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EXECUTIVE SESSION

BOAfTT -JULY 27,4 1977

United States Senate,

Committee on Finance,

Washington, D.C.

The Committee met, pursuant to itotice, at 10:10 a.m.

in room 2221, Dirksen Senate Office Building, Hon. Russell

B. Long (Chairman of the Committee) presiding.

Present: Senators Long, Talmadge, Ribicoff'.Nelson, Gravel,

Bentsen, Hathaway, Moynihan, Curtis, Dole and Danforath.

Senator Ribicoff. The Committee will be in order.

Mr. Stern, will you explain the situation as it affects

the Budget Resolution of the Finance Committee?

Mr. Stern. Yes, sir.

The Senate Budget Committee will be marking up the

Second Budget Resolution beginning on Friday of this week.

This resolution has to be acted on by the Congress before

the beginning of the fiscal year. The Second Budget Resolu-

tion is a binding resolution. That is, the totals in the

Budget Resolution can be enforced by raising points of order

against bills that exceed the Budget Resolution so that this

is not only a target, this is more than just a target.

The Chairman of the Budget Committee, Senator Muskie, has
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reduction in Social Security benefits in erticular areas.

The First Budget Resolution also assumed that you would

save $800 million in Medicare through hospital cost contain-

ment, Medicare and Medicaid. You may come to the conclusion

that it is unrealistic at this time to assume savings of

that magnitude, but the point is that if the Budget Committee

now wrifts into the Second Budget Resolution that savings of

that magnitude shall be achieved, then you would have to come

up with legislation to do that, so that your recommendations

will be quite important in this area.

Finally, the energy tax bill, although the House Energy

Tax Bill overall1raises money, as is usual with the tax bill,

the tax reductions go into effect right away and the tax

increases go into effect in the following year, so that the

actual impact of that bill is a loss of $1 billion in revenue

in fiscal year 1978.

Senator Curtis. May I ask a question, Mr. Chairman?

Senator Talmadge. Senator Curtis.

Senator Curtis. You said this next resolution is a

binding one. Does the Senate have power to amend it at a

later date once it is adopted?

Mr. Stern. It does, but it would have to be amended by

boththouses.

Senator Curtis. By both houses?

Mr. Stern. The whole resolution would have to be amended.
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Senator Curtis. Can a waiver be granted after it

is adopted?

Mr. Stern. Well, the enforcement mechanism in the

Budget Act is through raising points of order. Yes, the

points of order could be waived orecould be voted down.

I In other words, if the majority of the Senate wanted to

proceed-- -

S7
Senator Curtis. The procedure now is they refer to it

as a budget waiver?
9 i

5 Mr. Stern. The budget waiver is usually for questions of

timing. Certain types of a bill cannot come up before a

certain date or after a certain date.

Senator Curtis. Before we started debate on public

financing, why the Senate passed a budget rule just yesterday

or the day before which assumed was be ed on the fact that

the cost of that was not in the budget and they had to have

C Iia waiver.

C" 17
Mr. Stern. I think that the usual reason for a waiver is;

i8
a procedural reason to suspend some procedural requirement,

19
whereas the enforcement mechanism, whereas the enforcement

mechanism I am talking about is supposing the income mainte-

nance category has a certain amount of money allowed for

* it 22 and the Finance Committee will report out a bill that

23 l,
would cost $1 billion more in Social Security, then someone

could raisp a point of older.
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Senator Curtis. I think that we have a very serious

problem here. If we are expected to state how much money

will be raised, how much revenue will be lowered on an

energy proposal that we have not had a day of hearings on

and if we agree to a figure, we have abdicated as a Committee,

we have given up all right to examine the details of the

law, and we have given up -all right to ascertain what type

of laws will produce the most energy. We have given up

the right to examine a proposal and say that it is just or

Aiot, because we put blinders on our eyes and say, here is the

figure that they adopted, and then on the Senate.Floor say

you have already made that decision. It is a decision even

before we have the proposition stated.

What is the deadlinelthat we have to respond to the

Budget Committee's request?

Mr. Stern. Basically- if you are going to affect what

they do, you are going to have to respond by tomorrow after-

noon, because their mark-up begins on Friday. They are going

to try to complete it in a day, day and a half.

Senator Curtis. Is there a deadline?

Mr. Stern. In terms of influencing what the Budget

Committee does, the deadline would be Friday morning firsts

thing.

Senator Curtis. When does the Budget Committee have to

act? That is fixed by statute, is it not?

ALDERSON REPORTING COMPANY. INC.
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Mr. Stern. The Senate has to pass the Second Budget

Resolution by September 15th. It has to pass it by then.

Of course, the Budge. Committee has to act before then.
V

Senator Curtis. There is no lawful authority for the

Budget Committee to compel us to answer by Friday of this

week?

Mr. Stern. No, there is nothing that compels you to

answer at all. The statute itself only writes a role for

the Committees on the First Budget Resolution in the spring.

Senator Curtis. Does the statute fix the time that we

have to report to Budget?

Mr. Stern. The statute does not fix any Committee role

at all, except for the Budget Committee, for the Second

Concurrent Resolution. The Finance Committee could easily

do nothing at all.

On the other hand, the Budget Committee will proceed on

its way and will put numbers in which evedbody will have to

live with.

Senator Ribicoff. When is that date, Mr. Stern, that"

you have to have something definitive for the Budget Committee

Mr. Stern. You would have to give them a letter by

tomorrow afternoon. The mark-up starts Friday morning.

Senator Curtis. Whosaid that?

Mr. Stern. The Budget Committee wrote a letter; Senator

Muskie wrote a letter.

ALDERSON REPORTING COMPANY. INC.
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Senator Curtis. That is what I am getting at. They do

not liave to take their decision to the Floor until September

15th.

Mr. Stern. They have to take their decision to the

Floor before the 45th because it has to be acted on by the

Senate on the 15th.

Senator Curtis. They want it on energy; we have not

had a day of hearings.

Senator .Talma ie. We have the same problem in Agricul-

ture.

Senator Ribicoff. I wonder, Mr. Chairman, if we could

not authorize the Chairman and Senator Curtis to consult with

one another on behalf of the Comiittee and send a letter to

Senator Muskie's Committee with their best educated appraisal

as they see this developing in the next month. You have so

many large items in the energy tax bill and the Social

Security financing that I do think that I have an obligation

to come up with some sort of an estimate.

* Senator Talmadge. I agree with that.

Senator Curtis. We are pretty bound by it.

Senator Ribicoff. That is right. That is why I think,

between the Chairman and Senator Curtis, they can consult in

the next day or so with the other members of the Committee

and authorize them to send a letter on behalf of the Committee.

ALOERSON REPORTING COMPANY. INC.Ilk
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Senator Talmadge. I agree with that fully. I think

the best guess ought to be on the high side because, as

Mr. Stern has pointed out, if we report legislation subsequent

to September the 15th that exceeds- any category in the perma-

nent budget ceiling it is subject to a point of order on the

Senate Floor, and one Senator can kill that legislation and

it cannot be passed without a budgetary waiver, apd that

would be required of both the House and the Senate.

Senator Curtis. We could make a much more intelligent

estimate ten days prior to September 16th than we can now.

Senator Talmadge. We can modify it, if they have not
'N

acted on the resolution at that time.

Is there any objection to the Ribicoff suggestion that

the Chairman and the Ranking Minority Member, Senator Curtis,

be authorized to send a letter representing the Senate

Finance Committee's hearings on our best gue as to what the

budgetary impact of Senate Finance legislation and present

laws will be?

Without objection, it is agreed to.

What is next, Mr. Stern?

Mr. Stern. The next item takes you into Social Security

financing. Our suggestion is that you start by looking at

the short range financing. There is a pamphlet --

Senator Talmadge. Have we acted on these nominations,

incidentally?

ALDERSON REPORTING COMPANY. INC.



Mr-, Stern. You have only had a hearing, you have not

2 approved any.

SenatorTalmadge. All right, go ahead.

4 I Senator Nelson. What are you looking at?

Mr. Stern. It is legal-sized called Social Security

Financing, dated July 22nd. I think it is numbered number 1

in red.

I would suggest that you look at page 4 of the book

starting in on the short-term Social Security financing;

page 4 lists the different elements.

Senator Talmadge. May I remind our visitors that you

are guests of the Committee. Please maintain order, so we

can hear what is going oa in this large chamber the acoustics

are not very good. It is difficult to hear.

Please proceed, Mr. Stern.

The top of page 4 what?

17 Mr Stern. Page 4 of the document, which should be

number 1 in the upper righthand corner, on that page, what

you find is a list of the different elements -- I am sorry.

It is on the bottom of page 3. This is the list of theS20~

Adrdinistration's short-range financing Pladj You see the

22 recommendation that general revenues be transferred into the

2 cash benefit trust funds and this is on the basis of

replacing the Social Security taxes that are deemed to be

lost when unemployment exceeds 6 percent.

ALDERSON REPORTING COMPANY. INC.
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Their assumption is that the unemployment rate will drop

below 6 percent after 1978. This .provision is retroactive

to 1975, and it could) put $14 billion into the trust funds in

fiscal year 1978.

Flipping over to page 4, these are the remaining items

in the Administration's proposal. They would take the limit

oNf wages that are subject to the Social Security tax for

employers beginning in 1981 and they would phase this in in

three steps by raising the wage base to $23,000 in 1979 and

$37,000 in 1980.

They would raise the tax base on employees and on the

self-employed somewhat by four different $600 increments in

1979, '81, '83 and '85. I should mention that taking the

lid off of the employer tax base raises $30 billion in the

next five years and it is about half -of?.-the Administra-

tion's total financing package..

Senator Nelson. You mean cumulatively?

Mr. Stern. Yes, sir. It raises nothing at alil in 1978;

somewhat more as you go along.

Senator Nelson. What is the total? I have forgotten.

Mr. Stern. The total is $30 billion.

Yes-, .that is- how -they ra-ise- half of the funds that they

raise.'-

Senator Curtis. $30 billion over five years?

Mr. Stern. That is correct. Basically, they start by

ALDERSON REPORTING COMPANY. IVC.



F

0 0 ~ ~ ~ ;~; o'*~ ~ ~ /

*
4a

-
a 0

6 7

7

zr

0 9

-2

S132

S4

15

, u 17

18

Cfl

21

* 0

raising $2.6 billion in qalendar year 1979 and by 1982 they

raise $11.4 billion by removing a ceiling. Over the five

years, it is $30 billion.

The increase in employee taxes by raising the wage base

in $600. increments four times raises $4 billion in the next

five years. They suggest reallocating some of the Medicare

trust funds beginning in 1978 and that is a shift of $7 billion

They would increase the self-employment tax rate --

Senator Talmadge. Would you yield at that point?

Mr. Stern. Yes sir.

Senator Talmadge. The Medicaid Trust Fund is in worse

shape than the other one, is it not?

Mr. Stern. It is not in good shape.. It is not in worse

shape than the other one. It will run out of money in the

late 80't rather than the early 80's.

Another item, really, is a response to a court decision

on equal treatment of men and women, and this is the Adminis-

tration's proposal, to require wives, widows, husbands or

widowers to meet a dependency test in order to qualify fo;

dependents or survivors benefits. That is 'estimated to save.

$3 billion over the period.

In total, you have $59 billion worth of financing changes

under the Administration's proposal over the next five years.

Senator Curtis. May I ask a question right there?

You have i tabulated there, additional employer tax,

ALDERSON REPORTING COMPANY. INC.
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$30 billion; additional employee tax, $4 billioh. The next

one is a transfer of funds. The next one is an increase in

taxes with a total of up to $35 billion. The next one is

from the general fund.

This lasit one, the $3 billion, would be in the nature

of a benefit reduction, so out of $56 billion or $59 billion,

there would actuallyibe $35 billion of that in revenue?

Mr. Stern. That is correct.

Senator Curtis. $30 billion of that would come out of

employers?

