
of social insurance as the best historically tested means to assure retire-
ment protection and to protect survivors in the event of the death of a
‘fuuy's breadwinner, and to protect against the catastrophy of disability.
The intergenerational compact expressed in our Social Security law is among
the moat basic assurances our people can offer each other. It is an
expression of the moral responsibility of people to care for each other.

In our religfous tradition; social insuranceé is considered a norm. When
it is alluded to in Papal social teaching, it is usually by nature of an-

assusption that such a mechanisa is or ought to be in phce.

19-467 O—83——14
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Finally, as I mentioned previously, our local Catholic Charities agencies
provide services for the elderly and cthers in need in virtually every county
in the United States. In the past saveral years, the frequent talk of
impending collapse of the Social Security system has left many of our elderly
clients frightenei. While solutions to the fiscal problems are soon to be
enscted, we believe that significant damagz has been done to the '"social
contract” whereby people hava placed their personal security and trust in
the integrity of Social Security, and, therefore, the solution offered to
meet present and long~range problems must reaffirm the solidity and wisdom
of the program.

In order to alleviate these fears and restore the social contract, we
urgé the rapid passage of the consensus package developed by the National
Commission on Social Security Reform. While there are individual components
to the package with which we have problems, we support the compromise as a
reasonable solution, given the complexity and urgency of the task. 1m our
judgment, the consensus package seeks a reasonable sacrifice from many in
order to promote the common good. On the whole, these sacrifices seem to
be fair and necessary if the personal security of our fellow citizens 1s to
be maintained.

Two final points. We offer our support for the development of a
supplemental retirement program for the new Federal hires who would for the
first time automatically be covered by Social Security.

Secondly, we would like explicitly to endorse mandatory Social Security
coverage for the employees of non~profit organizations. We take this
position as a federation of non~profit employers. We take it because we
believe only the widest possible participation of ocur citizens can guarantee -,
the kind of social bond the program represente. We take it because we
believe including non-profit employees in Social Security is the correct
moral decision.

Mr. Chairwan, I want to thank you for this opportunity to present our

views.
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STATEMENT OF ANDREW 8, KINSINGER, CHAIRMAN, OLD ORDER
AMISH STEERING COMMITTEE, GORDONVILLE, PA.

Senator HEinz. I would like to recognize our third witness, who
is a Pennsylvanian, Mr. Andrew S. Kinsinger, who is the chairman
of the Steering Committee of Old Order Amish of Gordonville, Pa.
Mr. Kinsinger. .

Mr. KINSINGER. Thank you, Mr. Chairman.

I appreciate the privilege of being with you today. However, I
;vould admit that I would feel more at home on a Lancaster County

arm.

For the record, I would state that I hope that we will not in any
way—it is not our intention in any way to weaken the Social Secu-
rity Act for the ones that should have social security or be in the
program. However, for religious reasons there are a considerable
amount of the Old Order Amish, the Old Order Mennonite who
would very seriously wish to be exempt and are able to be taken
care of which has been sufficient for a long time.

I speak here today as the chairman of the Old Order Amish
Steering Committee in behalf of the Amish and the Old Order
Mennonite, throughout the United States. And my main concern
today regards my brethren who are, for religious reasons, opposed
to paying or receiving social security, but to date have been unable
to be exempt from the same.

Most of you are probably aware that in 1965 a bill was passed
with the kind assistance of the then-chairman of the Ways and
Means Committee, Wilbur Mills, for religious groups able to meet
the requirements to be exempt from the Social Security Act. And
the Old Order Amish and Mennonites are very thankful for this.
However, although it is based on religion, it only exempts the self-
employed. And since we have many younger members who have
not been able to be self-employed, but are seriously opposed for re-
ligious reasons, to be covered by the Social Security Act, which has
caused them a deep religious concern, as well as feeling that it is
not fair to exempt the self-employed for religious reasons and not
their employees.

Through the deep concern and prayers of the affected members
and their brethren, we feel that Congressman Richard T. Schulze
and others have been moved to do something about this, of which
we feel most grateful. And according?v several identical bills-have
been introduced; namely, H.R. 411 and H.R. 1148, of which we hope
and pray that each of you members will support until its final pas-

e.
sa%ome of you may recall the quite recent Lee court case that was
brought before the U.S. Supreme Court by non-Amish but friends
of the Old Order Amish. . )
Lee was an Amish farmer and carpenter. And had a valued
social security exemption. He had several other Amish men work-
ing for him who also held a social security exemption. But since
they were Lee’s employees, the exemcﬁtion was not considered valid.
However, Lee, for religious reasons, did not withhold social security
from their pay so the IRS threatened to take their small farm and
home. The non-Amish neighbors were sympathetic with Lee and
took the case to the district court where the court held in favor of
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the Amish. The case was then appealed to the U.S. Supreme Court
where they ruled against Mr. Lee with the remark that it would be
detrimental to the Social Security Act to relieve certain religious
groups from social security through the courts. They did, however,
suggest that it should be a minor matter for Congress to relieve the
Amish employees, as they did relieve the self-employed in 1965,
and that TCWoUId possibly save the Government money by doing so.
I will admit that I felt it a fair rulini

You may ask, How could it save the Government money? Under
the proposed bill, should an employee with an approved exemption
work for an employer with no exemption, social security would be
withheld, but only the employee’s share would be refunded. Also,
when an application for exemption is filed, applicant signs to the
effect that he-will not be eligible for social security or medicare.

The same procedure would be used for processing and making its
finding as to eligibility as is presently used for self-employed. You
may wonder why there is a need for an exemption. Why not pay in,
but just not colfect? First, we are religiously opposed to be in the
social security system in any form. And further, should the father
willingly go along and pay into the system, but not collect, it would
only lead to a strong temptation for the next generation to pay into
the system and also collect. We strongly believe that a good exam-
ple speaks louder than words. We are admonished through the
Bible and our church to be a humble, peaceable, and law-abiding

ple, but when law and religion conflict, then we have no choice
ut to humbly stand for our religion.

I have seen time and again where a checking account or savings
account was taken right from the bank, which hurt deeply and was
needed badly, being in the thousands, but applicant will in no way
try to collect social security.

You may say or think that if we excuse these people from the
Social Security Act, what will keep them from requesting exemp-
tion from taxes that are used for military and so forth. This is not

“the case. And again, we are admonished by our church and the
New Testament to pay our legal and due taxes as Jesus directed
his disciples to pay. at the Government does with the money is
up to them, and if social securi? were a tax, as at times claimed,
there would be no problem. And we would willingly pay, but it is
considered by the Amish group as an insurance of which they are
religiously opposed to. Even the original title, old age and survivors

-insurance, brings this out. -

Should I finish this?

Senator HEINZ. Please continue.

Mr. KINSINGER. We would not wish to condemn or in any way
weaken or interfere with the social security program for the ones
that want it. But we would humbly plea that our employees also be -
excused from social security as the self-employed were excused so
they need not with a troubled conscience seek ways to avoid the
social security program. The Amish are only human and not as
?erfect as our non-Amish would take us to be, and not near as per-

ect as we would like to be. And we would not wish to be a burden
to our Government or men in authority or to be a hindrance to
anyone. We desire no financial assistance from our State or Feder-
al governments in any way. But, again, we would humbly plea that
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we be allowed to take care of our own in our own way as through
alms and brotherly love, as has always been our custom, and has
been sufficient to this day. ‘

Several years past, workmen's compensation and unemployment .
were made compulsory in the State of Pennsylvania. Through the -
assistance of our State men in authority, a bill was introduced to
excuse certain religious groups that would meet the requirements,
patterned after the 1965 Social Security Exemption bill. And it was
passed by the Senate and the House with 100 percent in favor. Can
we depend on our Federal House and Senate to do the same?

We thank you honorable men in authority kindly, and do wish
each and everyone the grace and blessing of God in your many
tasks ahead.

Senator HEinz. Mr. Kinsinger, thank you very much.

[The prepared statement of Mr. Kinsinger follows:]
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PREPARED STATEMENT OF ANDREW S. KINSINGER, CHAIRMAN, OLD ORDER AMISH
STEERING COMMITTEE

HONORABLE COMGRESSIONAL MEMBERS, I APPRECIATE THE PRIVILEGE OF
BEING WITH YOU TODAY; HOWEVER, | WILL ADMIT THAT | WOULD FEEL MORE AT
HOME ON A LANCASTER COUNTY FARM.

| SPEAK HERE TODAY AS CHAIRMAN OF THE OLD ORDER AMISH STEERING
COMMITTEE, IN BEHALF OF THE AMISH AND OLD ORDER MENNONITE, THROUGHOUT- THE
UNITED STATES, AND MY MAIN CONCERN TODAY REGARDS MY BRETHREN WHO ARE, FOR
RELIGIOUS REASONS, OPPOSED TO PAYING OR RECEIVING SOCIAL SECURITY BUT TO
DATE HAVE BEEN UNABLE TO EXEMPT FROM SAME.

MoST OF YOU ARE PROBABLY AWARE THAT IN 1965 A BILL WAS PASSED WITH THE
KIND ASSISTANCE OF THEN CHAIRMAN OF THE WAYS AND Means ComMiTTee, WILBUR
MILLS, FOR RELIGIOUS GROUPS ABLE TO MEET THE REQUIREMENT TO BE EXEMPT FROM
THE SOCIAL SECURITY ACT, AND THE OLD ORDER AMISH AND MENNONITES ARE
VERY THANKFUL FOR THIS, HOWEVER, ALTHOUGH 1T 1S BASED ON RELIGION, IT
ONLY EXEMPTS THE SELF~EMPLOYED, AND SINCE WE HAVE MANY YOUNGER MEMBERS,
WHO HAVE NOT BEEN ABLE TO BE SELF-EMPLOYED BUT ARE SERIOUSLY OPPOSED,
FOR RELIGIOUS REASONS, TO BE COVERED BY THE SOCIAL SECURITY ACT, WHICH
HAS CAUSED THEM A DEEP RELIGIOUS CONCERN, AS WELL AS A FEELING THAT 1T
IS NOT FAIR TO EXEMPT THE SELF-EMPLOYED FOR RELIGIOUS REASONS, AND NOT
THEIR EMPLOYEES. .
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THROUGH THE DEEP CONCERN AND PRAYERS OF THE AFFECTED MEMBERS, AND
THEIR BRETHREN, WE FEEL THAT CONGRESSMAN RICHARD T. SCHULZE AND OTHERS,
HAVE BEEN MOVED TO DO SOMETHING ABOUT THIS, OF WHICH WE FEEL MOST
GRATEFUL AND ACCORDINGLY SEVERAL IDENTICAL BILLS HAVE BEEN INTRODUCED,
NameLy H.R. U411 anp H.R. 1143, OF WHICH WE HOPE AND PRAY THAT EACH OF
YOU MEMBERS WILL SUPPORT UNTIL I1TS FINAL PASSAGE,

SOME OF YOU MAY KECALL THE QUITE RECENT LEE COURT CASE THAT WAS
BROUGHT BEFORE THE U.S. SupREME COURT BY NON AMISH BUT FRIENDS OF THE
OLp ORDER AMisH.