Mr. Stern. That is correct.

Senator Curtis. Mr. Chairman, I think it is very helpful

to go through these various proposals. When we get ready to

vote, I will have a covple of things that I have gleaned

from all of them.

I think it is well that we look at all of threse.

Senator Gravel. We sort of slide into the $30 billion

over a number of years. The approprSition from the generaf

fund, under their proposal, how does that work? Does that

take place in the first year all at once?

Mr. Stern. Mostlof the money comes in the first year

because it is a payment that is retroactive to 1975 -- that

is, it becomes effective in 1975, whenever unemployment is

above 6 percent, so they get $6.5 billion out of the $14

billion in fiscal year 1J78, and that i. indeed the most

tA
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substantial source. of money that they get in fiscal year

1978.

Then there is an additional $4.3 billion in 1979,and

an additional $3.3 billion in 1980,'and the economic assump-.

tions are that unemployment will be below 6 percent beginning

in 198'1 and therefore there will be no more payment under

this provision.

Senator Gravel. You have a reverse scale?

Mr. Stern. Roughly spekking, about half of the money

comes in fiscal year '78.

Senator Gravel. The reverse you have is that you are

sliding out of general appropriations, if that is the decision

you make-, to additional employer taxes. That is on a scale

going in the oppositje direction.

Mr. Stern. That is correct; as one phases down, the

other phases in.
IMF

AL Senator Gravel. What was the thinking behind that, do

you know?

Mr. Stern. Why the general fund?

Senator Gravel. Yes, why not go straight on with an

additional employee's tax right away rather than phasing

in and just start out with $30 billion. Then we do not

have to go to general funds.

There is a shortfall here that is going to take place in

revenues -- not in revenues. We are going to eat up more

ALDERSON REPORTiNG COM'PANY. INC.
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revenues than we have provision for, because ihe tax does

not come into being. It must mean that this is going to

increase debt.

Mr. Stern. Yes.

As Senator Curtis pointed out, the general revenue is not

actually any increase in revenues to the Federal government

from the private sector.

I assume that they had in mind was to have a lower

economic impact in the next couple of years by simply having

a bigger debt.

Senator Gravel. Also projecting a lowering of unemploy-

ment. That is what you stated earlier; they pFojected less

than 6 percent.

Mr. Stern. That is correct, the level of unemployment,

would go down.

The staff has prepared an alternative for your considera-

tion, which is outlined on page 11 of the same pamphlet and
1 - 4

to characterize it briefly, it eliminates two elements in the

Administration's proposal, the general revenue financing, the

transfer of funds from the hospital insurance program,'To

make it up, it takes the other elements of the President's

proposal and changes the effective dats so under this alterna-

tive, you would temove the ceiling on annu41 wages for the

employer tax beginning January 1978 raiher than achieving

that fully in January 1981.

ALDERSON REPORTING COMPANY. INC.
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Senator Ribicoff.. How much does that raise?

Mr. Stern. That raises $4V billion over the five-year

period, $48 billi6n. This is shown on the table on page 12.

Senator Nelson. $48 billion instead of $30 billion?

Mr. Stern. Yes.

Again, the Administration does recommend an employer

or employee tax'rate increase beginn;ig in 1985. This would

movt that up for four years so it will become effective in

January, 1981. That would be an increase of a half a percent,

a quarter of a percent each on employer and employee.

That would bring in -- well, in the five-year period, it

would bring in an additional $12 billion; for the four years

I guess it would be about $25 billion additional funding.

If we are just looking over the next five years, it brings

in an additional $12 billion.

The Administration's self-employment tax rate increase

under this proposal will be deferred at the same time as the

employer-employee tax rate occurred, namely 1981.

This assumes that you would accept the increments in the

employee wage base that the President proposed in 1979,

'81, '83 and '85. We assume no transfer of fundings from

the Hospital Insurance program. All of the funds that you

gain by raising the wage base

Senator Ribicoff. What would that bring in, number 3?

How much would that bring in?

ALDERSON REPORTING.COMPANY. INC.
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Mr. Stern. The self-employment tax?

Senator Ribicoff. 'Yes.. :--l

Mr. Stern. That would bring in $1 billion compared --

well, the increase in the wage-base for employees would bring

in $3 billion as under the Administration bill, and as I

mentioned, all of the additional funding that you would-get

out of raising the wage base would go into the cash benefit

program, xnot into the hospital insurance program.

Senator Curtis. Increasing the wage base on emp1yees

would bring how much?

Mr. Stern. Would bring in $48 billion.

Senator Curtis. $48 billion, and that is a tax deductioxe

to the employers?

Mr. Stern. That is correct.

Senator Curtis. It is a tax deduction. Has anybody ever

figured out how much of an increase in corporate tax, that

would be equivalent to what kind of increase in corporate

tax?

Mr. Stern. We have asked the Joint Committee staff what

they thought would happen if the tax were applied. Their

assumption is -- the question really is how much of the

increase is going to be absorbed by the employer. Their -view

is the employer increase would be passed along in the form

of higher prices, and therefore there would be no loss in

general revenues.

ALDERSON REPORTING COMPANY. INC.
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The Treasury Department took the view that the entire

increase would be absorbed, so that gives you the whole range

that you should apply. That is the difference between the

Joint Committee staff and the Treasury Department.

Senator Curtis. Whose guess was that, that employees

would pay it all, would absorb it all?

Mr. 'Stern. The Treasury Department. That is to say,

would absorb it all and therefore deduct it from taxes.

Senator Curtis. If it would not be confusing, I would

guess if they find the money and it would not cost anybody

anything.

The Chairman. It is ridiculous to assume they are not

going to pass it on to the public in the price of the product.

As far as the employers are concerned, that is a sales tax,

a value-added tax, by payroll.

I have had many businessmen from sawmill operators on

up say if you levy a flat across-the-board tax on me, whether

I make a profit or not, as you do with the Social Security

tax, I can pay it if the other guy can pay it. We both have

'to pay it. It does not either help or hurt my competitive

position, compared to the other guy.

I will just havA to add that to the cost of my doing

bubiness, so will he. Nobody but an idiot would keep doing

business at a loss, so you design it to the cost of doing

business and add on.

ALDERSON REPORTING COMPANY. INC.
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eliminate it.

It seems to me that that is the way to do it.

Mr. Stern. If you look at the series of charts, number

that is before you, if you look at the topflyou will see a

comparison between the Administration's-proposal and the

alternative in terms of the balances in the trust fund. You

can see they are very close for the next five years. After-

wards, since the tax rate increase goes into effect earlier

in the alternative, it raises somewhat more.

Senator Curtis. Does that give credit, in that chart,

for the counter-cyclical transfer of funds?

Mr. Stern. That is correct.- It is taking that proposal

at face value.

Senator Curtis. Then that position of the government

in toto is probably better under the Chairman's proposal?

Mr. Stern. Under this alternative, it is all additional

money to the government, no transfers involved from the

hospital fund or general fund.

The Chairman. The only thing that bothers me about

the Administration's proposal, it is not easy to find enough

taxes to finance this government, but I am sort of proud of

the fact that this Committee has been willing to raise the

taxes to finance the programs that this Committee is entrusted

to handle, Social Security being the prime example.

Now to start this thing with the program that the Finance

ALDERSON REPORTING COMPAN'.'. INC.
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Committee itself has entirely within its jurisdiction in both

the money-raising and the spending, to start the precedent of

having that program financed by the Federal Reserve printing

press, to me is kind of ridiculous when this is one program

where you can get the vote to raise the money to pay for it.

And if this Committee cannot muster the votes to do that,

it seems to me we are jist not u to whkt the countryhas

a right to expect of us, We have the potential to do it.

The only thing that would stop us from doing it is people

trying to pretend that you can lve these benefits without

paying for them.

Of course, in the short-run you can finance yourself

with printing press money. In the long-run, the money will

not be worth the paper it is printed on. I do not know why .I

we should get into this type of thing with this type of

program when we have as much support for the Social Security

,program as anything that the government does.-

If you cannot find the money to pay for it, you cannot

find the money to pay for anything, it seems to me. All we

have to do, by my thought, is say, well, you want to raise

that tax? Okay, instead of doing it in three steps, do it

in one.^ You do not use the printing press money.

Senator Bentsen. I understand taking the ceiling off

the employers results in $48 billion, is that correct?

Mr. Stern. That is correct, over a five-year period.

ALDERSON REPORTING COMPANY. INC.
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Senator Bentsen. Over a five-year period.

What does it mean in the first year?

Mr. Stern. In calendar year 1978, that gives you $6.6

billion, of which $2.5 billion accrues in fiscal year 1978.

When you take the ceiling off, you gst almost all of your

money, or a very large preponderance of your money, in the

fourth quarter, because in the first quarter, not many people

make more than $16,500 a quarter. The same thing is true of
4?

the second quatter.

Then you pick up a fair amount in the third quarter,

most of it in the fourth quarter.

Senator Bentsen. I am trying to determine the impact

in that period of time, that is all, Mr. Chairman, to try to

get a feel for it.

The Chairman. It would hardly impact at all for the

first six months of the next year. It would not impact this

year, it would not impact for the six months of the following

year.

* If all of these thinqs weare doing are going to do any

good, we should have the economy rolling by that time.

Senator Bentsen. You are ot impacting in the first part

of next year. Most of it phases in later. That is what I

wanted to be sure of.

Mr. Stern. That is correct.

Senator Bentsen. This is five years?

ALDERSON REPORTING COMPANY, INC.
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Mr. Stern. When we are talking about $48 billion, we

are talking about five years. Each year the impact is toward

the end of the year.

Senator Nelson. It will be about $3.5 billion per year

average on the employer.

Mr. Stern. No, it will be more than that. It would be

more like --

Senator Nelson. I mean, between the $30 billion, betwen

the phas&-in by the Administration which is $30 billion and

the $48 billion, there would be an additional $3.5 billion?

Mr. Stern. there would be an additional $6.6 billion in

1.978, because they have no increase in '78. Then, in 179, an

increase of $5 billion or so.

The Chairman. I think we should give as much flexibility

as we can in this area. What we should be doing right now,

until this matter is resolved legislatively, what is the best

flexibility we can give ourselves on the Social Security tax

problem?

Let me ask you, budgetwise, does it help the budget if

we did assume that we are just going to take the printing press

money approach? That does not reduce the overall budget

deficit, does it?

Mr. Stern. No. That does not affect revenues; it does

not help you anr.

Senator Curtis. Mr. Chairman, if I may ask a question,

' ALDERSON REPORTING COMPANY. INC.
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before you came in, I very much approved of the procedure

here that we go through and refresh our minds on what the

Administration recommended, and the staff's and your proposal,

and then I have a couple of suggestions that I would lay befor

the Conmmittee so that we can look at them.

You have had notice, so before we start to vote, I

would like to present them. %

Senator Nelson. Let me ask a question on that.. Are you

assuming a mark-up of the bill in the next two days?

Senator Curtis. I do not know about that. What I mean,

arriving at a tax, we have worked on something that we would

like to suggest.

Senator Nelson. You said the vote. That is the reason

I raised the questin.

Senator Curtis. I mean before we arrive at a decision.

The Chairman. Let me tell.you a thought that had occurre4

to m., One, this Budget Resolution does not have to be agreed

to until September 15th. Two, I think that it would be well

that that budget, Second Budget Resolution, be in place when

Social Security bill comes up, especially if we are going

to try to raise the money to pay for benefits, because if

the Budget Resolution is not in place, then all of these

Senators, and some of them have some very attractive amendment)

that would spend a great deal more money and will come in, as

I anticipate, and have amendments to spend more money as fast

ALDERSON REPORTING COMPANY. INC.
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as we can print it over at the Federal Reserve, or raise it

with taxes.