LEE wAS AN AMISH FARMER AND CARPENTER, AND HAD A VALUED SOCIAL
SECURITY EXEMPTION, HE HAD SEVERAL OTHER AMISH MEN WORKING FOR HIM, WHO
ALSO HELD A SOCIAL SECURITY EXEMPTION, BUT SINCE THEY WERE LEE’S EMPLOYEES,
THE EXEMPTION WAS NOT CONSIDERED VALUED. HOWEVER, LEE, FOR RELIGIOUS
REASONS, DID NOT WITHHOLD SOCIAL SECUTIRY FROM THEIR PAY SO THE I.R.S.
THREATENED TO TAKE THEIR SMALL FARM AND HOME. THE NON AMISH NEIGHBORS
WERE SYMPATHETIC WITH LEE AND TOOK THE CASE TO THE DISTRICT COURT WHERE
THE COURT HELD IN FAVOR OF THE AMISH, THE CASE WAS THEN APPEALED TO THE
UNITED STATES SUPREME COURT WHERE THEY RULED AGAINST MR. LEE WITH THE
REMARK THAT IT WOULD BE DETRIMENTAL TO THE SOCIAL SecURITY AcT TO
RELIEVE CERTAIN RELIGIOUS GROUPS FROM SOCIAL SECURITY, THROUGH THE COURTS,
THEY DID, HOWEVER, SUGGEST THAT 1T SHOULD BE A MINCR MATTER FOR CONGRESS
TO RELIEVE THE AMISH EMPLOYEES, AS THEY DID RELIEVE THE SELF-EMPLOYED
IN 1965, AND THAT IT WOULD POSSIBLY SAVE THE GOVERNMENT MONEY BY DOING
sO, | WILL ADMIT THAT | FELT IT A FAIR RULING,
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YOU MAY ASK, HOW COULD IT SAVE THE GOVERNMENT MONEY? UNDER THE
PROPOSED BILL, SHOULD A’ EMPLOYEE WITH AN APPROVED EXEMPTION WORK FOR A
EMPLOYER WITH NO EXEMPTION, SOCTAL SECURITY WOULD BE WITHHELD, BUT ONLY
THE EMPLOYEES' SHARE WOULD BE REFUNDED. ALSO, WHEN AN APPLICATION FOR
EXEMPTION IS FILED, APPLICANT SIGNS TO THE EFFECT THAT HE WILL NOT BE
ELIGIBLE FOR SOCIAL SECURITY OR MEDICARE.

THE SAME PROCEDURE WOULD BE USED FOR PROCESSING AND MAKING ITS
FINDING AS TO ELIGIBILITY AS IS PRESENTLY USED FOR SELF-EMPLOYED, YOU
MAY WONDER WHY THERE IS A NEED FOR AN EXEMPTION, WHY NOT PAY IN, BUT
JUST NOT COLLECT? FIRST WE ARE RELIGIOUSLY OPPOSED TO BE IN THE SOCIAL
SECURITY SYSTEM IN ANY FORM, AND FURTHER SHOULD THE FATHER WILLINGLY GO
ALONG AND PAY INTO THE SYSTEM, BUT NOT COLLECT, IT WOULD ONLY LEAD TO
A STRONG TEMPTATION FOR THE NEXT GENERATION TO PAY INTO THE SYSTEM AND
ALSO COLLECT. WE STRONGLY BELIEVE THAT A GOOD EXAMPLE SPEAKS LOUDER
THAN WORDS., WE ARE ADMONISHED THROUGH THE BIBLE AND OUR CHURCH TO BE
A HUMBLE, PEACEABLE AND LAW-ABIDING PEOPLE, BUT WHEN LAW AND RELIGION
CONFLICT, THEN WE HAVE NO CHOICE BUT TO HUMBLY STAND FOR OUR RELIGION,

1 HAVE SEEN, TIME AND AGAIN WHERE A CHECKING ACCOUNT, OR SAVINGS
ACCOUNT WAS TAKEN RIGHT FROM THE BANK, WHICH HURT DEEPLY AND WAS NEEDED
BADLY, BEING IN THE THOUSANDS BUT APPLICANT WILL IN NO WAY TRY TO
COLLECT SOCIAL SECURITY,

YOU MAY SAY OR THINK THAT IF WE EXCUSE THESE PEOPLE FROM SOCIAL
SECURITY, WHAT WILL KEEP THEM FROM REQUESTING EXEMPTION FROM TAXES THAT
ARE USED FOR MILITARY, ETC.? THIS IS NOT THE CASE, AND AGAIN WE ARE
ADMONISHED BY OUR CHURCH AND THE NEW TESTAMENT TO PAY OUR LEGAL AND DUE
TAXES AS JESUS DIRECTED HIS DISCIPLES TO PAY. WHAT THE GOVERNMENT DOES
WITH THE MONEY IS UP TO THEM, AND IF SOCIAL SECURITY WERE A TAX AS AT
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TIMES CLAIMED, THERE WOULD BE NO PROBLEM, AND WE WOULD WILLINGLY PAY,
BUT IT IS CONSIDERED BY THE AMISH GROUP AS AN INSURANCE,OF WHICH THEY
ARE RELIGIOUSLY OPPOSED TO. EVEN THE ORIGINAL TITLE, OLD AGE AND
SURVIVORS INSURANCE BRINGS THIS OUT. - \
A WE WOULD NOT WISH TO CONDEMN, OR IN ANY WAY WEAKEN OR INTERFERE
WITH THE SOCIAL SECURITY PROGRAM FOR THE ONES THAT WANT IT, BUT WE WOULD

HUMBLY PLEA THAT OUR EMPLOYEES ALSO BE EXCUSED FROM SOCIAL SECURITY
AS THE SELF-EMPLOYED WERE EXCUSED, SO THAT THEY NEED NOT WITH A TROUBLED
CONSCIOUS SEEK WAYS TO AVOID THE SOCIAL SECURITY PROGRAM, THE AMISH ARE
ONLY HUMAN, AND NOT AS PERFECT AS OUR NON AMISH NEIGHBOR WOULD TAKE US
TO BE, AND NOT NEARLY AS PERFECT AS WE WOULD LIKE TO BE, AND WE WOULD
NOT WISH TO BE A BURDEN TO OUR GOVERNMENT OR MEN IN AUTHORITY OR TO BE
A HINDERANCE TO ANYONE:

WE DESIRE NO FINANCIAL ASSISTANCE FROM OUR STATE OR FEDERAL GOVERN-
MENT IN ANY WAY, BUT AGAIN WE WOULD HUMBLY PLEA THAT WE BE ALLOWED TO
TAKE CARE OF OUR OWN IN OUR OWN WAY,.AS THROUGH ALMS AND BROTHERLY LOVE As
AAS ALWAYS BEEN OUR CUSTOM AND HAS BEEN SUFFICIENT TO THIS DAY, ;

SEVERAL YEARS PAST, WORKMANS COMPENSATION AND UNEMPLOYMENT WERE
MADE COMPULSORY IN THE STATE IN PENNSYLVANIA, THROUGH THE ASSISTANCE
OF OUR STATE MEN IN AUTHORITY, A BILL WAS INTRODUCED TO EXCUSE CERTAIN
RELIGIOUS GROUPS THAT WOULD MEET ‘THE REQUIREMENTS, PATTERNED AFTER THE
1365 SOCIAL SECURITY EXEMPTION BILL, AND [T WAS PASSED BY THE STATE
SenaTE AND House wiTH A 100% IN FAvOR. CAN WE DEPEND oN OUR FeDErAL House
AND SENATE TO DO THE SAME? - ' : .

W THANK YOU HONORABLE MEN IN AUTHORITY, KINDLY, AND DO WISH EACH
AND EVERY ONE, THE GRACE AND BLESSING OF GOD IN YOUR MANY TASKS AHEAD.
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Senator HEINZ. I find your statement extraordinarily refreshing
and eloquent. Perhaps that’s because I have just waded about half
way through James Michener’s book, Covenant, which is the story
of the country of South Africa. It was founded with a great deal of
religious fervor. And what is refreshing to me is to hear a fellow
American say that where there is a conflict between a law and reli-
gion then we have no choice but to humbly stand for our religion.
You don’t hear many people speak out for their beliefs, even in this
august body, to that extent. It's very refreshing.

1 have a couple of questions I would like to put to you. I didn’t
hear Mr. Bookbinder’s or all of Sister Serena’s testimony. This is
regarding the exemption that you request.

As you correctly point out, there was an exemption of the self-
employed Amish in the law in 1965. And at that time, that exemp-
tion seemed to settle the problem to meet the needs of most of the
Amish. Since then, you indicate the kind of employment for Amish
men has changed somewhat. Could you describe just a little bit
more for the record how this employment situation has changed,
gnwhg)t kinds of employment young Amish men are likely to be
in today?

Mr. KINSINGER. Even in 1965 when they did pass the bill for the
self-employed, we would have been grateful if they would have in-
cluded the employees. But Mr. Mills, the chairman of the Ways
and Means Committee, explained, “Let this work for a couple of
years and see how this works. If this seems to be satisfactory, we
can put an amendment to it.” ‘ :

Now this has gone on for quite some years. But it has changed
considerably since 1965. In one way, the population has increased.
In another way, the values of farms have increased considerably
since 1965. A young farmer—it takes a considerable amount of
money to purchase a farm and start farming. The Amish live in
communities pretty well. They have to keep spreading out, and
spreading out, and getting more farms, and more farms. And this
. takes a considerable amount of money. '

Now, for that reason, usually they will work as an employee for -
a longer period of time before they are able to purchase their
farms. And in so doing, they are just as religiously opposed to
social security as their employer who they are working for if it so
happens that it happens to be an Amish employer. Although under
the law there is really no exemption for an employee——

Senator HEiNz. Even if they are working for an Amish employer?