If we bring it in after the Second Budget Resolution say,

4 all right, this is the bill to pay for the deficit i-n the

fund and this thing is in the Second Budget ResolutiIn, then

I would think that the Budget Committee would block us because

we cannot do it at this time, we do not have!the money to do

it. It is not in the budget.

That would help us to hold the line on the amount of

spending that we are anticipating.

I do not know of any more appropriate use of the budget

process than to take advantage of it just that way, to say,

look, this is to cover what we anticipated was going to be

done and this is what we have the money to cover. If the

budget process works, having raised the money to eliminakte the

deficit would do exactly that, rather than to pay for addi-

tional benefits.

In the alternative, somebody has to'find the tax to pay

for it. As I understand it, if someone wants to offer an

additional benefit, he would have to be out of older'.unless he

would have a tax on there to pay for it. Is that not right?

Mr. Stern. He would be out of order in any case, e-jen

if he offered the tax to pay for it. That has not been the

usual practice io the Senate anyway.

Senator Dole. You mean offered to pay for it?

ALDERSON REPORTING COMPANY. INC.
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Mr. Stern. That is right.

The Chairman. At that point, if he wants to put these

new benefits in, he would have to amend the Second Budget

Resolution?

Mr. Stern. That is correct.

Senator Dole. Mr. Chairman, that does not prevOnt someone

from going to the Budget Committeeand trying to take care

of their amendments in advance..

The Chairman. They have a right to do that. All I am

saying, that with a measure like this, as you know, we could

take a big Social Security tax up 4 .ere and pick up $15

billion worth of goodies on the Floor. If the Budget Resolu-

tion was in place at that point, we would not have that to

contend with.

Senator 'Bentsen. Let me utderstand you, Mr. Chairman.

You would go to the Budget Committee with what we are proposinc

ahead of time to get it in the Budget Resolution and then

wewould bring up to the Floor after the Budget Resolution,

the Second Budget Resolution was in effect? Is that it?

The Chairman. That is what I am thinking. You see,

there is no way that we can agree on what that Social Security

bill is going to be today and even if we did, we could not

bind the House by it. We could come a lot nearer knowing what

we were going to recommend by September 15th.

While we cannot give them the last word on what is likely

ALDERSON REPORTING COMPANY. INC.
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to be.;themcase today, by the time the Resolution is agreed

to, we might be able to. If we did that, we would be in a

position, if the Budget Committee really goes along with us,

which they probably would -- I would assume that they would --

we would be in a position of supporting a responsible approach

that would have the acquiesence of the Budget Committee and

I think their support.

We could avoid that for which we are sometimes criticized

of loading a bill dowh with all sorts of things that cannot

possibly survive in Conference. If it did, it would be

very irresponsible to load $15 billion of additional spending,

for example, on top of the Social Security bill. I have seen

that type of thing happen.

Senator Dole. It would be a good escape hatch for the

Committee, too.

The Chairman. The. whole idea of the budget process

was to decide in advance hop much spending we are going to '

do and then hold ourselves to it.

Senator Bentsen. I really think that that is accomplishig

thebbjaectives of the Budget Committee and the Budget Resolu-

tion. I think that is verymuch attuned to it.

Will we not have had to have made some decisions in this

Committee to try to strucre the Budget Resolution to take

care of what we have to do? Is that not what you are saying?

Senator Long. I think so. It seems to me about the

ALDERSON REPORTING COMPANY. INC.
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best we can tell the Budget Committee right now is that we

haveconducted hearings on this bill, the House has conducted

hearings. The House Committee has not acted and our Committee

has not acted. both Subcommittees have conducted the hearings

on that side and this side.

The House Subcommittee has done some mark-up work but

they have not reported to the full Committee, and even when

they get through, we do not know what they are going to

recommend over there. We will kr!1ow in a :w days, I guess.

We should 4ow by September 15th.

Senator Ribicoff. Mr. Chairman, before you and other

members came here, in your absence I proposed, and the Committ~e

adopted, an authorization for you and Senator Curtis to comply

with the request of the Budget Committee that you have to

submit your estimates within the next two days, to give you

the authority to do the best you can without consulting

with one another, what it looks like to you. You can amend

it later, but you and Senator Curtis do have the authority of

the Committee to present that.

The Chairman. Assuming we do, but I think by September

15th, we should'be able to give a much better guess.

Senator Ribicoff. You do'-have the requirement for the

next two days. Then you' can amend it, I can assume.

Senator Nelson. You can give them what the budget

implication would be of the Administration bill, what the

ALDERSON REPORTING COMPANY. INC.
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budget implication of the short-term alternative on page

11. So I suppose that may be responsive to what they are

asking, but I agree with the Chairman that we are in a much

better position some time in September to give them a firmer

figure.

I could, if I had to, vote right now on the package that

would finance it, but even though I sat through the hearings

and have gone through the papers, I would hate to do it,

because there are still some unanswered questions in my mind;

but':I have been hoping that we would go through the exercise

here of looking at all of the alternatives, including that

Carl, may have something that everybody is interested in,

maybe somebody else. And during the recess, everybody has

looked at all of the alternatives and'ways of financing

and we come back here and sit down in one day, if it takes

all day, and mark-up a proposal and vote it out.

Senator Bentsen. The, only thing I. am concerned about,

a lot of times we get a good deal of editorial comment out

of the Ed.yget Committee as to what in the hell we are supposed

to do, and I hope we can structure it a little ahead of

time where we are influencing how that is done instead of

theig trying to direct us as tcl how it is accomplished.

Senator Curtis. May I ask of the Chairman, we really

have two propositions before us. One is how to cooperate and

comply with the Budget Committee and it is my understanding that

ALOERSON REPORTING COMPANY. INC.
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the Committee will not have to arrive at a Social Security

tax decision until some time later, or that you had in mind

that we can attach it on to 7200.

Can ybu throw any light on that?

The Chairman. I have been thinking that-perhaps we would

just put this on 7200 and bring it on out. Thjt may be thel

thing to do.

The more I look at'it, the more I find myself thinking

that we are not going to be able to do tis until the House

takes a position with regard to that tax, so.it may be in the

end that they may want to insist on sending that bill to u?

and letting us, if we want to amend this bill, or 7200, do

it that way, rather than the other way around?

I do no.t think that we can Anticipate passing what this

child bill, this welfare bill we have here, between now and

the recess. I think it might be just as well to bring these

both on together.

The one reason that I say that is the probability the

President will sign the Social Security bill and you would

have a better chance of getting the Moynihan amendment, for

example, agreed to, if that were attached to the Social

Security bill instead of the child adoption bill.

Senator Dole. 'Are there any deadlines for 7200? . -

Mr. Stern. There are some October 1st deadlines. I am

not sure that there are any before then.

ALDERSON REPORTING COMPANY. INC.
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The Chairman. I think we could act by October 1.

Senator Curtis. Whenever you are ready, Mr. Chairman,

I will tell you what I have. Have you finished?

Mr. Stern. The one thing we did not mention, we have a

somewhat different suggestion to handle this equality of

treatment of men and women. We think it is a little simpler

administratively, but that is a very small part.

Senator Curtis. Not a big item in the financing?

Mr. Stern. No.

Senator Curtis. I have two papers here, Mr. Chairman,

one page, and I would 14ke to have the portunity of going

over both. There may be something in here that would appeal

to the Committee. It is two separate proposals; they are not

combined.

When you get them distributed, I'will briefly go over

them. Here is what we have. This is labelled "The Myefs

Proposal" and "The Two-Year Plan." Actually, the Myers

proposal has a modification. It is not exactly as our former

chief actuary prescribed it. It varies in one-particular.

We will look at the Myers-proposal first.

He recommended one-half of 1 percent on employer and

employee, to go into effect next year. The Myers proposal

and our two-year proposal is predicated on this plan.

That, we staq with the conventional way of financing Social

Security,so that the recipient and people who expect to be

ALDERSON R~EPORTING COt4PANY. INC.
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recipients, will have the knowledge that they paid, that it

does not have welfare aspects, and not only has he paid, but

the employers all over the country pay half and employees pay

half. So it is in that ballpark that we worked that out.

Now, raising -- Myers suggested a half a percent on

both. If we took .3 of 1 percent in calendar '78 and then

the other .2 percent for '79 over a five-year period, that

would bring in $51.1 billion.

The self-employed rate, if we made that one and one-half

times the employee's rate, would bring in $750 million. The

dependency test -- and is that not similar?

Mr. Pritts. Mr. Stern was getting ready to explain that.

It is similar to the staff proposal.

Senator-Curtis. Now, the decoupling. The decoupling is

the correction of the formula that reads down into the future

that is going to give us some trouble, because people wifl be

drawing greater benefits than their wages.

Actually, Robert Myers proposed a different type of

decoupling, but this price indexing would be less expensive,

or it would save more money, but it_-wohidistill guarantee that

benefits would be increased according to the cost of living,

and, as you will see down below, that totals up to $51.1

billion.

Across on the righthand side is the net increase in the

trust fund. The first year, we would not have an i crease in

ALDERSON REPORTING COMPANY. INC.
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the trust fund. Now, we have about a $6 billion deficit.

We would cut that deficit down to $1.8 billion.

In '79, '80, '81 and '82, we would increase, have a net

increase in the trust fund. Now here, or below that, are the

assets at the end of the year. We will have $35 billion this

year; it will go to $33, $36, $40, $44 and $47. Assets at

the beginning of the year as a percent of outgo. In other

words, that would stabilize it.

If you include this in the other increses built into the

tax this might take care of it for several decades. I recall

somebody said in there, thirty years.

At any rate, you would have a fairly good idea of what

is going to happen to '82.

Now, if I may direct your attention to the two-year plan -

incidentally, other members of the Minority side may have a

proposal or variation; I do not know. After all, when we

deal with these people back home of, how about my Social

Security and they know we are running better than a $6.5

billion deficit now, they want some answers.

There are those who believe, with good cause, that

some very Vjor changes have to be made, that we ought to

bring Civil Service in or any of these that run into quite

a few billion dollars in revenue. Obviously, we could not

do that inpthe next few years, so in order to preserve-options,

we have taken the same principles.as the Myers proposal and

ALDERSON REPORTING COMPANY. INC.
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this is based upon the idea that a recipient can have his

benefit in dignity under the traditional plan, that it is

not deficit financing, somebody has paid all of it. Half of

the burden has been on employers and employees, so both of

them followed that.

Here is the two-year plan. We could increase the tax rati

on both by .3 of a percent on a $10,000 wage, that is $30 a

year. That is all on the employer for the next two years.

The reason we put two years is so that the issue would

becoming before the Committee two years from now. We have

to do something this year. Next year, everybody will be in

a hurry because of the election. That would bring in $11

billion, and the self-employed, same thitng there and the same

for the next two items.

Below, our estimate is, in what we propose here, and

these extra thingswhich are really not in controversy but

applying a ,3 percent tax this year. In '78, '79, we would

have a net addition to the revenue of a total of $5 billion

.the first year, $5.9 billion the next year.

The net increase in the trust fund, and I want inority

staff to correct me, we would not put the trust fund in the

black but we would reduce the deficit to $1.8 billion the

first year, $1.2 billion the second year.

Am f stating that correctly?

Mr. Pritts. Yes.

ALDERSON REPORTING COMPANY. INC.
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Senator Curtis. So that what we would do, the assets

at the end of the year under this two-year plan, '77, is going

to be $35.6. In '78, it would be down to $33.8; in '79,

$32.6. Not a drastic recuction.

It would go from 36 percent to 31 percent.

Now, Mr. Chairman, as I say, I am offering this as an

individual because others may disagree with parts of it.

When the Committee gets ready to make its decision, I may have

a little more to say about this, because*I feel very strongly

that here is a situation wihere:ithensmartest politics is a job

well done, and I think there'is an uneasiness over the

country about Social Security and its future. I think any

innovation is bound to run into some problems. It may be

shocking in its impact on a few, but it isrso much a part of

our life here, and people know if their utility bill has to

be raised, it has to be raised. They are realizing these t

cost problems more than anybody else.