Mr. KiNsiINGER. That’s right. A lot of them already hold an ex-
emftion form, approved exemption form, for anything that they
will do. That is, self-employed. But being that they are an employ-
ee, the exemption form is invalid. It's only for self-employed. .

Senator HEiNz. Now, you said this in your testimony and I just
wanted to emphasize it. If you are seeking an exemption which, if
granted by the Congress, would achieve the following. It would
allow a non-Amish employer to employ an Amish employee. The
Amish employee would not pay the so-called emplo?_'ee's portion of
social security, and would sign a waiver of all benefits at any time
in the future against medicare and social security and against dis-
ability that would bind them forever. :
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On the other hand, the employer would still be liable for his half
of the social security tax.

Mr. KINSINGER. Right.

Senator HeiNz. And you point out—and I think correctly—that
this would benefit the social security system.

Mr. KINSINGER. Right.

Senator HEiNz. Now the original exemption for self-employment
was based on the assumption that this employment was primarily
farming, and in the agriculture community there would be a capac-
ity to support the members in the event of disability or poverty in
old age or medical need. In considering whether that kind of com-
munity attention to the needs of the Amish will still be available
for younger people, it forces us to ask the question: How many of
those Amish who work for the non-Amish are going to remain in
what is fundamentally an Amish community?

Mr. KINSINGER. I would say a big majority. I wouldn’t be able to
state any definite figures, but only a small percent would not stay
with the Amish regardless of whether they are in agriculture work-
ing for an Amish farmer or not, they would still be taken care of
by the Amish community as long as they are Amish members.

Now you are probably aware that when an exemption is signed
we are also requested in an exemption that the religious body of
the church signs, the bishop signs—we are requested that if he
changes his religion, in other words if he changes his membership
from the Amish church to some non-Amish church, he——

Senator Heinz. He would then forfeit his exemption.

Mr. KiNsINGER. That’s right. He would report this to the social
security department. And if this particular group where he is now
a member is not on the books of the social security or in the file of
the social security on the exemption file, he would lose his exemp-
tion. And if he loses his exemption, he will have a chance to again
start building up social security points.

Senator HEINz. If my colleagues will permit me one last ques-
tion. For that small proportion of Amish who will go and, let's say,
work in industrial employment, but who maintain their religion
and who would, therefore, still qualify for the exemptions, do you
foresee any problems for them as they age, as they become more a
part of a non-Amish society by virtue of the fact that they have
forfeited their social security, old age, disability, and medicare
benefits? )

Mr. KINSINGER. I do not for the simple reason that if they are
not a true Amish, they will not request a social security exemption.
They wish to have the social security. And only if they stay with
the Amish group will they request, ordinarily, for an exemption.
And even if they change their mind, they will automatically have
the privilege to cancel the exemption, and social security would
cancel it themselves if they are aware of it. And they will again
have the chance to become part of the social security program.

Senator Heinz. Thank you very much.

Senator Moynihan?

Senator MoYNIHAN. Mr. Chairman, I would like to especially wel-
come Sister Serena to our council here, and welcome in particular
a kind word about the role of all branches of government. We
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haven’t heard as much about it as we used to. And it is very
thoughtful of you.

Sister SERENA. Thank you, Senator.

Senator MoYNIHAN. And I welcome both Mr. Bookbinder and
you, sir. .

Let me just say to Sister Serena, on your two final points, we
very much intend to have a supplemental retirement system for
Federal employees to enter in the future. That will put the Federal
employees in a position, which is very common right now, where
they would have social security and then a supplemental retire-
ment system through their employer. It's an anomaly that employ-
ees of the Social Security Administration don’t belong to social se-
curity. It’s just something we inherited from the early, somewhat
chaotic arrangements.

You might want to know—and I think you all might be interest-
ed to know—Senator Heinz, I don’t think you were here when we
got this testimony yesterday—that almost half the persons who
enter Federal employment don’t remain long enough to divest it of
any retirement benefits. They would have had to remain in the
system for 5 years. And when they leave, they can take their own
contribution out, but the Federal Government contribution is lost
to them entirely. Whereas, were they covered by social security
during the 3 or 4 years that they worked, they could take the accu-
mulated benefits with them. Most of them are young and never
think they are going to get old, and couldn’t care less. But the fact
of the matter is that it would be a true benefit to them.

We very much intend to do this. And we will. And we thank you
very much for your support. Pray for us to get this done by Easter,
will you? It's almost in our hands. We just need to keep moving.
And a little spiritual support helps a lot.

And to you, sir, may I say that it seems to me the requests you
make are totally reasonable and entirely manageable. There are
some difficulties on the edges of any such arrangement, but clearly
this committee and this Congress has no intention to violate the re-
ligious beliefs of any group. And I am sure we can meet those re-
quests.

At least I hope we can. And may I say, as Senator Heinz knows,
Representative Schulze was here yesterday and .did speak to that.

Thank you very much.

Sister SERENA. Thank you.

Mr. BookBINDER. Thank you.

Mr. KINSINGER. Thank you.

Senator Heinz. I think Senator Durenberger still has——

Senator MoYNIHAN. We are not through with you yet.

Senator HEINz. The chairman will observe that this is such a
good panel that we just can’t let you off the hook this easily. Before
I recognize Senator Durenberger, I would just say to Mr. Kinsinger
that I am convinced that there will be absolutely no problem of
any kind in securing the kind of exemption that not only you have
made quite a good case for, but that the Supreme Court really in-
vited the Congress to make.

Senator Durenberger? :

Senator DURENBERGER. Thank you.
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There is in the other half of your concluding statement—and be-
cause we have witnesses of contrary testimony following you—I
need to ask you about the statement, “We would like explicitly to
endorse mandatory social security coverage for the employees of
nonprofit organizations. We take this position as a federation of
nonprofit employers.”

First question: Does that include the Catholic hospitals or not?

Sister SERENA. No. That includes the National Conference of
Catholic Charities, although any diocese of Catholic Charities also
relates and Las the conduct of Catholic hospitals, but that is not
universal. )

Senator DURENBERGER. Then let me ask you just one part of a
second question. If the Catholic hospitals are not included in there,
the testimony that we will hear subsequently has, in effect, two
premises for seeking an exclusion for nonprofit hospitals. One
premise is the high cost of health care in this country. The testimo-
ny will indicate, at least in this particular case with this particular
hospital, a per patient per day revenue increase of $67 as a differ-
erllce between social security and their own alternative benefit
plan.

But the second reason is the one that would reach into your af-
filiates, and that is that social security is two separate pieces of leg-
islation. One, the Social Security Act, which sets forth benefits, and
the other, the FICA, which is a tax act. And the statement is made,
“The precedent for further Federal taxation of churches, schools
and hospitals would be established by mandating social security
coverage.”’

b Does that bother you or your organization at all? Sister Serena. I
aven’t—— . : :

Senator DURENBERGER. If you haven’t focused on it, that's OK.

Sister SERENA. I didn’t think that was the reality of it. I know
the Government—I didn’t think that was part of this issue.

Senator DURENBERGER. All right. Thank you. -

Hy, do you have an observation on that?

Mr. BookBINDER. No, not on that. We have no problem with cov-
erage at all, but we didn'’t testify to that.

May I say to my good friend Senator Moynihan that you started
out with such satisfaction that the Sister had said a good word for
Government, and you ended up interestingly enough by saying
pray for us. So it brought to mind then a quotation—one of my fa-
vorites—of Rabbi Hanina, back 2,000 years ago when he said,
“Pray for the welfare of the Government since but for the awe
thereof men would swallow each other alive.”

Sister SERENA. Pretty good. [Laughter.]

Senator HEINZ. Senator Durenberger, thank you.

Sister SERENA. I guess I would like to say to Senator Duren-
berger that in our diocese our bishops have called a halt to any
hospitals pulling out of social security.

Senator DURENBERGER. Thank you very much for your testimony.

Senator HeiNz. Thank you very much.

Our next panel consists of Mr. John C. Gavras, Mr. Donald Van-
dergrift, Mr. Howard Rohan, and Mr. Floyd Kinkead.
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STATEMENT OF JOHN C. GAVRAS, PRESIDENT, DALLAS/FORT
WORTH HOSPITAL COUNCIL, DALLAS, TEX.

Se;xator HeiNz. Mr. Gavras, would you please be our first wit-
ness? - -

Mr. GAVRAS. Thank you, Mr. Chairman. ~ -

I am John C. Gavras, president of the Dallas/Fort Worth Hospital
Council, a nonprofit orﬁanization representing 66 member institu-
tions, all of which are hospitals located in the greater Dallas/Fort
Worth area.

I am here today to testify on behalf of five hospitals in that area.
Since 1934, when Congress instituted the social security program,
nonprofit organizations have been exempt from mandatory social
security coverage. Indeed, under the regulatory system that has
been in place these many decades, nonprofit organizations have
been required to elect to participate in social security or find an-
other method to provide their employees with comparable social se-
curity benefits. Many nonprofit organizations have developed their
own emgloyee benefit plans, and have never participated in the
system. For various reasons, many others have left the system over
the years and shaped their own employee benefit arrangements.

Now, in a report that has been issued in January of this year,
the National Commission has recommended mandatory coverage of
all employees of nonprofi¢ organizations effective January 1, 1984.
It seems to me that ordinarily it would be fair to suggest that orga-
nizations that have never participated in the social security system
or have chosen to participate no longer should, in effect, be grand-
fathered if such rules are to be changed. Indeed, the Commission
has chosen to treat State and local governments in this fashion. I
E;efer this method of treatment for nonprofit hospitals because I

lieve it to be most fair. The Commission has recommended that
the Federal Government begin to participate in the social security
program. The Federal Government has, in the past, operated a sep-
arate pension program for its employees. And, understandably,
ought to be permitted a transition period during which it can move
into full participation in social security.

As a result, the Commission recommended that only new Federal
employees be required to participate in the social security program.
Frankly, Mr. Chairman and members of this distinguished commit-
tee, I believe that Congress at the very least and in the spirit of
fairness ought to adopt the same approach that has been recom-.
mended for Federal employees in the case of employees of nonprof-
it hospitals that are outside the social security system at this time.

I would like to bring to this committee’s attention what is about
to happen to one employee at Harris Hospital Methodist in Fort
Worth. This story can be reﬁ)eated 160 times because there are 160
employees at the hospital who are at least 56 years of age.

Mary Jane is a nurse who earns the hospital’s averaﬁe salaﬁ' of
approximately $18,200 a year. Mary Jane is 58 years of age. Mary
Jane plans to retire in 7 years at age 65. She will pay approximate-
ly $1,300 per year to social security. And with modest pay raises,
she will pay in excess of $12,000 in social security in the next 7
years, of which the hospital will match. Mary Jane will not receive
one dime of benefits upon retirement at age 65 from social security.
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Another employee at age 67 will pay in excess of $20,000 and re-
ceive nothing in social security benefits. The employee is not at
{ault, but neither is the hospital. They both complied with existing

aw.

In 1982, Harris Hospital Methodist provided over $1 million in
indigent care, exceeding their Hill-Burton requirement by a great-
er than 25-percent margin. They also provided to the community
$350,000 in health care education. They also provided health career
scholarships that exceeded $78,000. And $% million was spent by
their social services department for families of loved ones who were
in the hospital yet their family did not have money for lodging,
long-distance calls, or maybe they needed assistance in identifying
special hospitals with special services. And what about the many
man-hours and finances for legal assistance to obtain court orders
to provide infants necessary blood transfusions to save lives?

The point I am trying to make, gentlemen, is that the hospital is
community minded. It understands its responsibilities to the com-
munity. You may hear complaints about high medical bills, but I
see every day one particular hospital that every time it opens its
door in the morning provides $5,000 per day of community service.
This totals $1,650,000 per year.

In essence, Harris is a community-minded hospital, and it has op-
erated under long-range plans that have been developed over dec-
ades that assumed continued use of their own retirement program.
Now suddenly this new social security program will impose dra-
matically increased costs and an entirely different retirement pro-
gram immediately.

The system itself will incur some $35 million of increased costs -
through 1989.

I have two more sentences. May I complete it?

Senator HEINz. Please do.

Mr. GAvras. Would it be fair for this committee to permit this
hospital at the very least a short period of transition to adjust to
this dramatic change? Harris Hospital Methodist is not asking to
be excluded from social security. They ask for a phase-in. No more,
no less than what is provided for Federal employees. '

Gentlemen, when you consider Mary Jane, the nurse, and when
you consider the 1,600,000 community obligations that the hospital
is fulfilling, I cannot believe that our Government can find it diffi-
cult to provide that equity.

Mr. Chairman, I would like to submit to the committee some
draft language that would provide for such a transition period and
recoupment of cost under TEFRA. - ’

Senator Heinz. Without objection, that will be made a part of
the record.

(The prepared statement of John C. Gavras and the draft lan-
guage follow:] )
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PREPARED STATEMENT OF JOHN C. GAVRAS, PRESIDENT, DALLAS/FORT WORTH
HospitaL COUNCIL

Senate Finance Committee

I am John C. Gavras, President of the Dallas-Fort Worth Hospital Couneil ("Council™.
The Counecil is located at 2708 Inwood Road, Dallas, Texas 75235 (214-357-0139). The
Council is a non-profit organization representing 86 member institutions, all of which are
non-profit hospitals located in the greater Dallas/Fort Worth area. [ am here today to
testify on behalf of certain member hospitals affected by the pending Social Security
reform proposal, including Baylor University Medical Center, Fort Worth Osteopathic
Medical Center, Harris Methodist Health Systems, Memorial Hospital of Garland and
Methodist Hospitals of Dallas. These five hospitals provide 4,354 hospital beds for greater
Dallas/Fort Worth.

DISCUSSION

Since 1934, when Congress instituted the Social Security program, non-profit
organizations have been exempt from mandatory Social Security coverage. Indeed, under
the regulatory regime that has been in place for these many decades, non-profit
orgmiza;lons have been required to elect to participate in Social Security or find another
method to provide their employees with comparable Social Security benefits. Many non-
profit organizations have developed their own employee benefit plans and have never
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participated in the system; for various reasons, many others have left the system over the
years and shaped their own employee benefit arrangements. Now, in a report that was
issued in January of this year, the National Commission on Social Security Reform
("Commission™ has recommended mandatory coverage of all employees of non-profit
organizations, effective as of January 1, 1984, "

Let _me say at the outset that we recognize that our nation faceés a serious and
immediate need to stabilize and strengthen the Social Security system. In our view, the
Commission has done a commendable job in developing a relatively balanced set of
proposals to provide near-term support for the Social Security system. The Commission
has called upon all Americans — young and old, employer and employee, those who have
participated in the past and those who have not — to throw in to rescue the program.

I am not here today to ask you to exempt non-profit hospitais from sharing in this
rescue effort. It seems to me that ordinsrily it would be falr to suggest that
organizationsg that have never participated in the Social Security system, or have chosen
to participate no longer, under rule] “sanctioned in the past by Congress as being
consistent with Federal policy, should, in effect, be "grandfathered” if such rules are to be
changed. Indeed, the Commission has chosen to treat state and local governments in this
fashion. However, even though I prefer this method of treatment for non-profit hospitals
because I believe it to be most fair, I will not recommend it today.

The Commission has recommended that the Federal government begin to partici-

pate in the Social Security program. The Federal government has in the past operated a
separate pension program for its own employees and, understandably, ought to be

19-467 0—83—16
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permitted a transition period during which it can move into full participation in Social
Security. As a result, the Commission recommended that only new Federal employees be
required to participate in the Soclal Security program, thus providing a gradual phase-in.

Frankly, Mr. Chairman ant; members of this distinguished Committee, I believe the
Congress, at the very least, and in a spirit of fairness, ought to adopt the same approach
that has been recommended for Federal employees in the case of employees of non-profit
hospitals that are outside the Social Security system at this time.

To repeat, you have been advised to provide a transition period for the Federal
government. You have been advised to grandfather permanently a whole class of state
and local governnients, some of which operate hécplta,ls that compete with non-profit
health care institutions. Yet, no real adfustment period has been suggested for non-profit
organizations. While I am prepared to accept the recommendation that non-profit
hospitals ought to join the ranks of other Americans In solving the problems fdctm the
Social Security program, 1 do not understand why of all the parties being required to join
or re-join the Social Security system, a unique burden is to be imposed upon non-profit
healith care organizations. A transition period ought to be permitted so that these
orgenizations can adjust their pension programs, revise their multi-year budgets, accom-
modate the many changes that will be requ!rod under this new Federal regime, and give
protection to older workers covered by private plans who are nearing retirement.

We understand that government records show that there are 36 non-profit health
care orgtniutiom which have withdrawn from Social Security. Requiring every single
one of these organizations to participate immediately in Social Security will only generate
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approximately $425,000,000 in revenue for the Social Security system for the rest of the
decade. If the rule proposed for Federal employees is adopted for these same 36
organizations, revenue flowing into the Soclal Security system from them will still amount
to approximately $260,000,000 over the rest of the decade. Thus, if the Federal employee
rule is applied to these non-profit health care institutions, most of the revenue sought to
be raised by the Corpmiuion from these institutions over the short-term would in fact be _
raised, and the non-profit hospitals would at the same time be granted a meaningful and
important transition period within which to come into the system.

Non-proﬂt organizations consist ot religious, educational, health care and other
types of servtci organigations. I do not intend to address special concerns of all non-
profit institutions here today, because my expertise is directed to the special problems
and conditions of non-profit health care institutions. Out of fairness and an appreciation
for other important Federal policies and goals in the health:care area that I do not believe
the Commissidn considered, I believe a phased transition into Social Security for non-

profit hospitals is appropriate.

Pirst, although it may appear elementary, I want to stress that a "non-profit health '
care institution” is just what its name implies. It is an institution that provides health
care services, with excess reirerpues over expenses being channeled into medical education,
purchases of equipment and tbq’_ér‘ovhlon of medical care for the Indigent. It does not pay
dividends to wealthy investors. It cannot be found in the financial pages of the Wall
Street Journal [t relies hesvily upon contributions and donations that are made by
voluntary civic and religlous organizations. The only "dividends" that it is motivated to
pay and does pay are its own contributions to the general public in the form of medical
research and education and free or below cost medical care to the medically needy. )



222

?or example, five of the member institutions represented here today provided a
total of $9,203,289 in medical research and oduc_ntion during their last fiscal year. These
same five member institutions provided a total of $4,875,898 in indigent care during this
same fiscal year. Of this, $3,687,436 was in excess of their mandated Hill-Burton
obligation. These same institutions are also the ones that provide medical services which
are far too costly to be monetarily profitable, such as the provision of kidney transplanta-
tion and specialized neo-natal intensive care services. Ido not intend to criticize the for-
profit hoepital, hut I want to streas that these critically important, valuable, and
expensive services are generally and predominantly provided in our country by health care
institutions that do not operate for profit, but use whatever remaining funds they have
from year to year to support such services. "

We have found in Texas that the non-profit health care institutions that carry the
largest social obligations are those non-profit hospitals serving large urban metropolitan
areas. These are areas that are traditionally ignored by for profit institutions, for
whatever reason. It is precisely these hospitals tb‘t are generally experiencing the most
substantizl cost pressures, and it is these hospitals who have tried to find a more cost-
effective way of providing employee benefits for thelr employees.

A unique, additional problem that will now inadvertently and unfairly confront non-
profit health care institutions that must join or re-join the Social Security system will be
the inabllity of such institutions to recoup through Medicare any of their sudden increase
in retirement costs. The Tax Equity and Fiscal Responsibility Act of 1982 ("TEFRA™
provides an additional Medicare reimbursement limitation to be Imposed upon in-patient .
health care service providers. This limitation applies to all cost reporting periods
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beginning on or after October 1, 1982, It limits Medicare relmbursement to a targeted
amount of acceptable cost increases. This targeted amount is 7.9% in 1983 and 8.6% in
1984, Hospital costs are presently increasing at a rate of 14% per annum,

The target rate limitation rules contain an inherent unfairness when one realizes
that any increased Social Security costs will not be a part of a hospital's base year for
purposes of applying the 7.9% and 8.6% reimbursement caps. Thus, for all practical
purposes, increased Social Security costs will go unreimbursed for Medicare purposes.
FPairness requires change to the new TEFRA Medicare rules to allow a complete pass
through of unexpected, increased Social Security costs for purposes of the target rate
limitation, as happens in the case of capital and equipment expenditures.