I think that we would meet with more public approval

on onewhere we take some of these smaller things that are

necessary and have a :23 percent raise for a couple of years

so the matter- would have further attention, or take a litte

longer, .3 the first year, raise it about another .2 of a

percent the next year --

Senator Dole. You do not change ':he wage base?

Senator Curtis. No, because it goes up automatically.

ALDERSON REPORTING COMPANY. INC.
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That could be done, because in my two-year plan, I do

not wipe out the deficit. I think that the people in the

country understand that the Social Security fund is short

and they know, regardless of what we put in our speeches,

that we cannot lower benefits and we do not want to, and they

know the o.nly way to get out of such a hole is going to cost

more money.

Senator Nelson. This is a minor point, Carl. Is not

what you have tagged the Myers Proposal-actually a price

index proposal, Hsiao,

Senator Curtis. That is correct.

Senator Nelson. Myers is one, I think, who tried for

alternative wage indexing.

Senator Curtis. I think Myers would have raised the

tax in one jump a half a percent. We-proposed here .3 of a

percent the first year --

Mr. Pritts. 'He would do it the same way.

The Chairman. All right. Let me get one thing straight

about all of this.

Let me see. What is the current rate of tax? What are

they paying right now?

Mr. Stern. The current rate of the tax is 4.9 percent

in the cash benefit program. When you add hospital insurance,

it goes .to 5.85.

The Chairman. 5.85. So you would add something like .3

ALDERSON REPORTING COMPANY. INC.
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or .5, depending on which one of these approaches?

Mr. Stern. It is my understanding when that is the

combined rate, when Senator Curtis talks about .3 of a percent!

he means one and a half tentdipercnt - on employers, one

and a half tenths of a percent on the employees.

Senator Curtis. No, .3 of a percent on each.

The Chairman. Then you would be up to 6.15, or if you

went to the 5, you would get 6.35. You would raise the same

amount, would you not, by raising it on the employer?

Mr. Stern. In the alternative, if you do not change the

tax rate until 1981, so you simply applied the 5.85 percent

against the total payroll instead of the 1977 --

The Chairman. You would achieve the same result as .5;

that would raise $9 billion -- is that right, about $9 bil-

lion?

Mr. Stern. In the first year, $6.6 billion, then it goes!

on up after that.

The Chairman. The full operation would be what, $9

billion?

Mr. Stern. By 1981, it is actually $11.4 billion.

By 1982, it is $11.4 billion.

The Chairman. You would be in somewhat the same ball-

park if you used this other approach, when we have an Executive

Session on that particular thing.

Senator Curtis. I just wanted to throw it in for

ALDERSON REPORTING COMPANY. INC.
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consideration. Someone may want to come up with a variation,

The Chairman. I am glad you did.It- gives us a chane to tik

about it and consider the relative merits of the suggestion,

along with all of the others.

Senator Curtis. What this amounts to, what I have

inaccurately labelled the Myers Proposal, the first three

items are Myers', four is staff, and five is the other

gentleman, Hsiao.

Senator Nelson. On decoupling?

Senator Curtis. Yes.

Senator Dole. Have we agreed we are not going to dip

into general revenues, or we have not voted on anything?

The Chairman. We have not.

Senator Dole. We are sort of agreed on that, are we

not?

Senator Nelson. We have not found anybody in favor of

that yet, so I do not think the Administration has the votes

for that. V

The Chairman. Right now, we are acting like people who

are serving on six year terms.

I do think we APave the -potential of coming out with a

good bill.

Senator Dole. If we are not looking in terms of revenues,

it is just a question of working out some arrangement.:

The Chairman. Have we concluded the study of this Budget

ALDER50N RSPORT4# COMPANY,4NC.
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Committee matter?

Mr. Stern. Before you came, Mr. Chairman, the Committee

agreed to delegate to you and Senator Curtis --

Senator Nelson. Is there anybody here who is in favor

of the $14 billion transfer and the back-up of the general

fund when unemployment'goes above 6 percent?

The Chairman. I would just as soon have a discussion

on that so we would know, because it might help the House

Committee in their judgment of this.matter. I personally

feel that we have the capability of raising the money to

finance this Social Seourity program, we ought to do it that

way. 0

Senator Nelson. I am opposed to it, unless there is not

any alternative. I told one of the Administration spokesmen

that I have not heard anybody yet on either side of t~ie aisle

who was in favor of that, and they did not faint. I do not

think they are going to get that.

Senator Talmadge. Would the Senator yield?

Senator Nelson. Yes.

Senator Talmadge. I do not know what we gain when we

recognize the fact that we have a Social Security deficit,

we have a general fund deficit. You gain nothing by adding

to the deficit of one by trying to put it in the other.

Senator Bentsen. Mr.'Chairman, I share the view that

we ought to have the discipline of having to raise the tax

ALDERSON REPORTINQ COMPANY. INC.
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and not take it from general revenue. I think that is the

unanimous view.

Senator Dole. It is just a matter of getting together

on how we do that.

The Chairman. That is right. It seems to me that, as

far as I am concerned, I am inclined to like the idea of just

moving those dates on the Administration's record along what

Senator Curtis has suggested, or the Myers suggestion, which

ever one you make it.

I would prefer that. If you are not going to do it

precisely the way I would recommend it, I think the last thing'

I would put on the list would be the idea of just telling the

Federal Reserve to print the-money.

It seems to me that the country has a right to expect

fiscal responsibility of us here, and that ought to be the

last resort. If we cannot do it any other way, then perhaps

we ought to consider, or tell the Federal Reserve to pay it,

pass the buck to them.

Aut if we sit fast and say we are not going to do business

that way, I think the most timid soul in that Senate, rather

than seeing people do without Social Security benefits, would

vote to pay a tax in order to finance Social Security

benefits.

We have, I think, a better alternative available, more

than one, .we have two or three different way. I would be willing

ALDERSON REPORTING COMPANY. INC.
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to value any one of them.

The suggestion of Senator Curtis And Senator Danforth --

he has a far more imaginative way. I might be willing to

vote for it if he is willing to take 100 percentcredit for

it and name it the Danforth tax to pay for it.

Senator Danforth. Mr. Chairman, is this an appropriate

time for me to make some comments?

The Chairman. Why do you not go ahead and tell them how

you think it should be done.

Senator Danforth. I am prepared to let it be named*

after the Chairman of the Committee.

First, I would like to make some comments about the

proposal to eliminate the base on the employers and some

problems that exists with that.

First, iLf you eliminate the base on the employers, the

burden of doing that will not fall evenly on all employers.

It will fall most heavily on businesses with relatively high

numbers of technical or highly paid professional employees
9

and n more educated, skilled workers and on people who have

high seniority.

For example, medical offices, doctors' offices, it is

estimated that the increase in the Social Security liability

as a result of eliminating the employer wage base would be

a 60 percent increase in Social Security liability. In

construction firms, it would be 14 ercent. In mining and
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I Jdurable manufacturing, 14 percent.- Wholesalers, Social

2 Security tax liability vbuld be increased to an estimated

3 24 percent.

One consulting firm has estimated, and it has 500

employees -- this consulting firm has estimated that whereas

it now pays $384,000 a year in Social Security taxes, its

7 liability would be increased from $380,000 to $867,000, or

an increase of $487,000 by eliminating the base on the

9 employer.

Senator Curtis. You are eliminating the ceiling, are

you not?

Senator Danforth. Eliminating the ceiling on the base.

In Virginia, a communications-firm with 55 e ployees

has estimated that it would c an 82 percent increase in

the Social Security tax liability as a result of eliminating

O the ceiling on the employers' wage base.

Also, it should be pointed out that eliminating the base

will have an effect on the state and local governments and

on nonprofit organizations which are unable to pass on the

I effect of the tax to customers. The effect on local govern-

ment can be demonstrated by some specific examples.

In Harris County, Texas, the estimated increase in Social

22 ~Security tax liability would be 14 percent, or $244,000

2e ii over last year's Social Security cost.

In Milwaukee, it would be just short of an 18 percent

ALDERSON REPORTING COMPANY. INC.
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increase, or $724,427 dollars.

InNew York Cit'y -- and-this is the projection in the

President's proposal for a staged lifting of the lid off the

base -- it would cost an additional $40 million to $51.8

million, depending on where it happens, to salary increases

over the period of time, over the next three years in New

York City.

So it could have avery substantial effect on local

government, which, as a Constitutional matter, are able to

opt out of the system, and it could backfire on the system

itself.

Educational institutions, colleges and universities,

which are having a very difficult time typically in meetig

their budgets, the estimated increased costs in Social

Security liability for colleges and universities is 17 percent

as a result of eliminating the lid on the employe:Id base.

Also, there is a cost to the Treasury itself in that

employers are entitled to deduct the cost of.Social Security,

and it is pretty hard to get figures^ on what the effect of

the increased reduction of Social Security taxes would have

on general revenue, but the Treasury has estimated to my

staff that there would be about a $20 billion loss in revenue

as a result of liftiqg the lid.

I agree that we are going to have to do something, but

anything we are going to do is going to be unpopular, and

ALDERSON REPORTING COMPANY. INC.
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therefore it is simply a question of what we do and how

unpopular it is going to be.

So my suggestion -- and I have tried it out on you,

Mr. Chairman, and I have tried it out on others of the

Committee as a sort of trial balloon -- and there is a lot of

lead in this trial balloon, so unless I get a little enthu-

siastic support from some quarters, I am just going to throw

it out and drop it --

Senator Dole. Do not drop it near me.

Senator Danforth. Senator Dole says that we should try

this out on a Friday and then leave town. -

I think we should bring Federal employees within Social

Security and I think we should do this in a way that obviously

you should not take away the vested rights in their existing

pension programs, but I think over a period of time, beginning

on January 1, 1980, so we would have a starting time to get

ready for it, we could staf:t having a double-track system for

Federal employees so, like private employees, they would be

participants in the Social Security program and would also

have a pension program to cover the system. There would be

no loss in benefits under this proposal for Federal employees.

It would be. simply a mounting of the present Civil Service

pension program on Social Security and 1t would produce, if

that would be done on January 1, 1980, it would produce,

during this five-year period that we are talking about, which

ALDERSON REPORTING COMPANY. INC.
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ends in 1982, an estimated $18 bil.1ion of additional revenue

for the Social Security trust fund increase.

My second proposal is that we levy a 3 percent surtax

on corporate and individual income taxes. That would produce

$43.1 billion in revenue.

Why do I propose a surtax on the income tax? Because,

somebody is going to have to pay the cost of financing Social

Security, and if you do it by raising the Social Security

tax, the people who pay the cost are the wage earners below

the base. That is, it is a very regressive way to do it.

If you do it by raising the base, the people who are

stuck with the increased cost are people between the old base

and the new base, namely people, say in the $20,000+ range.

That, again, I think really hits people who are really not in

a very good position to pay the cost.

But if you put a surtax on the income tax -- I know the

income taxes are high enough now -- but if you put a surtax

on the income tax, it is the most progressive way to raise

the revenue. It puts it on those who are most able to pay the

tax.

As I say, if you did that, you.would raise $43.1 billion

which, together with bringing in Federal employees, would be

$18 billion.

Senator Curtis. What percent surtax?

* Senator Danforth. 3 percent.

ALDERSON REPORTING COMPANY. INC.
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That is my idea. I have tried it out in private, and

I did get an enthusiastic welcome thelk, but I do feel obligated

to do it now, because I really do not like the idea of lifting

the lid on the employer's base for the reasons previously

stated, and I think that this is a more equitable way to

accomplish the unpopular result of ;aising revenues.