While I do not want to take the Committee's time to address health issues
generally, I do want to ask the members of this Committee an important question. We are
in an era of health care cost containment. Hospitals are facing $1.7 billion in Medicare
costs cuts in 1983. We are mandated to provide indigent care by the Federal government.
We have been paid, and continue to be paid, less than our cost by the Medicare program.
The elderly population continues to grow, and with it, the subsidy required from our
hospitals to cover the shortfall in the cost of operating our nation's Medicare system.
Gentlemen, if Congress continues to place additional monetary burdens on the country's
health care system (like that of increased Social Security costs), where will the member
ﬁuﬁmﬁoru of that system, particularly those that are non-profit, obtain the funds
required to continue to provide the type of medical care the citizens of our great nation
have come to deserve and expect? Painful alternatives emerge - increasing charges for
services, cutting back on scme services (e.g., indigent care and medical education and
research) or both.



224

In addition to considering the effects of mandatory imposition of Social Security
coverage on non-profit health care institutions and health care cost containment policies,
Congress must also consider the effect of such decision on the hospitals’ employees.
Older hospital employees may be too old to obtain the ten years of putlc‘lpauon required
to qualify for Social Security benefits. Thus, by mandating that such individuals be
included in Social Security, the Commission's proposal, if adopted by Congress, will force
both the employee and the employer to contribute to a system under which the employee
has no hope to obtain any return. At the same time, Congress is effectively foreclosing
the employee's ability to participate in his present retirement plan and to accrue further
meaningful benefits. In essence, Congress is asking this category of employees to bear a

- hardship that seems inequitable. -

The Commission's proposal would also do away with so-called "windfall® benefits
which may be realized by some employees who have only participated in Social Security
for a relatively short period of their working lives. If the Commission's recommendation
on this point becomes law, Congress will be mandating not only that these employees
participate in Social Security and personally contribute a portion of their earnings to that
system, but will also increase the cost of present hospital retirement plan arrangements
that are offset in part by Social Security benefits. This result is extremely unfair in that
it imposes yet another cost increase on hospitals who have done nothing more than play by
the rules of current Sooial Security provisions affecting non-profit institutions.

In sum, we recommend that non-profit health care institutions be subject to
mandatory Social Security coverage, but through a phase-in approach like that recom-
mended for the Federal government employees. . In addition, we recommend that the
TEFRA Medicare amendments be changed to allow increased Social Security and related
payroll costs resulting from mandated coverage to be fully reimbursed by Medicare.

Mr. Chairman, we are prepared to step forward to co our part. In the interest of
fairness and sound health policy, however, and in view of this fundamental change in
Pederal policy, we request that you provide us with the same adjustment period you are
being asked to give the Federal government.
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COVERA GE OF EMPLOYEES OF NONP ROFIT
" ORGANIZATIONS

SEC. 102. (aX1) Section 210(a)(8}(B) of the Social Security Act is amended to read
as follows:

"(B) service performed by an employee who is in the employ of &
hospital which (i) is an organization described in section 501(cX3) of the
Internal Revenue Code of 1954, (ii) is exempt from income tax under section
501(a) of such Code, and (ifi) has not elected to have all service performed by
employees of such hospital treated as 'employment' for purposes of this
section, provided such employee is in the employ of such hospital on

N December 31, 1983, and"

(aX2) Section 210(aX8) of the Social Security Act is amended by sdding at
the end thereof the following new subparagraph:

"(C) service performed By an employee who (i) {s in the employ of &
hospital which {s an organization described in section 501(cX3) of the
Internal Revenue Code of 1954 and which is exempt from income tax under
section 501(a) of such Code and (ii) cannot, prior to attaining age 65,
become a fully insured individual within the meaning of section 214(a} of the
Soel\al Security Act, unless such employee elects by written notice delivered
to the hospital to have his service from and after the date of such election
treated as'employment’ for purposes of this section.”
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COVERAGE OF EMPLOYEES OF NONPROFIT
ORGANIZATIONS

(bX1) Section 3121(bX8XB) of the Internal Revenue Code of 1954 is amended to
read as follows: ’

"(B) service performed by an employee who is in the employ of &
hospital which (i) is an organization described in seection 501(cX3), (il)is
exempt from income tax under section 501(a), and (iil) has not elected to have
all service performed by employees of such hospital treated as'employment'
for purposes of this chapter, provided such employee is in the employ of
such hospital on December 31, 1983, and"

)
(bX2) Section 3121(bX8) of the Internal Revenue Code of 1354 is amended by
adding at the end thereof the following new subparagraph:

"(C) service performed by an employee who (i) is in the employ of a
hospital which is an organization described in section 501{cX3) and which is
exempt from income tax under section 501(a) and (ii) cannot, prior to
attaining age 65, become & fully insured individual within the meaning of
section 214(a) of the Social Security Act, unless such employee elects by
written notice delivered to the hospital to have his service from and after
the date of such election treated as 'employment' for purposes of this
chapter,” ’
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COVERAGE OF EMPLOYEES OF NONPROFIT
ORGANIZATIONS

{c) Subsection (k) of section 3121 of such Code is repealed.

(d) The amendments made by this section shall be effective with respect to
remuneration paid after December 31, 1983,

{e)  Notwithstanding any provision of section 3121(k) of the Internal Revenue
Code of 1954 (or any other provision of law) the period for which a certificate is in effect

under such section may not be terminated on or after the date of the enactment of this
Aet. ’

[64) Certain Qualified Plans. -- In the case of two or more trusts maintained by
an employer which is a hospital that is an organization deseribed in section 501(cX3) of
the Internal Revenue Code of 1954 and which is ezempt from taxation under section
501(a) of such Code, if each of such trusts is designated by such hospital as constituting
part of a plan or plans intended to qualify under section 401(a) of such Code and one or
more of such trusts are & part of any such plan which on the date of enactment of this Aet
benefits a classification of employees whose Service, by virtue of sections 3121(bX8XB)
and (C) of such Code is not deemed "employment" within the meaning of section 3121(b)
of such Code, and one or more of such trusts are a part of any such plan, whether
established prior to or after the date of enactment of this Act, that benefits a
classification of emplovees whose service is deemed "employment” within the meaning of
section 3121(b) of such Code, each of such classifications shall be deemed to constitute a
classification set up by the employer and found by the Secretary of the Treasury not to be
diseriminatory (for the purpose of section 410(bX1)(B} of such Code) in favor of employees
who are officers, shareholders, or highly compensated.
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COVERAGE OF EMPLO YEES OF NONPROFIT
ORGANIZ ATIONS

" {g) Section 1886(b) of the Social Security Act is amended by adding at the end
thereof the following new subparagraph:

™7} In the case of a hospital that becomes subject to the FICA taxes (as
defined in paragraph (6)) on January 1, 1984, the Secretarv shall provide an
adjustment under this paragraph in the amount of pavment otherwise
provided sueh hospital under this subsection for a cost reporting period by
increasing the target amount for such cost reporting period by the amount
of the FICA taxes paid or accrued by such hospital for such period.”

STATEMENT OF DONALD VANDERGRIFT, VICE PRESIDENT, COM-
MUNITY HOSPITAL OF INDIANAPOLIS, IND., REPRESENTING
VOLUNTARY HOSPITALS OF AMERICA, DALLAS, TEX.

Senator HeiNz. Mr. Vandergrift.

Mr. VANDERGRIFT. Mr. Chairman, my name is Don Vandergrift,
vice president of Human Resources, Community Hospital of Indian-
apolis, Ind. And also, our hospital is a member of the Voluntary

ospitals of America.

Our hospital is the second largest hospital in Indiana. We have
over 800 patient-beds. We have nearly 3,400 employees.

We submitted our notice to withdraw from social security in De-
cember 1978, and this was submitted solely for the purpose of cost
containment. We had four objectives that we established at that
time in which we were going to test each phase of our evaluation.

The primary objective, again, was cost containment. And our
second primary objective was employee understanding and accept-
ance of our replacement plan.

During a 6-months evaluation period, we learned that we could
provide a replacement plan that satisfied all of our objectives. So
effective January 1, 1981, we withdrew from the social security pro-
gram.

Our replacement plan provides substantially the same benefits as
social security does. That’s retirement, survivors, disability, death,
and medicare. We contracted with Hewitt Associates, a human re-
sources and actuarial firm, to strive for objectivity in our evalua-
tion, our plan design, and our employee sensing.

We do feel at this point in time that cost containment does exist.
Our replacement plan is funded entirely by the hospital from pa-
tient revenues at a rate of 1 percent below the current FICA tax.
Already over the 2-year period that we have been out, we estimate
savings to be nearly $1 million, and we project savings in the area
of $600,000 for 1983. Our actuarial projections show a savings of
$23 million over the first 20 years of our program. :

We also recognize that patient charges must be adjusted if these .
savings were to be eliminated by our being legislated to reenter the

\
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social security program. Our estimates are about $2.20 per patient
day, but it could be as high as $18 per patient day if we were pres-
sured to compensate our employees for their loss in take-home pay.

It'’s hard to understand why at the same time that the public
business coalitions in our community at least and Members of Con-
gress are urging the hospital industry to contain costs, that we are
here defending a measure which will clearly raise our hospital
costs.

There are comparable benefits in our program. Our replacement
plan uses current social security benefit calculations. The docu-
ment is designed to change those calculations as legislation
changes. We do have a favorable letter of determination by the In-
ternal Revenue Service as of June 25, 1982. We are pleased that we
have employee support. Eighty-six percent of our employees, using
a random sample technique of about 400 employees, indicated their
preference for our coverage under the replacement plan in lieu of
the social security. This followed 7 hours of objective education
about both the social security system and our replacement plan.
We found out at that point in time not very many of us know very
much about social security. '

Eighty-eight percent of our registered nurses, as you know a com-
modity that we have that we must use, preferred the replacement
plan. Employee turnover has increased at our hospital about 28
percent over the last 2 years. We attribute a part of that to our
competitive position of being out of social security.

As further proof of employee satisfaction, no employees during
exit interviews have indicated to us that they are leaving our hos-
pital employment because we are not under social security. As a
matter of fact, the opposite has been expressed.

We also have semiannual employee meetings, which we just com-
pleted with our employees, and we are requested many times by
the employees of how they may help the hospital’s effort to remain
outside of social security.

We have lower payroll costs. During 1984, our employees will re-
ceive on the aggregate about $4 million as additional take-home
pay, which would otherwise be deposited in the social security if we
are required to reenter the system. These additional dollars are
added to our employees’ spendable income, without increasing pa-
tient charges. In many cases, our employees are using these addi-
tional dollars to purchase necessities for their lifestyles.

We think it's pertinent that we also relied upon existing law.
The decision to withdraw was made in reliance upon provisions of
existing law. We feel that it would not be fair play if Congress were
now to change the rules of the game after we followed all of those
rules. Significant costs were incurred in employee education, actu-
arial studies, and replacement plan design. And these costs would
be lost and employee morale will be hurt if our hospital is forced
back into the social security.