Sepator Ribicoff. Mr. Chairman, this has been a very

valuable session, but are you not in a situation,-as I listen

to these comments -- and many of them are very constructive --

that more or lqss we are being faced with three different

tax programs in the next three months: Social Security, -

energy and the so-called tax reform, and will there not be

some interconnection of the impact of these various tax

programs on the economy as a whole; what money we are taking

out of the, general, -private sector. I

So I think we have a very, very tough job ahead of us

and long-range, it is not short-range. Maybe Carl is right.

Originally when he talked of two years, I did not think of

it. As I am listening to all this conversation, it is a

coordination from the timing standpoint.

When is the last time we will have an opportunity to do

something with Social Security, sometime in September?

The Chairman. They are going to be up here with the

welfare reform plan, they are going to be up here with the

tax reform bill this year. Obvio sly, unless the Congress is
P*
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The people over there in HEW are trying 'to-convince the

President that if he wants to do something in a significant

way about welfare reform, that is going to cost money. The

President did not see any reason why you could not get rid

of a lot of needless complexity and confusion in the welfare

ALDERSON REPORTING COMPANY. INC.
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going to stay in session until January 1, we are not going

to be able to act on those. We are going to have to come kack

and work on those two thi gs next year.

The President is doing the bbst he can, a man who came

from Georgia, he came here and took over all of the complex-

ities of this nameless bureaucracy in Washington and learned

day by day more than he knew when he came here. There is

nothing new about that. I have been around here thirty years;

I learn something new every day. The same thing is true for

him.

Now, he learns a lot faster than I do, I suppose.- He

%had a news conference and said he did not see why a tax reform

bill-needed to increase the-deficit. I think that.the'people

in the Treasury now have convinced him that there is no doubt

about it, if you are going to pass a major tax reform bill,

it is going to increase the deficit somewhere between $12

and $15 billion.

Now I think the President now understands why they think

that. So there is a $12 billion item we have not talked

about.
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program and do some of the things that you and I would advocate

about reducing the number of people who should not be on the

rolls to begin with and finance it with existing- revenues. -

I think they are beginning to convince him that that is going

to cost money.

Now, the health program will cost money. The cheapest

version down there is the Long-Ribicoff bill -- the Long-

Talmadge-Ribicoff bill; Herman is vpry active in this health

area. That is the cheapest entrant in the whole derby, and

that starts out with about a $10 billion cost.. I know it

will cost mdre than that, because history shows that the cost

of these things always winds up being more than we antikipate.

I can think of some things that I have put on the

statute books. As much as I regret to say it, if are going

tj help the President keep all of those commitmentb it is

going to cost money.

For starters, we have a simple thing here that I 9-hink

we have faced up to before, and that is just to raise money

to pay for what we have right now, the existing Social

Security program. If the President has not learied, then

I think he fellows on this Comitteeiknow it: if we startto

run. aw&Y trom levying the taxes to pay for these things,

there is no place to stop until you just get run off into

outer space, because you cannot do these things without

raising the money to pay for it, especially if it is already

ALDERSON REPORTING COMPANY. INC.
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there.

So, Senator Nelson, I am willing to work with youand

I want to work with Senator Curtis here. I do not want to

claim complete credit for whatever tax we do wind up recommend-

ing, that is why I told Senator Danforth, if we are going to

put this surtax on, I want to be sure that that be known as

the Danforth surtax. I do not want it known as the Long sur-

tax.

Senator Curtis. As-1--understand your proposition, if

somebody is willing to have the tax named after him, he can

write it?

The Chairman. I am not promising to vote for it. All

I am saying is that I will be much more considerate and kind

if it is zgamed after you than after me. If you take complete

credit for it, I might be able to vote for something. Other-

wise, I wouldhave to hold back on the basis of saying it

did not seem like a very good idea at the time, but this

fellow was so positive about the matter that we agreed if he

would take complete responsibility, we would vote for it, or

at least we would let it come to a vote.

Senator Danforth. It certainly sounds less attractive

to me on that basis.4)

The Chairman. Can we settle some of these items here

this morning?

Mr. Stern. Do you want to move on to the other bill,

ALDERSON REPORTING COMPANY. INC.
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H.R. 7200?

The Chairman. I believe we ought to have Senator

Moynihan here.

I would ask if the Committee would be willing to vote

on these confirmations.

Is there anydDjection to Robert H. -Mundheim, nominated

to be General Counsel of the Treasury?

If there is no objection, L suggest that we vote to

confirm that nomination.

How about Ms. Azie Taylor Morton, nominated to be

Treasurer df :thelnUAited States?

Is there any objection to that? Without objection,

Ms. Morton will be confirmed.

Ms. Blandina Cardenas, nominated to be Chief of the

Children's Bureau. Is there any objection?

Without objection, she will be confirmed.

I think you might want to ask some additional questions

of Mr. Charles Ruff, Senator Dole?

* Senator Curtis. I would like to see the transcripts on

Ruff. On the others, I have no objection.

The Chairman. I will be willing to vote on the adoption

and foster care services bill now, but I really think that

Senator Moynihan wants to be here.

Senator Curtis. Mr. Chariman, I have a few things to

call up in connectioni-with-that. They are reforms in the

ALDERSON REPORTING COMPANY. INC.
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welfare field that the Senate passed before, but it will

take a little time for each one of them.

The Chairman. Senator Dole?

Senator Dole. Areyou going to go into the scheduling

there?

The Chairman. I would just like to briefly discuss

this matter cf hearings on the energy tax bill. Of course,

the bill is not here yet, but I fully anticipate that we

will have the contention made that a lot of people who have

a right to be heard might not be heard and that being the

case, I have proposed, requested of the Majority Leader,

Senator Robert Byrd, to hold hearings during August 8th

through August 12th to try to get as many people as we can

to be here to attend those hearings. The attendance.will be

scant, but every Senator can read those hearings, and I am

sure they will read what was said by the major witnesses,

those such as Mr. Schlesinger and the abinet officers and

the key witnesses.

I: would.-be willing to call those witnesses to answer

such questions as those Senators would like to ask, because

I do not want to gloss over anything that these witnesses

say, but I would hope that we could absorb the benefit, of

what those witnesses have to tell us during that week and make"

that information available to all of those who had made other

plans so we could move right along with this bill.

ALDERSON REPORTING COMPANY. INC.
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Senator Dole, Mr. Chairman, I do not object to that, but

I think it is going to look very bad for some of us-from the

producing states. I have three days of hearings in Kansas

on food programs that week. I am going to be out in my state,

and the people in the business are going to be wondering why

I was not here, and I think it is going to be a direct

reflection on those of us who are not present, even though

we may be doing other things that are totally official.

I would rather meet at night than miss the hearings or

some other time in August, but then you get into everybody

else's schedule.

The Chairman. I think Senator Dole -- I will be glad,

to the best of my ability, to explain to everyone that Senators

have made plans and what their plans were, the commitments

that they are fulfilling during that week in August.

Senator Dole. We are going to be accused to be off

fishing somewhere or on a junket when we probably have the

most important bill we are going to have in the Congress

-in the next several years. I do not care how it is explained.

It will be that we were absent, particularly thoseo.of us

from producing states who are going to bear the brunt of the

tax.

I assume they are going to wonder why we were out in

Kansas holding hearings on food programs when they should

have been in the Senate. 4aybe not everyone has that problem.

ALDERSON REPORTING COMPANY. INC.
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Senator Curtis. Senator Hansen clearly has that problem.

Senator Hansen has carried quite a load on energy in his

other committee and a producing state verf much like yours,

Mr. Chairman, and he is somebody I was going to rely on.

The Chairman. This Committee runs by majority rule. If

the majority says do not hold a hearing in August --

- Senator Ribicoff. If I could make a suggestion, what

about the other end? I could not be here August 8th to

12th, but if you could start it early in September,'I could

be here then. I would adjust my schedule accordingly.

The Chairman. If that is what the Committee wants to -

do --

Senator Talmadge. I suspect that the other members of

the Committee have some engagements on the early end and

the other end. I am perfectly willing to have the Chairman

select any times he sees fit to during the August recess

and be here on such dates as I can. Such dates as I have

made previous commitments, I will be absent. I imagine

many other Senators feel the same way.

Senator Curtis. How many witnesses are you going to

call a day?

Mr..Stern. As of now, we have Mr. Schlesinger scheduled

for the 8th and Secretary Blumenthal for the 9th. We have not

ALDERSON REPORTING COMPANY. INC.
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scheduled anybody else because we have-just only begun to

get the requests, but we will perhaps schedule something-

like perhaps eight witnesses a day on the 10th, 11th and

12th.

Senator Curtis. One thing would help when we get into

this, and we could spend more hours, if at that time we would

shut down all of these subcommittees. We are confounding our

own problem by sometimes subcommittees being in competition

with each other.

Mr. Stern. 0s of .this moment, I do ndt'believe that we

have any Subcommittee activity scheduled in September. -To

the cXtent that I have talked to people about it, I have

suggested that after Labor Day it would be a poor time to do

much of anything.
A

Senator Curtis. I wil1 get in trouble here, but would

rather attend two or three night hearings after we reconvene

than to stay here a week in-August. I

Senator Long. Let me tell you what bVothers me about

that. The Senators need some time to think about the alter-

natives that are available to them and, trankly, members of

this Commi tee, they have great talent for coming up with

answers to problems right before them and have a chance to

think about them awhile.

It occurred to me that by holding the hearings early in

August, before the middle of August, making all 9fthis

ALDERSON REPORTING COi ANY. INC.
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information available to Senators, laying out as many options

as we could*'put to them of different suggestions, that we

could presume that their thinking might advance to the point

where, when we come in and start on September 8th, or about

three weeks later, their thinking wotfld have matured to the

point that they could offer us bet*er suggestions than they

would if we had night sessions.

Senator Ribicoff. Aong that line, if the Qhairman is

willing to assume the burden -- maybe it is going to be a

lonesome one and a lonely one -- if the members of our staff

can get to us the testimony, the copies of the testimony

wherever we may be, to have a chance to read that and then if

they suggest questions, if we would then, in the recess,

submit written questions to the witnesses to have them respond

so that when we come back on September 8th we will have a

fairly full trad'script, submitting written questions to the

witnesses to have them respond and have it for us by the

8th, would that work out, Mr. Chairman?

Senator Curtis. Or could we substitute next week and

let Blumenthal and Schlesinger --

The Chairman. What kind of schedule do you have for

next week?

Mr.Stern. There are two problems: you would not have

the House bill. What would they testify on? The Ways and

Means Committee has one set of recommendations; the Ad Hoc

ALDERSON REPORTING COMPANY. INC.
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Committee has other recommendations. The House has not voted

on any. This assumes that you get a bill just.i befor-e

you start the hearings, at 14astThe other thihgbasically,

you are trying to clear all of the Committee by the recess,$

pretty.much everything if it. That is this public assistance

bill, whilph are a couple of days. Jere is a Medicare and

IMedicaid anti-fraud and abuse bill. There is a rural health

bill which some members want action on. And there are a

number of minor tariff nbillg and some individual items that

the Senators want to bring up.

I know Senator Dole wanted to britg up his CCC amendment.

Senator Talmadge. One other thing you have not mentioned!

here is that we hope we can get final action this year on the

Medicare and Medicaid reform bill. As the Senatorg know,

on the House side there is divided jurisdiction. I understand

that they are moving to mark up-the bill there. The Kennedy

Subcommittee has Medicare and Medicaid reform bill referred

to it jointly with the Finance Committee. The Finance Committoe

has held hearings on, really, a Finance Committee bill which I

think has very substantial support in the Senate and has

twenty co-sponsors.

I do not know whether we will ever get a consensus on

those bills. I think we are nearer consensus now than we

were two months ago.

There is-.the possibility that we may want to act on that.'
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I doubt if~ve willget torit:during August, the first part,

but as soon as we can; and of course, this anti-fraud, anti-

abuse bill will hardly take any time because we passed it on

the consent calendar in the Senate last time.

I think the Finance Committee will be able to act on that

in an hour or two, maybe less.

Mr. Stern. Basically I think ypu will need the Executive

Sessions that you have scheduled forlthe rest of this week

and for next week in order to do the nonenergy things that

you can do before the recess. It will probably take you that

long.

The Chairman. Here is what I think we ought to do.

Today and tomorrow, Senator Curtis, you and I ought to get

together and try to get this chore done for the Committee to

respond to the Budget Committee and w will ask the full

Committee to take another look at what we are recommending and

hope to second-guess what we have done and give us-their best

judgment when they get back in September. We will show them

what we have.

I would hope that we make it clear to the Budget Committee

that this is tentative and get further advice on the Committee:

before we give this as the final judgment of our Committee

and then I think we can assume that we will follow the

schedule that we have.

Let's look at that schedule, Senator Curtis, and see to
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what extent we might be able to make some changes in it

to accommodate the problem.

For example, I would certainly like to show any Cabinet

Officer or any spokesman for the President on the energy bill

the courtesy of as much attendance as we can muster, moving

the staff to have Mr. Schlesinger and Secretary Blumenthal

for a period of time when everybody would be here, that would

be good.

I still think it might serve a purpose to get some of

this information, even though we would only have a few

Senators here to hear it during this recess, because frankly

the Senators know that that type of thing happens even when

the Senate is here. Sometimes Senators are busy, they have

to go to other Committees, they have to do their duty on the

Floor or elsewhere, and 7sometimes we are compelled to hear

witnesses with only two or three Senators here to hear what

is said.

There is nothing to do about that. I tried to educate

those people who testify if there are very few people there -

if I am one of them, I just pad down the hail and knock on

the door and speak to people and at least read what I had to

say.

Senator Dole. Well, at that energy hearing you are going;

to have all the Senators from producing states -96t present.

and should be present. ftilink your suggestion about a

ALOERSON REPORTING COMPANY, INC.
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subcommittee hearing maythave some merit. Maybe you can

discuss that with Senator Curtis.

Senator Curtis. The Subcommittee on Energy is Gravel,

Bentsen, Hathaway, Hansen, Laxalt.

The Chairman. Can you be here during the recess?

Senator Hathaway. I will be here part of the'time,

Mr. Chairman.

The Chairman. I will be here, in any event, to help out,

regardless of how we do it. If we decide to do it in the

latter part, I cannot be here every day, but I will be here

part of the time, and we can talk to those Senators --

Senator Packwood has indicated --

Senator Packwood. What did I indicate?

The Chairman. He indicated he would be here for a

hearing.

Senator Packwood. Yes, I will be here.

The Chairman. We will just inquire of the Senators and

see if they can be here.

Senator Curtis. If we can possibly work it in to hear

Schlesinger and Blumenthal next week, and then have a

Subcommittee continue another session or two while we work

on the things that we want to finish up here, we would

reach the Chairman's objective of having the issues raised

so that we can think about them all through the r-cess.

The Chairman. Senator Moynihan is on his way here.

ALDERSON REPORTING COMPANY. INC.
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We had, ore or less -- and if he can arrive here in short

order, Ithink we ought to take'care of this adoption and

foster re measure, at least-to vote on the issues here.

Se tor Curtis. Is that the whole of 7200?

Mr. Stern. I do not think you can finish them today.

Foster care is one major segment of it. There are other

elements of it too.

The Chairman. May I ask the Committee, would there be

any objection to us voting on the so-called deficit financing

proposal for Social Security? It might serve a purpose just

to get that much of ,it nailed down, if we can raise the tax.

What I suggest is that we take the view that we ought

to finance the Social Security program with a tax or taxes,

if we could. We would do it-that waW rather than simply

reaching in for money out of the Treasury.

Senator Curtis. I do not think there is objection.

Senator Nelson. I do not have any objection on that.

I would not-want- to.vote on any more. I am six weeks behind

on my mail, now. If you adopt something today, we will be

all of six months behind between now and September.

Senator Curtis. I understood that a letter *,%ix months

old did not need any answer.

The Chairman. I think it would serve our purpose if

we just called the roll onthat principle, that we propose

to finance the Social Security program with taxes, that we do
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not propose to do this by simply a draft on the Treasury.

An "aye" vote means that we agree to finance these

programs with taxes.,

Mr. Stern. Mr. Talmadge?

Senator Talmadge. Aye.

Mr. Stern. Mr. Ribicoff?

Senator Ribicoff.. Aye.

Mr. Stern. Mr. Byrd?

(No response).

Mr. Stern. Mr. Nelson.

,Senator Nelson. Aye.

Mr. Stern. Mr. Gravel?

(No response)

Mr. Stern. Mr. Bentsen?

(No response)

Mr. Stern. Mr. Hathaway?

Senator Hathaway. N,.

Mr. Stern. Mr. Haskell?

Senator Hathaway. No.

Mr.,* tern. Mr. Matsunaga?

(No response)

Mr. Stern. Mr. Moynihan?

(No response)

Mr. Stern. Mr. Curtis?

Senator Curtis. Aye.
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Mr. Stern. Mr. Hansen?

Senator Curtis. Aye.

Mr. Stern. Mr. Dole?

Senator Dold. Aye.

Mr. Stern. Mr. Packwood?

Senator Packwood. No.

Mr. Stern. Mr. Roth?

Senator Curtis. Aye.

Mr. Stern. Mr. Laxalt?

Senator Curtis. Aye.

Mr. Stern. Mr. Danforth?

Senator Danforth. Aye.

Mr. Stern. Mr. Chairman?

The Chairman. Aye.

Senator PAckwood. May I have the record show that I

have no objection to financing this by taxes. I do not want

to exclude general revenue sources also.

Senator Moynihan. May I be recorded as aye?

The Chairman. Senator Bentsen has also expressed himself

C

S20

* ~<21

*J

before he left; you should record him as aye. Senator Byrd,

of course; I think you should contact the absentees and make -it
8

a matter of record how they feel about it.

Senator Curtis. Why not have the staff contact everybody

including those who voted?

The Chairman. This will be eleven ayes and three nays.

ALDERSON REPORTING COMPANY. INC.
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I would like for the staff to contact the others and

have them state theirposition on it. We want to know what

direction we should go to finance it.

Now. let us turn to the adoption matter and see if we

can make as many decisions on that in the time remaini.ng to

us.

Mr. Stern. H.R. 7200 is a subs.antial bill ald has a

number of different elements to it. There is a staff docu-

ment before you that is entitled "Public Assistance and Social

Service Amendments." We suggest starting with the sectibns

dealing with adoption, foster care, child care and other

services.

Before getting into the details, I would just like to

outline the present law, the- House bill, -what the President

has proposed and a staff alternative for your consideration.

Under present law, you have different programs relating

to these different items. The largest source of Federal

funding for foster care is through a portion of the program

of Aid to Families with Dependent Children. AFDC matching

is available if the child meets the state eligibility require-

ments for AFDC and also if he is removed from his home as a

result of judicial determination. There is no adoption subsidy

program in Aid to Families pith Dependent Children, but states

may use funds under the welfare services gran program for

that purpose.
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That program, which is Title IV, part B of the Social

Security Act, authorizes $2 6 6 million for child welfare

services that are quite broadly defined and actually the

appropriation is only $56.5 million.

There are state matching requirements that five

states spend far more than is required for matching.

They spent about $700 million in fiscal year '76 for child

welfare services and about tree-quarters of that money went

for foster care for children who did not meet the eligibility

requirements for AFDC.

Senator Curtis. May I ask a question there?

Mr. Stern. Yes, sir.

Senator Curtis. As far as the Federal law is concerned,

if someone has a child in a home and the relationship isithat

of a foster child, they can be paid for that?

Mr. Stern. That is correct.

Senator Curtis. If they decide that they want to adopt

the child and have it as part of their family, the payments

end?

Mr. Stern. In almost all circumstances. e

Senator Curtis. As far as the Federal program?

Mr. Stern. Yes, sir.
Senator Dole. There are about 40 states-- 43, I guess --

who have a program.

Mr. Stern. Yes, sir. There are 43 states, listed on the:
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bottom of page 3 that has an adoption subsidy program, but

they are virtually paying for them entirely out of state

funds right now.

Senator Curtis. How do the states do it, do you know?

Can anybody throw any light on that?

Senator Moynihan. Mr. Chairman, from their general

revenues.

Senator Curtis. How do they handle the cases?

Mr. Sten. The concept is that the 'subsidies are for

hard-to-place children. The usual reasons for a child beinig

hard-to-place is because he is physically handicapped or

mentally retarded, disabled in some way, or a member of a

minority group that is hard to place, or perhaps comes with

other brothers or sisters that they try to place as a group

in one"home.

Senator Curtis. I think the one thing that we should

be very careful about, and that is that the subsidy for

adoption would never exceed the payment for foster care,

because we do not want to place a monetary reward on going

through an adoption that might be done just for the financial

reward.

Senator Dole. We raised that question..

Zenator Moynihan. Mr. Chairman, if I may first apologize

for not being here, I was in the Intelligence Committee,

as far as you can go and still be on Senate property, at the

ALDERSON REPCRTING COMPANY. INC.
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Capitol Dome, and the answer to Senator Curtis' question is

that this would be almost automatic, because basically the

provision would be to provide a child an adoption with the

,AFDC payment that he would be eligible for, plus the medical

benefits, and I thifik that without exception, I cannot say

that HEW has given us anything like an analysis of 43 states,

they have not -- without exception, the foster care payments

are much higher. They range about four times as high, is

that not the rule of thumb?

Foster care payments seem to be about four times what

AFDC payments are.

I do not want to mike too strict a 'rule, but your qtaest-

ion is a direct and legitimate one; I think this does respond.

It is not a very encouraging thought.

This is very sound legislation, Mr. Chairman, but the

Secretary Qf HEW came befqre us and proposed it as though this

were.a new idea. The fact that there were 43 states doing

it, he did not know.

That is the only time this has ever happened in the

history of social legis1 tion. Forgive them this month.

Mr. Stern, is that roughly approximate, that four to

one, or is my memory bad?
I

Mr. Stern. In general, the average AFDC payment for

children in foster care nationally is about $290.

Senator Curtis. Per child?

ALOEIRSON REPCRTING COMPANY. INC.
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Mr..Stern. Per child per month. In the month of

December, 1976 --

The Chairman. Senator Curtis has made this suggestion

and I think that Senator Moynihan seems to agree, why do we

not agree with that suggestion?

Senator Moynihan. It is-a-good suggestion.

The Chairman. Without objection.

Mr. Stern. In any case, the amount of the monthly

adoption subsidy could not exceed --

Senator'Curtis. I do not wanI that to be a floor.

Mr. Stern. A ceiling.

Senator Curtis. If : true that the foster schedule

runs four times as much as the adoption, we do not need it.

Senator Ribicoff. Your provi'sion is a prudent one

and should be looked at.

The Chairman. What is ths next point?

Mr. Stern. To answer the question, yes, that is

correct. It is about four times.

Senator Moynihan. About four times.

Mlr. Stern. $75 per child; $290 in foster care.

Senator Moynihan. There is no real, immediate danger,

but let's put your provision in.

The Chairman. All right.

Senator Talmadge. That is a state ceiling, not a

national average?
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Mr. Stern. I think what Senator Curtis is saying, if

4in a particular state they will pay X amount for foster care

for a child, then when that child is adopted, if they are

going to provide a subsidy, the subsidy cannot exceed X

amount; not some national figure, but the amount that that

state would have paid for that child in foster care.,

Senator Moynihan. There will always be children in foste

care at the state level, so you will always have the figures.

Mr. Stern-, We are talking about foster home care.

Institutional care can be very expensive. If you want

comparable amounts --

Senator Moynihan. Foster home care --

Senator Dole. t Are we accepting the entire provision,

then?

Mr. Stern. There are many elements of it.

Just finishing up, under present law you have a general

social services program of $2.5 billion. You authorized an

extra $200 million for :ehildcare only in fiscal year 1977,

so that would expire at the end of this October.