There is also an economic impact on the Indianapolis area. The
loss of the $4 million of take-home pay of our employees is translat-
ed to be about a §9 million loss to the Indianapolis area, with an
additional $1.7 million to local taxes.
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These figures are based on the Indiana State Department of
Commerce, personal consumption formula.

I submit that hospitals are different than most other nonprofit
organizations. Consider the unique relationship between hospitals
and the social security insurance of the medicare program. This re-
latqionship has resulted in hospitals being regulated—May I contin-
ue?

Senator WaLLop. Yes, but if you would summarize because there
are a number of people that come after you.

Mr. VaNDERGRIFT. We think that we have been regulated
through cost containment programs like the most recent TEFRA
regulations. Consider also that hospitals are providers of these
medicare services, and we are different than nonprofits when con-
sidering the cost impact on the public. In our opinion, hospitals do
relate more to State and local governmental units in this respect.
And particularly where we are involved with the County Hospital
situation.

We recognize the problems faced by the social security system,
and generally support the recommendations of the National Com-
mission. But we do not support-the proposal to bring all nonprofit
institutions into social security. We recommend that any nonprofit
hospital whose employees are not covered by the social security
system prior to the enactment of the Senate bill 1 be allowed to
remain outside the social security system, like the State and local
governments. In effect, mandate nonprofit institutions into social
security if you must, but grandfather those nonprofit hospitals who
have acted responsibly and with reliance on existing law.

We also have prepared language for amending section 101 of
Senate bill 1, and are prepared to submit that at this time.

Thank you very much. .

Senator WaLLop. Thank you, Mr. Vandergrift.

[The prepared statement of Donald Vandergrift and draft legisla-
tion follow:]
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PREPARED STATEMENT OF DONALD VANDERGRIFT, VICE PRESIDENT, COMMUNITY
HospITAL OF INDIANAPOLIS, INC.

Commun1TY HOSPITAL IS THE SECOND LARGEST HOSPITAL IN THE
STaTe of INDIANA wWiTH over 800 i1nPATIENT BEDS., Over 3,400
PERSONS ARE EMPLOYED ~ 8Y CoMMUNITY HOSPITAL IN  ANNUALLY
FURNISHING SERVICES TO OVER 28,700 INPATIENTS AND RECORDING
oVER 187,100 OUTPATIENT AND EMERGENCY ROOM VISITS.

As prRovIDED BY LAW IN SecTion 3121(x)(1X(D) oF THE SocIAL
SECURITY LAW, CoMMuNITY HOSPITAL SUBMITTED ITS NOTICE OF

TERMINATION OF PARTICIPATION IN THE SOCIAL SECURITY PROGRAM IN
DECEEBER oF 1978, THIS NOTICE MARKED A TWO YEAR PERIOD DURING
WHICH COMMUNITY HoSPITAL AND ITS EMPLOYEES CONDUCTED AN EXTEN-
SIVE STUDY AND EVALUATION OF THE ALTERNATIVES TO PARTICIPATING
IN THE SOCIAL SECURITY PROGRAM, TO ASSIST IN THIS PROCE;S.
Community HospiTaL ENGAGED HewiTr & AssociATES, A Human
RESOURCES AND ACTUARIAL FIRM. IN ADDITION, ARIZONA STATE
UNIVERSITY, UTILIZING A COMPUTER MODEL WHICH 1T HAD DEVELOPED,
ANALYZED THE RELATIONSHIP BETWEEN THE CONTRIBUTIONS TO SoCIAL
SecurtTy For _CoMMUNITY HOSPITAL EMPLOYEES AND THE BENEFITS TO
BE RECEIVED.
QBJECTIVES

AT THE VERY BEGINNING OF THE stupy, CoMMuN1TY HosPITAL

ESTABLISHED FOUR OBJECTIVES WHICH HAD TO BE SATISFIED BEFORE A

FINAL DETERMINATION TO WITHDRAW WOULD BE MADE. NAMELY,
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1. WITHDRAWAL HAD TO LOWER HOSPITAL COSTS.,
2, THE HOSPITAL HAD TO BE COMFORTABLE THAT THE

ALTERNATIVE BENEFIT PROGRAM SATISFIED ITS RESPONSIBILITIES

AS AN EMPLOYER IN TODAY'S SOCIETY,

3, THE EMPLOYEES HAD TO BE COMFQRTABLE WITH THE

DECISION TO WITHDRAW,

8, THE HOSPITAL HAD TO BE ABLE TO ADMINISTER THE_

ALTERNATIVE BENEFIT PROGRAM,

THE STUDY REVEALED THAT ALL OF THESE OBJECTIVES COULD BE
SATISFIED,

As a RESULT, oN Jawuary 1, 1981, CoMMuNiTY HOSPITAL WITH-
DREW FROM THE SOCIAL SECURITY PROGRAM AND ESTABLISHED AN ERISA
QUALIFIED RETIREMENT PLAN FOR ITS EMPLOYEES AS AN ALTERNATIVE
TO THE SOCIAL SECURITY PROGRAM. THE ALTERNATIVE PROGRAM PRO-
YIDES FOR ALL 'OF THE SIGNIFICANT ECONOMIC SECURITY NEEDS OF
EMPLOYFES AND DFPFNDENTS WHICH MAD BEEN COVERED BY SOCIAL

SECURITY. THE ALTERNATIVE PROGRAM IS IN ADDITION TO THE OTHER
WELFARE BENEFIT PROGRAMS AND PENSION PLAN OF THE HOSPITAL.
}



COST CONTAINMENT
EVEN THOUGH THE ALTERNATIVE PROGRAM IS FINANCED ENTIRELY BY
~Com4unnv HosPITAL, IT STILL RESULTS IN SIGNIFICANT COST
SAVINGS TO THE HOSPITAL, ACTUARTAL PROJECTIONS INDICATE THAT
ComMunITY HOSPITAL'S PATIENTS WILL SAVE APPROXIMATELY $23
MILLION OVER THE FIRST 20 YEARS OF THE PROGRAM, COMMUNITY
HosSPITAL ESTIMATES THAT THE ALTERNATIVE PROGRAM HAS SAVED ITS

PATIENTS CLOSE TO $1.0 MILLION OVER THE FIRST 2 YEARS OF OPERA-

TION, IHMIS CONVERTS INTO A SAVINGS OF APPROXIMATELY $2,20 PER
JNPATIENT DAY,

SUCH SAVINGS TO PATIENTS ARE Exéecrso TO INCREASE AS THE
PROGRAM MATURES. SUCH LOWERING OF HOSPITAL COSTS WILL ALSO
PRODUCE LOWER COSTS TO BE REIMBURSED BY THE MEDICARE PROGRAM.
As AN ADDITIONAL BENEFIT, EMPLOYEES HAVE HAD AN INCREASE IN
THEIR TAKE HOME PAY EQUIVALENT TO THE CURRENT FICA TAX RATE.
THIS OF COURSE HAS FURTHER BENEFITED PATIENTS BY LOWERING

SALARY AND WAGE EXPENSES,



If Couuuuﬁv HOSPITAL’S EMPLOYEES ARE FORCED BACK IN THE
SOCIAL SECURITY PROGRAM, THEN ALL THE COST CONTAINMENT EFFORTS
AND PATIENT SAVINGS WOULD BE LOST. [T IS HARD TO UNDERSTAND
WHY AT THE SAME TIME THAT THE PUBLIC, BUSINESS AND MEMBERS OF
CONGRESS ARE URGING THE HOSPITAL INDUSTRY TO CONTAIN COSTS, THE
SENATE 1IN SENATE BiLL 1 fs CONSIDERING A MEASURE WHICH CLEARLY
WILL RAISE HOSPITAL cosTS. IN ComMuniTy HoSPITAL'S CASE, IF
ITS EMPLOYEES ARE MANDATORILY COVERED BY SOCIAL SECURITY, COSTS
WILL INCREASE BY AT LEAST $2,20 PER INPATIENT DAY WITHOUT ANY
OFFSETTING BENEFIT TO ITS EMPLOYEES OR PATIENTS, [F CoMMUNITY
HOSPITAL IS PRESSURED INTO INCREASING SALARIES AND WAGES TO
COMPENSATE FOR THE LOSS OF TAKE HOME PAY TO THE EMPLOYEES, THE
INCREASE COULD BE AS MUCH AS $18,00 PER INPATIENT DAY.

EMPLOYEE SUPPORT

DURING THE COURSE OF THE TWO YEAR STUDY, EMPLOYEES WERE

EXTENSIVELY INVOLVED IN EVALUATING THE DESIRABILITY OF THE

WITHDRAWAL AND THE DETAILS OF THE ALTERNATIVE BENEFIT PACKAGE
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ITSELF,  EXTENSIVE EMPLOYEE COMMUNICATIONS AND EDUCATIONAL
PROGRAMS WERE PART OF THE DECISION MAKING PROCESS. [N THE END,
IN EMPLOYEE AND SPOUSAL MEETINGS AND SURVEYS, THE VAST MAJORITY
OF THE EMPLOYEES WERE IN FAVOR OF WITHDRAWAL FROM SoCIAL
SECURITY AND COMFORTABLE WITH THE ALTERNATIVE PROGRAM, AND AS
FURTHER PROOF OF POSITIVE EMPLOYEE SUPPORT, NOT ONE EMPLOYEE IN
AN EXIT INTERVIEW HAS innlcnreo THAT HE OR SHE WAS LEAVING
BECAUSE OF NONPARTICIPATION IN THE SoOCIAL SECURITY PROGRAM, IN
FACT, WE FEEL THAT THE WITHDRAWAL FROM SOCIAL SECURITY IS
ATTRIBUTABLE IN PART TO THE SIGNIFICANT REDUCTION IN euPLovee
TURNOVER IN THE PAST 2 YEARS, SINCE SENATE BILL 1 was INTRO-
DUCED ON JANUARY 25, 1983, THE HOSPITAL HAS BEEN BOMBARDED BY
EMPLOYEES WHO ARE CONCERNED THAT CONGRESS IS TAKING AWAY THEIR
ALTERNATIVE PROGRAM AND FORCING PARTICIPATION IN THE SoOCIAL
SECURITY PROGRAN,
COMPARABLE BENEFITS
THE ALTERNATIVE PROGRAM USES CURRENT SOCIAL SECURITY BENEFIT