There is one other Social Services program, that is

services for disabled children under SSI. That is $30

million, so today you have authorizations of just about $3

.billion in social serviqe programs under the Social Security

Act.

The House bill would make some very substantial changes
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in the foster caretadoption programs and the-c hild welfare

2 1services. First of al., it would continue open-ended Federal

matching for foster care under.AFDC but it would broaden it

to include two cases that were now excluded, namely it would

include cases where a child is removed from a home with the

6 agreement of the parent and not only cases where there is a

7 judicial determination, and for the first time, it would

3 allow Federal matching for foster care And public institutions

9 that cane for 25 or less children. Public institutions

today are excluded.

1 iiSenator Curtis. Could you elaborate on that, court

12 order removal?

Mr.Stern. The two requirements of Federal law in order

to get Federal matching for foster care under AFDC are, number

1 one, the child has to meet the AFDC income and other eligibil-

S 16 ity requirements but, number two, that removal from the

C 7 home has to be pursuant to a court determination.

8 The House bill would no longer require a court determina-

tion if the parent voluntarily agreed that the child be

20 removed from the home.

Senator Curtis. That is advanced primarily as an improve-

ment in the administration rather than being very much of a

2: cost factor, is that true?

Mr. Stern. Those people who argued for it indeed argued

25 that it will save the trouble of having to go through the

ALDESO14 RPORTING COMMI RNY. INC.
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court. The staff recommendation there is that you not do

that.

Senator Moynihan. Senator Curtis, may I say that this

seems to be a large change made, and we are not persuaded

that it is a good one. Actually, it is the custody of the

child. We have been doing it this way for about nine

centuries.

Mr. Stern. The House bill would require states to

include subsidized adoption programs as part of their AFDC

foster' care program and they would provide Federal matching

for the subsidies if the child has been in foster care for

at least six months, if the amount of the subsidy did not

exceed the amount paid for by foster care.

There is a limitation in'the House bill on the length

of time they would have Federal matc ing for.the subsidy,

namely that it could be the longer of either one year or

the length of time that the child is in AFDC foster.care. If

the child was in AFDC foster*care for three years, the

-subsidy could be matched Edderally for three yeazs. If the

child was in custody for three months, it could be matched

for one year.

Senator Curtis. Are you talking about the House bill?

Mr. Stern. I am talking about the House bill now.

As we will see in a minute, the Administration bill is

different on most of these points.
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Finally, the House bill would allow additional amounts

to be paid as a part of the subsidy for costs related to

inevitable problems- of the child that existed prior to

adoption and these costs to be paid up until the time that

the child reaches majority.

There is no limit on the income for adopting parents.

The subsidy would be paid, regardless of the parents' income.

Then over on the child welfare services program, the

House bill -wouldmake it into an entitlement program instead

of an authorization program beginning in 1978, at the level of

$266 million, which is the present authorization.

Senator Dole. May I say there that the Budget Committee

is very concerned about making everything an entitlement

program. We had a recent experience in the nutrition program

where Senator Muskie raised objections by-passincg.-the-

authorization process.

Senator Talmadge. Why not make it authorization instead

of entitlement?

Mr. Stern. It :isonow an authorization program. If

you want to keep it an authorization program, you would not

have to do anything. It already authorizes $266 million.

The changein the Hotse bill is to make it an entitlement

program at the same- level that is now authorized.

The appropriation was $56.5 million for fiscal year

'78, so one-fifth of the amount authorized.
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The Chairman. This is a matching program, is it

not?

Mr. Stern. It is a matching program, but the matching

does not have much practical meaning, because states are

now putting up about 93 percent of the cost of the program,

even though the matching requirements are from 33 to 36 perceni

They do not have real meaning in this program whe4 you make it

an-entitlement program.

It is basically 100 percent additional Federal money.

Specifically in the House bill, and even in the Adminis-

tration bill which requires 75apercent matching, it has little

practical effect.

Senator Moynihan. .May I say, Mr. iai rman, just to go

to the point where we are going to be in the subcommittee's

deliberations, we are going to propose that this be made

an entitlement and put into Title XX. Senator Packwood feels

strongly about that, and so does my distinguished colleague

to my right who has joined us over here, Senator Danforth.

The point goes tothe question of state autonomy in

these matters. Under Title XX, states pretty much direct

their own-activities. Under Title B, it is endless, with

more government detail, and this would extend it further.

Also, there is a question that the House would like

to put it in Title XX. They want to do something responsible

in the House. There is an argument to consolidating and
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simplifying it. We want to put it in Title XX and follow the

2 rules for Title XX with respect to the income cut-offs for

1I families that are available, the Administration proposed

150 percent.

3 Senator Dole. I would like to raise a question that

6 will be raised in the Budget Committee with all the entitle-

C 7T ment programs, and they called upon the Budget Committee to

3 be responsible, you cannot touch anything if it is an entitle-

ment program. I do not have any quarrel with it. I voted

1( for the entitlement program on nutrition. I am jkist raising

1o1 Ihe point that I know may be raised later.
Senator Curtis. Have you decided who is going to get

this adoption subsidy?

Mr. Stern. Actually, we have not decided anything at

. 1 all.

The Chairman. The only reason that I would personally

C717 prefer the entitlement, we on the Committee advocate as a

IS Committee, we can put a tax on to pay for it if we want to.

That is, incidentally, what we decided this morning. We are

201 going to go for billions of dollars of taxes rather than

21 ask Treasury to finance it for us, or ask the Federal Reserve
~ I

*2 to do it, so we have the -amendment here that would save a

23 huge amount of money. It would cost on one end, but what

you would save on the other end with regard to the Work
(1)1

Inceiitive-Program would greatly exceed the cost of it.
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The alternative is to put these people to work entirely

out of Federal funds. I am not against this, but if you

had your choice between subsidizing someone into a job where

you really make money out of it and having to pay the whole

cost of it with Federal funds, obviously it would save some

dollars to subsidize the perso# into a job.

So, we sent that over to the Appropriations Committee.

They think they would like to see the program more. So- they do

not put the money in.

I find myself on that one, I am going to want to find

a way, if the Appropriations Committee does not want to do

it, but this Committee undertakes to find a way to work

for that work program which we can do. We can find a way to

do it if it is within the jurisdiction of this Committee,

and we can find a way to do it.

From my point of view, when we go out and leave the

choice to raise.the dough to pay for their program, and we

find the money to pay for a program and they will not fund

something we want to do, and we have the capability of

funding it, I think we ought to go ahead and do it.

That is what I-amminclined to think on thi's one. I do

not want to tell the states that they are going to get the

money, then, after we decide and Congress goes along with us,

find someone over in ihe Appropriations Committee does not

like that approach at all and they do not fund it.

Part of the difficulty is, under the rules of the Senate,
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at least the rules we are going under these days, you cannot

serve both on this Committee and on the Appropri tions

Committee, so if they do not want to fund it, we think it is

worth doing and I thin we should try to put it in the

context to see that they have little choice about it. We will

do it anyway.

That is why, on this one, Title XX isian entitlement

program.

Mr. Stern. It is an entitlement program. The objective

here is that you would have a fairly flexible Title XX Social

Service& program in which priorities are determined with a

few limitations in it, particularly the House bill and also

the Administration bill has a fairly long series of restric-

tions in order to get this entitlement money. If you do

it under the child welfare services approach.

Senator Dole. I an just raising a question. It just

occurred to me, in addition to Senator Muskie on the Floor,

in addition we had Senator Eagleton. Of course, the

Appropriations Committee is a little wary of-lbckiig in

entitlement programs.

Nowr one dayyOuwill not need the Appropriations

Committee. Everything will be an entitlement.

Maybe that will be all right, too. We are not on that

Committee. It does increase, I think, the authorization

has been about $266 million for some time- and appropriations
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about $56 million, so it is a fivefold increase in the

funds which are needed, does remove state matching.

It has a clauselZt prohibits a state from spending less.

It had the guarantee that there will not be a let-down in

the states because of more Federal funds. *

Mr. Stern. The approach that we are suggesting of

increasing the Social Security program to a $3 billion

program would mean that the additional money -- I guess that

is something like $250 million or so would be subject to the

requirement of 25 percent state matching.

Sdnator Dole. There is a provision here that if we adopti

the proposed law, the states cannot reduce their efforts.

Mr. Stern. That requirement really would not have any

applicability if you took this alternative.

Senator Moynihan. They now spend so much more than

even the matching requirement.

I wonder if I could say to Senator Dole

Senator Dole. I am not objecting to it.

Senator Moynihan. I would just like to make two pAnts.

In doing this, we are putting more money into child welfare

in this bill. We are doing that, but we are trying to do it

without getting more Federal regulation.

On the question of entitlement, I think there is a case 4

to be made. It is unique to child care, adoption, foster

care. It is really long term. You get an eight year old

ALDERSON REPORTING COMPANY. NC.
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child, there is no way of turning him into an eighteen year

old child except with ten years. A certain stability of

expectation of funding is legitimate and that is the kind of

thing an entitlement is for. You can really plan ten years

ahbad.

Senator Dole. Like public financing of campaigns, an

entitlement program.

Senator -Moynihan. Perhaps a more deserving'class of

citizens.

Senator Dole. I do not have any objection.

The Chairman. I think it would make a better program

that way.

What is the next point?

Mr. Stern. Perhaps I should describe this alternative

approach.

The Chairman. Is this what the bill does?

Mr. Stern. I pretty much described what the House bill

does. It converts the child welfare services program into

an entitlement program,109 percent Federal money, ?3:it does

have some very substantial requirements that are spelled out

in great detail. In fact, in this particular print, it takes

up three pages of rather tiny print, pages 7 through 9, all

the procedures that would have to be On effect in the state

in order for them to be eligible for the money.

TheAdministration bill has a somewhat different approach."
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It would put -a ceiling on foster care matching on the AFDC

program beginning in 1980 which is 10 percent higher than

1979. It would offer a 10 percent increase after that.

Senator Dole, What page?

Mr. Stern. I am in the middle of page 2. Those funds

would also cover subsidized adoptior if a state did not use

its allotment, it could use any leftover money for child

welfare services. Again, the child welfare services program

would become an entitlement program. In fiscal year 1978,

they would only propose an additional $63 million for a

series of purposes that are spelled out in a fair amount of

detail in the bill.

After 1978, when once they have met those requirements,

then they would be eligible for the rest of the $266 million.

The alternative approach that welwould suggest wo'fld also

put a ceiling on foster care, as the Administration proposes,

but we would recommend doing it in fiscal year 1978.

It seemed to us to do it,to allow states to do whatever

they wanted, to put as many children on foster aare for

two years, to have the highest possible ceilinge-

Senator Moynihan. It says, rush, the train leaves in

two-years' time.

Mr. Stern. Other than that, we would not recommend

the broadening of what the Federal funding is. for. We would

not recommend -any continued move -requring- ccrt_
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determination and you not include public institutions.

On adoption subsidies, it would seem to us that that

part could be open-ended on the grounds that you do need a
0

parent willing to adopt a.child and it simply is not subject
VII

to manipulation for budgetary purposes. You reallymust have

a child to adopt in order to get that subsidy.

However, we recommend that you look at that program

after three years. It would be open-ended as far as the

subsidies to parents under any agreement that you make for

the next three years, but the Federal funding would-not cover

any new agreement after three years.

That would give you a chance to look at it in three

years to see what has happened to the program since then.

Senator Dole. Is there any income test in the alternative

approach?

Mr. Stern. In our alternative, we would suggest the

same income test used in Title XX, 115 percent of state

median income. That represents roughly 60 percent of the

population.

Senator Dole. What about Medicaid eliibility for the

child?

Mr. Stern. We would recommend Medicaid eligibility for

existing medical conditions and for the treatment of thcse

conditions. That would be a narrower approach than the House

and Administration bills.
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Senator Dold. The point I am making is that there be

some possibility of additional illness based upon the pre-

existing condition. Would that be covere'd?