CALCULATIONS AND IS DESIGNED TO AUTOMATICALLY CHANGE WITH FUTURE

19-467 0—83—16
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SOCIAL SECURITY LEGISLATION, THE ALTERNATIVE PROGRAM HAS NOW
BEEN IN EXISTENCE TWO YEARS AND HAS ALREADY PAID BENEFITS To 89
EMPLOYEES AND DEPENDENTS. THE ASSETS OF THE ALTERNATIVE PROGRAM
ARE HELD IN A TRUST FUND WITH AN INDEPENDENT NATIONAL BANK AS
TRUSTEE AND A PROFESSIONAL ADVISOR MANAGING INVESTMENTS, THE
TRUST FUND CURRENTLY CONSISTS OF over $6.0 WILLION IN ASSETS
AND WILL RECEIVE OVER $3.0 MILLION IN ADDITIONAL CONTRIBUTIONS
IN 1983, FINALLY, THE PROGRAM 1S ACTUARIALLY EVALUATED EACH
YEAR 'TO ENSURE THAT CONTRIBUTIONS SATISFY ERISA AND THE INTERNAL
Revenue Cobe,

IN SHORT, THE ALTERNATIVE PROGRAM IS A VIABLE EFFECTIVE
PRE-FUNDED _ALTERNATIVE TO THE SOCIAL SECURITY PROGRAM THAT
PROTECTS THE ECONOMIC SECURITY OF OUR EMPLOYEES WHILE PROVIDING

SAVINGS FOR BOTH OUR EMPLOYEES AND OUR PATIENTS.,

RELIANCE ON EXISTING
SOCIAL SECURITY LAW

THE ALTERNATIVE PROGRAM WAS ESTABLISHED AS A LONG TERM

COMMITMENT OF CoMMUNITY HOSPITAL TO ITS EMPLOYEES AND THE



237
COMMUNITY, [T WAS BASED ON LONG RANGE ACTUARIAL ASSUMPTIONS.
[T WAS ESTABLISHED IN RESPONSE TO PUBLIC DEMAND FOR COST CON-
TAINMENT IN THE HOSPITAL INDUSTRY AND CONGRESSIONAL ENCOURAGE-
MENT OF PRIVATE PENSIONS IN THE ERISA LEGISLATION,

THE ALTERNATIVE PROGRAM WAS ESTABLISHED I[N RELIANCE ON THE
PROVISION OF THE SOCIAL SECURITY LAW WHICH AUTHORIZED SUCH
WITHDRAWAL, [T VIOLATES ALL CONCEPTS OF DUE PROCESS AND FAIR
PLAY FOR CONGRESS NOW TO CHANGE THE RULES OF THE GAME.
CommunITY HOSPITAL HAS ACTED RESPONSIBLY IN CONTAINING COSTS
WHILE AT THE SAME TIME PROTECTING THE SOCIAL SECURITY NEEDS OF
ITS EMPLOYEES. AFTER SPENDING THOUSANDS OF DOLLARS AND
INVESTING THOUSANDS OF ENPLOYEE AND MANAGEMENT HOURS  IN
DESIGNING AND IMPLEMENTING A VIABLE ALTERNATIVE PROGRAM,
CoMmuNiTYy HOSPITAL AND ITS EMPLOYEES ARE NOW BEING TOLD BY
CONGRESS THAT SUCH EFFORTS WERE FRUITLESS,

CONCLUSION
IF CONGRESS WERE TO NOW DENY THIS EXISTING BENEFIT TO OUR

EMPLOYEES, IT WOULD HAVE ADVEﬁSE ECONOMIC EFFECTS ON OUR
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PATIENTS, OUR EMPLOYEES, OUR COMMUNITY, AND THE CITY OF
lNotANAPOLlé. OUR PATIENTS WOULD aé FACED WITH HIGHER COSTS,
OuR EMPLOYEES WOULD BE FACED WITH HIGHER TAXES AND LOWER TAKE-
HOME PAY, AND OUR COMMUNITY WOULD BE FACED WITH HIGHER HEALTH
CARE COSTS, APPROXIMATELY $4 MILLION OF EMPLOYEE INCOME WHICH
NOW GOES DIRECTLY INTO THE LOCAL INDIANAPOLIS ECONOMY WOULD BE
SHIFTED TO THE FEDERAL SOCIAL SECURITY TRUST FUND., BASED ON
THE 'INDIANA STATE DEPARTMENT OF COMMERCE PERSONAL CONSUMPTION
STATISTICS, THE LOSS OF $4 ﬁlLLlon IN 1984 TRANSLATES AS A $9
MILLTON LOSS TO THE INDIANAPOLIS ECONOMY AND AN ADDITIONAL LOSS
oF $1,7 MILLION IN LOCAL TAXES, FINALLY, THE MEDICARE PROGRAM

" ITSELF WOULD BE FACED WITH HIGHER REIMBURSABLE HOSPITAL COSTS,

IN SHORT, THE ANSWER OF BRINGING _NONPROFIT HOSPITALS BACK
IN THE SOCIAL SECURITY PROGRAM IS NOT AS SIMPLE AND PAINLESS AS
IT MAY APPEAR AT FIRST GLANCE, ALTHOUGH WE REPRESENT ONLY A
VERY SMALL AMOUNT DOLLAR-WISE IN THE SOLUTION TO THE SOCIAL

SECURITY FINANCING PROBLEM, A SHIFT IN THE LAW WOULD HAVE WIDE
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RANGING ECONOMIC TMPLICATIONS FOR OUR EMPLOYEES, OUR PATIENTS
AND THE CITIZENS OF INDIANAPOLIS AND INDIANA, ' -

WE RECOGNIZE THE PROBLEMS FACED BY THE SOCIAL SECURITY
SYSTEM AND GENERALLY SUPPORT THE RECOMMENDATIONS OF THE NATIONAL
COMMISSION ON SOCTAL SECURITY AND THE SENATE IN SENATE BiLL 1,
HOWEVER, WE DO NOT SUPPORT THE PROPOSAL TO BRING ALL NONPROFIT
INSTITUTIONS IN THE SOCIAL SECURITY PROGRAM. WE RECOMMEND THAT
ANY NONPROFIT HOSPITAL WHOSE EMPLOYEES ARE NOT COVERED BY THE
SocI1AL SECURITY SYSTEM PRIOR TO THE ENACTMENT OF SENATE BiILL 1
BE ALLOWED TO REMAIN OUT OF SoCIAL SEeCuriTY. IN EFFECT,
MANDATE NONPROFIT INSTITUTION PARTICIPATION IN SOCIAL SECURITY
IF YOU MUST, BUT “GRANDFATHER" THOSE NONPROFIT HOSPITALS WHO
HAVE ACTED RESPONSIBLY IN THE PAST IN RELIANCE ON CURRENT

SOCIAL SECURITY LAW.
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STATEMENT OF HOWARD ROHAN, VICE PRESIDENT.FOR HUMAN
RESOURCES, SAMARITAN HEALTH SERVICES, PHOENIX, ARIZ.

Senator WaLLop. Mr. Rohan.

Mr. RoHAN. My name is Howard Rohan, and I am vice president,
Samaritan Health Service. We are a multihospital system head-
quartered in Phoenix, Ariz., employing some 7,000 people, most of
whom work in Arizona.

Mr. Chairman, Samaritan’s detailed statement has been submit-
ted into the record. I'm sure you have a copy of it. I would refrain
from reading the statement, and rather just touch briefly on some
salient points that I think we would like to make for the record.

Senator WaLLor. By all means. I think that would be the most
effective presentation.

[The prepared statement of Howard Rohan follows:]
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B Samaritan Health Service oesemt %‘““mﬁ ’

1410 NORTH THIRD STREET/P.0. BOX 25489/PHOENIX, ARIZONA 85002/(602) 239-4150 MANYVALE SAMATAY A

Howard Rohan, Vice President, Human Resources m i R %%

I, Howard Rohan, am the Vice-President, Human Resources for
Samaritan Health Service, Phoenix, Arizona, phone {602) 239-4159.
Samaritan Health Service is a non-profit, multi-hospital system
headquartered in Phoenix,- Arizona with 7,000 employees, most of
whom work in the State of Arizona.

In early 1978 Samaritan Health Service began a comprehensive two
year study of the consideration involved in our continued
coverage under Social Security versus exercising our right to
terminate participation as outlined in Section 3121(k)(1)(D) of
the Internal Revenue Code. Our study involved a detailed
analysis of the cost and benefits of Social Security versus the
cost and benefits of a comprehensive Alternate Benefit Program
that we designed to provide in lieu of Social Security

coverage. During the study we received substantial outside
assistance from Arizona State University professors and
independent actuarial consulting firms. Our employees were
closely involved in the evaluation process. The study culminated
with extensive employee education on the issues and an employee
opinion survey regarding continued Social Security participation
versus our proposed Alternate Benefit Program. The major results
of our study were the following:

* We were able to construct a comprehensive
Alternate Benefit Program that provided equal
or better benefits to our employees in all the
significant areas covered by Social Security
(i.e., retirement, disability, survivors'
income and old age medical benefits) at no
cost to the employee. While some of the
"obscure" Social Security benefits (i.e., for
divorced spouses) were not part of our program
for practical reasons we were able to cover
adequately the basic economic security needs
of our employees and their dependents.

The long-term total cost of the Alternate
Benefit Program was projected to be no more
than the employer portion of the Social
Security taxes required for continued Social
- Security participation. The cost savings
directly translate into lower charges for a11
health care services provided by our
facilities.
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° A substantial majority of our employees were
(and remain) comfortable with the decision to
withdraw from Social Security and become
covered by the Alternate Benefit Program.

On the basis of these results, Samaritan withdrew from Social
Security and adopted its Alternate Benefit Program effective
January 1, 1980. The benefits of this program have kept pace
with the increases in Social Security benefits, and the cost
experience of the program has borne out our earlier projections--
even with the benefit increases we made to reflect the large
Social Security benefit increases that occurred during 1980, 1981
and 1982. Three years of experience in funding our Alternate
Plan versus the required participating level of Social Security
has resulted in significant accumulated savings of $7.4 million
over the three year period. These savings have been passed on to
patients in the form of lower charges.

We obviously are opposed to any legislation that would require us
{(and other non-profit organizations that withdrew from Social
Security) to resume participation in Social Security. From our
own point of view, forced participation in Social Security would
require us to terminate our, Alternate Benefit Program. This
would cause us and our employees significant hardship. Enforced
participation in Social Security would require Samaritan Health
Service to increase revenues per patient day by $67.00. This
startling increase is caused by the need to bring an additional
$25.3 million in revenues into the system. This results from:

* $3.6 million effective 1/1/84 (difference
between funding the Alternate Plan at 4.33%
and current employer FICA Tax of 6.7%),

° $11.9 million effective 1/1/84 (salary
increase to offset employees paying FICA Tax -
may not be financially possible and total
burden may fall on employee) and

* the limited Medicare recovery of these costs
under the new TEFRA regulations and the bad
debt and charity write-offs which also
contribute the overall rate increase.

The above costs ($25.3 million) translate into an additional 8%
rate increase over and above the rate increase we were already
planning for 1984. Our employees would be. required to pay Social
Security tax and receive lesser benefits.

Taking a broader perspective, there are significant reasons why
forced Social Security participation by non-profit organizations
runs counter to the national interest:
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Hospitals find themselves under increasing
pressure from the federal government and from
the private sector to hold down the cost of
quality health care. A large part of our
decision to withdraw from Social Security was
based on our efforts to contain the cost of

. medical services. Forcing hospitals into
Social Security can only increase the cost of
medical services to the general public and to
the federal government (through the Medicare
system). Any Social Security revenue gained
by forcing hospitals to participate in Social
Security will be offset by increased medical
paymenta to providers and increased corporate
tax deductions for private medical care
benefit plans.

* Social Security is embodied in two separate
pieces of legislation. The Social Security
Act sets forth the basis under which benefits
are paid. The Federal Insurance Contributions
Act (P.I.C.A.) is a tax act that imposes a
federal payroll tax on workers and their
employers. Making Social Securit
participation mandatory for organizations that
are tax exempt under Section 501(c)(3) of the
Internal Revenue Code represents an
unprecedented attack on the tax exempt status
of non-profit organizations. The precedent
for further federal taxation of churches,
schools and hospitals would be established.
This runs counter to President Reagan's agenda
for a greater social role by the voluntary
private sector and a decreased role for
federally funding soclal programs.

We recognize the current problems of the Social Security system
and generally support the efforts to put the system on a sound
financial footing. We do recommend that any legislation dealing
with Socdial Security participation by non-profit hospitals
include the following provisions:

* Any hospital that withdrew from Social
Security prior to the release of the
Commission's report be allowed to remain
outside Social Security. We estimate there
are some 80 hospitals in this category with an
aggregate impact of approximately $450 - 500
million on the Trust Fund over a six year
period. I might note that this is about Y3 of
1% of the $169 billion needed as identified by
the National Commission on Social Security
Reform.

* Any non-profit organization that is not in
Social Security be allowed to enter the system
in the future through an irrevocable decision
to do so.

This approach would ultimately stabilize long-term Social
Security participation by non-profit organizatons without
impairing their tax exempt status or frustrating other programs
designed to control the rising cost of medical services.
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Mr. Rouan. OK. I would like to cover, very briefly, the impact of -

this legislation in terms of financial hardship on the system and
non-profit hospitals, and in terms of higher medical care costs and
lowered employee morale.

Briefly, in January of 1980, Samaritan opted to withdraw from
social security and establish an alternate plan. This culminated a 2
year, very intensive study of financial analyses, actuarial studies,
and {nost significantly, a hard look at employee opinion and
morale. :

We are now in our fourth year of that plan, and it provides equal
or better coverage in retirement, disability, survivor income, and
old age medical benefits. It also translates into lower charges for
all our patients. We have had an aggregate savings of $7.5 million
over the last 3 years of operating under this plan at about $2 to
$2.5 million a year. The plan also enjoys uniform support from our
employees.

We have kept pace with the enormous increases in social secu-
rity benefits occurring in 1980, 1981 and 1982. While protecting em-
ployee benefits, and we have continued to pass this §2 to $2.5 mil-
lion saving each year on to our patients through lower patient
costs. '

So I think you can understand why I am here today to try and
convince you that what {ou suggest in the current program runs
contrary to what we think is good business judgment.

Hospitals are increasingly pressed to reduce costs. And our alter-
nate plan does really translate into lower hospital costs. It is basic
to our cost containment strategies of which we have several.

Compulsory participation in social security would mean higher
- charges to Federal and State governments by medicare, medicaid,
and create new costs for our employees who now do not contribute
to our alternate plan. : ‘

Incidentally, and this is on page 2 of my testimony, enforced par-
ticipation in social security would require Samaritan Health Serv-
ice to increase our. revenues per patient day by as much as $67. In
order to do that, we would have to bring in roughly $25 million in
n}?w revenues to offset the immediate impact of the following three
things:

First, $3.6 million immediately in 1984 to offset the difference in
funding between the social security tax rate—currently 6.7 and
then moving to 7 percent—versus our current level of funding for
our alternate plan of 4.33 percent.

Second, $11.9 million for salary incresses tc offset employees
paying FICA tax, so their take home pay would remain essentially
the same. This may not be financially feasible cr Possible for us,
but we are calculating it in as a cost because that’s an employee
relation strategy we may have to seriously consider.

Third, the impact of limited medicare reimbursement under new
TEFRA regulations, along with bad debt and charity write-offs,
which would occur in an increasing amount. And we know that
medicare doesn’t reimbuise thosz.

So another way of stating this is that we would require an 8-per-
cent rate increase above and beyond our planned 1984 rate in-
creases.
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Another further point—compulsory participation is, in effect, a
retreat from the historic tax exempt status of non-profit organiza-
tions. And this runs counter to congressional and White House
calls for increased reliance on voluntary private sector, and de-
creased reliance on Federal programs.

Our employees entered into this plan 3 years ago fully educated,
understanding it, and open-eyed, and they have not been disap-
pointed. And we feel it's important that they not now have to
assume additional severe costs to them effective in 1984.

Now we understand that you have to weigh lots of arguments,
and this is just one of them. And your task is awesome.

I respectfully suggest there are some limited, strictly targeted
steps, and this is what they are:

First, we believe that those hospitals that have opted out under
social security’s withdrawal provision be permitted to stay out.
There are some 80 of these hospitals, we believe, based upon the
information from the Ways and Means Committee report. This
amounts to about $450 million over 6 years impact on the trust
fund, less than 1 percent of the $169 billion that we are looking for
to shore up the social security trust fund. We think this is an insig-
nificant amount nationally, but very important to us.

Second, hospitals that do make a decision to go back into social
security do so irrevocably; they can’t change their minds. :

We think these are just minor adjustments to the proposal and
would greatly serve both the objectives of Congress and our own in-
terests.

Thank you. .

Senator WaLLopr. Thank you, Mr. Rohan.

STATEMENT OF FLOYD KINKEAD, ASSISTANT ADMINISTRATOR
AND DIRECTOR OF FISCAL AFFAIRS, HOLY REDEEMER HOSPI-
TAL, MEADOWBROOK, PA.

Senator WaLLopr. Mr. Kinkead.

Senator HeINz. I just wanted to welcome another Pennsylvanian
down. We are blessed to have several of you on our witness list
today. And as my colleagues will note, Mr. Kinkead is the assistant
administrator and director of the Holy Redeemer Hospital.

Mr. KINKEAD. I understand, Senator, you were right up in the
blue belt area very recently to a town meeting. :

Senator HEiNz. That'’s correct.

Mr. KiNkeaDp. Mr. Chairman, and members of the committee, my
name is Floyd Kinkead. I'm assistant executive director and direc-
tor of fiscal affairs of Holy Redeemer Hospital in Meadowbrook,
Pa. With me is Sister M. Camilliana of the Sisters of the Holy Re-
deemer. Sister is treasurer of the hospital as well as a member of
the board of directors.

I thank the committee for a chance to appear in this very heav-
ily scheduled hearing, and will keep my remarks very brief.

I am here to comment, Mr. Chairman, on the Commission’s pro-
m&l to force non-profit organizations, such as our hospital, which

opted out of social security to go back into the social security
system. From the point of view of our hospital and others similarly
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situated, -that recommendation is ill-founded for three principal
-reasons.

One, it would deny the greater employee benefits’ achieved
through an alternative security program.

Two, it would deny our hospital a substantial cost savings
achieved through an alternative program.

And, three, it would be unfair to institutions such as ours, which
have expended vast amounts of time and money in reliance upon
the ability to opt out of social security.

Regarding greater employee benefits, I've heard it suggested that
hospitals such as ours have been sold a bill of goods by select insur-
ance salesmen. I can assure you, Mr. Chairman, and members of
this committee, that no insurance company could have been put to
task more rigorously than our alternative program. The decision to
opt out was not taken lightly, especially because we have a major-
ity of Sisters of the Holy Redeemer on our board of directors, who
had to be convinced that opting out was morally and ethically the
rigl'n:;d decision, and that the best interest of the employees was
served.

Part of the proof that we achieved that goal are the actual inci-
dents where our employees have received death benefits and dis-
ability payments under our alternative program, which were
denied by the social security system.

Mr. Chairman, I can say unequivocally that our hospital did
achieve greater benefits for our employees by opting out of social
security.

With regard to cost savings, I have to express puzzlement that
hospitals such as ours have at times been been criticized for saving
money by oFting out. The single comment that our industry hears
most often from Congress and the public is that health care costs
are out of control. And that they must be cut. Well, Mr. Chairman,
Holy Redeemer Hospital saved over $135,000 in 1982 by being en-
rolled in the alternative security program. And we expect that
annual savings figure te increase every year. Cost saving is not the
only or even the primary reason we opted out, but I'm sure all
members of the committee would agree that it should be a priority
of every American health care institution.

Finally, Mr. Chairman, I think there is a very strong fairness ar-
gument against forcing hospitals such as ours back into the social
security system. As you know, opting out is a very long ]process. 1t
is also a very expensive process. To properly inform employees and
to secure information for forecasting the alternative program’s
benefits, 20 meetings were held over a 3-month period. Special
meetings accommodated persons and spouses and weekend person-
nel. We did all this, Mr. irman, in reliance upon our legal abili-
ty to opt out of the social security system. I think to force us back
into the system which would require great amounts of time and
money to integrate the alternative program back into social secu-
rity would violate fundamental principles of fairness.

is last point of fairness suggests one final thought on the
issue. I think the nonprofit organizations which have already opted
out or have applied to opt out are in a substantially different posi-
tion than those which might do so in the future. If, Mr. Chairman,
this committee decides that the ability of nonprofit organizations to
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opt out of the social security should be terminated, I would ask
that some provision be made t