Mr. :Stern. Yes. You would have to make a determination

that the treatmient is related to that pre-existing cond.ion.

If the child needs heart sur ery at the time of adoption u.nd

subsequently has it, that wo id be covered by Medicaid or

related illness or treatment in subsequent years.

'Senator Dole. We are talking about the children now, the

hardest to plece handicapped children. We want to pake

certain that we do not take away anI incentive.

Senapor Moynihan. May I say on this point that there

is very little likelihood that this is going to be a runaway

program. The adopting of a child, the taking of a child in

a foster home, requires a lot more than a bureaucratic

'decision. A lot of people are involved. We are supportive.

I made the point about Title XX which is many times

there will be social service expenditures required to manage

the adoption papers and things like that. By putting the

money all in Title XX, you have the same standard of -

eligibility for the family rather than two standards. In

the House provision, the family may be eligible for adoption

subpidy, but nor for legal services, and you get entangled

and confused.

We are working for simplicity and uniformity.
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Senator Dole. I am trying to make certain that we are

going to make it a good program. I do not want to take any

benefit away that may encourage the adoption of particularly

the handicapped or the hard to place child.

Senator Moynihan. To the contrary, the Federal government

will now support adoption in a way that it has never done and

with a good faith commitment to this.

Senator Dole. How long does this subsidy last?

Mr. Stern. We would suggest until maturity, which we

would define as being age 18. 0

Senator Dole. Is there not already in the proposed

legislation the thing that Senator Curtis was concerned

about?4

Mr. Stern. That limnitation is already in the House

bill. We would recommend that as a provision.

Senator Dole. Not more --.

Mr. Stern. Than you would otherwise pay for foster

home care.

Senator Dole. Plus cost of-health care if the health

condition existed prior to adoption?

Mr. Stern. The health would be covered on the Medicaid

program, not in the monthly payment. The theory there, a

person normally gets health insurance coverage for his

family, but there are sometimes clauses that prevent you,

say you have an adopted child with a handicap, or you come
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intoia health insurance program, sometimes there is a clause

that does not cover treatment for'pre-existing conditions.

This woald cover the pre-existing condition.

Ordinary treatment, of colds and the like, should be

covered in the same way as the other children.

Currently, in about 80 percent of the cases, there are

other children in the family when there is an adoption.

Senator Dole. Would the subsidy cover the cost of

any premium for health insurance?

Mr. Stern. The amount of the subsidy is something that

should be negotiated, not just a flat amount. It should be

negotiated depending upon the parent's economic circumstances

and so on and we certainly ought to take this into account.

Senator Dole. Do we have any range of subsidies, what

they might be dollarwise?

Mr. Stern. We can tell you in AFDC foster care, a

typical average cost per case -- the trouble is that these

figures average both children in institutions and in foster

homes. I could give you selected examples of foster care

homes alone.

Senator Moynihan. It tends to be about $300 a month.

Mr. Stern. That is ths average for all children.

For example, in California foster f-amily-homes, the average

was $212 in December, 1976. In Kansas, $188.

Senator Dole. Are there safeguards so that somebody would
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*not make this a business?

Mr. Stern. In adoption, to-legally adopt a child, it is

a permanent commitment.

Senator Dole. I understand all of that. I handled some

adoption proceedings. I also am aware that there are a lot

of resourceful peole in this country that might be looking foa

a little adoption scheme. If they can adopt these children,

maybe you do not need that, but it just occurs to me that

in ten years you are going to be talking about someone adoptinc

ten children in ten_,different states.

Senator Moynihan. May I say, sir, the Federal government

L notleading the states in this mather. The states are leading

the Federal government. Forty-three states now do this.

They have done it on their own because they feel it is

necessary.

We had five full days of hearings and never heard a word

about abuse of this. The only place it might come is in

providing institutional care. We will come to that next.

You could get into problems there. But with respect to

people taking children into their homes and adopting them,

we have no evidence to say that this is not compassionate

and decent.

Mr. Stern. That is really one of the reasons that we

recommend that it be open-ended and stopped after three years

if that develops.
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Senator Moynihan. If you find someone adopting 15

children in Iowa, it may be someone who loves children.

Mr. Stern. As far as foster care in larger institutions

goes, we would suggest that you do adopt the Administration

recommendation beginning in 1980, the matching percentage

be reduced 20 percent in the case of large institutions,

institutions caring for more than 25 children.

The Chairman. That is already in the bill?

Mr. Stern. In the Administration bill, not in the House

bill?

The Chairman. Is it in the House bill also?

Mr. Stern. No, sir.

The Chairman. Is there any objection to that?

If there is no objecton, we will adopt the Administra-

tion proposal.

Mr. Stern. Other than that, what we mentioned before,

we recommend that .after a-one-year transition period

beginning in fiscal year 1979 that all of the additional

funds come through the basic social services grant program.

I think I have outlined the major things --

The Chairman. Is that in the bill also?

Mr. Stern. The House bill puts the additional child

care funds, the additional $200 million in child care funds,

into the social services program, but other than that they

set up the childiwelfare service-I program as a separate
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entitlement program.

2 The Chairman. Do you agree with that suggestion?

3 Senator Moynihan. I do.

4. The Chairman. Without objection, we will modify it to

take that into account.

6 Senator Moynihan. Mr. Chairman, may I go back one step

C 7 to the question of-the trial period for the adoption
C84

8 subsidy?

9 We could review this in three years or in five. It

t 1 is a question of what the Committee thinks best. A case can

be made for five.

These are slowgrowing processes, I wonder if there is

32 any review that the staff reports of three or five?

The Chairman. What is the view-of the program?

i1 Senator Hathaway. What do you recommend? Five?
o

16 Senator Moynihan. There is a case for five. Five

17 years is a good test of the program; three may not be.

1g These are such slow-moving matters in the best of circum-

19 stances.
e-

8 20 The Chairman.mIf there is no objection, then we will

make it five.

22 What else do we have?

21 Mr.Stern. I have just about said everything. We have

2 -been a little bit disappointed in the lack of statistfial

information in this area. The one requirement we would make
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on states is that they do report and the Secretary should

publish statistical information -regarding adoption and

foster care.

The Chairman. Without objection, that will be agreed

to.

Senator RAynihan. I do not want to delay the Committee.

It was surprising and disappointing that the Department of

HEW came before our Committee with a major program about which

it had almost no information. I am sorry to have to say

that. a

Senator Dole. If the Senator from New York would yield,

not on that point, but one of the witnesses, the witness from

the Kansas Child Welfare -- A I

Senator Movnihan. A very good-witness.

Senator Dole. She expressed some concern to me later,

if we put IV-B money into Title XX that it risks the chance

that it will not finally get to child welfare. Is there any

problem with that happening, to put that all under one Title?

Senator Moynihan. We heard that from persons in the

profession, yet we see that the evidence of state practice --

it is a legitimate concern, but it is one that we do not --

It gets us back in the business of telling the states what

they must do.

If we look at the record of what states do do, they put'

much more money into this program than is ever matched.

ALDERSON REPORTING COMPANY. INC.

0 0 0 q I ""I '-4i 0 7 1 I I



0 0 11 0 9 31 1-,1-86

It is the Federal government that does not put up what is

2 authorized.

Senator Dole. She was suggesting that perhaps IV-A

and IV-B money could go into some sort of a block grant for

the states that would give them that flexibility but still

I insure that it would be available for those purposes.

71 Mr. Stern. I think that the statement was the Acting

Commissioner of New York State who was apprehensive whether

9 1 children would be able td get their fair share' of social

services funds. We actually checkei the state plans. In

the case of New York -- just taking the identifiable services

2 'for children, child day care or foster care, it is just

about three-quarters of a million in New-York. Nationally,

HEW analysis-is about 60 percent goes for services for

children.

Senator Moynihan. We are saying in this approach that

1 the states have their priorities right, and they do this

job well, and-we were really a little bit alarmed that Mr.

-Stern said that the House bill had three pages of detailed

20 regulations about how th* states must account for any money.

That does not make any sense to us.

The Chairman. The point being that if the states are

21 doing a goad job in this area, they pre doing A-*lot of it withdut

any Federal aid at all, is ihat right?

Senator Moynihan. That is right.
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The Chairman. Here, HEW comes in. They are going to

help. They start right out with three pages of statutor?

language to tell the state how to do this. They undoubtedly

will follow up with three volumes of HEW regulations, and you

hive the option to prevent that from happening by just saying

that this goes into Title XX social .services money and the

states would have the discretion to use it the way they would

want.

This is a good example of what you ask going to see more

of when you see welfare reform. I heard the Secretary of

HEW -- I am sure in complete good faith; he is against all

of these regulations -- and then proceeded to advocate that

you bring in a whole new batch of regulations to tell the

states how to spend their money, which I really think are

totally unnecessary.

But everybody comes up with that. You watch until the

welfare reform bill comes up. Th & are going to put more

regulations on it, tell the states how to spend the money.

Even though the Secretary himself testified that he has told

his people td get rid of every regulktion not necessary,

now he comes in here with a raft of regulations uLich we

think for the most part are not necessary.

* So I would think that this appr gach here -- I know from

the states' point of view, they would love this compared to

having all of these regulations put on that they are doing
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a good j6b of already, and that is a good idea, to keep the

regulations to a minimum.

Senator Dole. I just raised the question.

Senator Hathaway. You saia6o percent of Title XX money

went to this program?

M-=r Stern. According to HEW analysis, 60 percent went

for services for children in fiscal 1976. The table we have

in here is one-the Congressional Research Service did; just:

looking at the various categories in the state plans, the

figures are somewhat less.

Senator Hathaway.. Why do we not just put that as a

condition, 50 percent of the money be spent for these

purposes,

Senator Moynihan. As at condition that 50 percent?

Senator Hathaway. He says it runs over 50.

Mr. Stern. Nationally it runs about 60 percent. The

question is, why do you want to put that kind of limitation?

Senator Moynihan. I would just like to say, Senator

Hathaway has a point. I feel the state sees no reason for us i

to act suspicious of state behavior here. They have been

responsible and progressive and ahead of the Federal government.

Senator Hathaway. You may be entirely right. I am just

basing it on my experience with alcoholism programs. The

states are required to use Title XX money for that. They vary

efrom 0 to 20 percent of the money actually being used. To be-:
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sure, this program has a better lobby in the statethan alco-

holism programs have, but that is today. We do not know what

the lobby would be tomorrow.

If you say they are responsible, why can we not just say I

they have to spend 50 percent?

Senator Moynihan. Could w-,e not say in the report that

this is something that this Committee will keep track of,

the uses of these funds? If they seem declining from a

historical average, we will take the matter up again and we

shquld keep track.

I think one of the things, a lot of people are fearful

could we not say in the report that this Committee's over-

sight function will keep track of the proportion of Title

XX funds spent for child services if they decline from the

historical averages, we will take the matter under advisement

on whether or not --

The Chairman. I think that we would be far better

advised to have the General Acccunting Office, the Senate

Subcommittee, perhaps the House Subcommittee, as well as the

Inspector General, carefully look and see how the states are

doing their joy.

If somebody is not doing a good job, call their hand

from this end rather than impose a whole new raft of regulations

on the states when they seer to be doing a good job of something

already.
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As far as we know, there is no abuse anywhere in this

program, and then if they will arrange, perhaps it might be

good to ask them to keep a uniform set of books so you can

see one to the other to see what (they are doing. Besides

that, let us assume the burden on this end of calling upon the

various agencies, doing some of it ourselves, to keep up with'

what they are doing.

If they are doing a good job, let's not impose any

regulations on them. And, of course, if we find that they

are doing something wrong, then, of course, we might have

to legislate in that area.

I think that would be ahbetter approach.

Sena.or Hathaway. I agree with you, as far as the

regulations are concerned. I cannot see why you could not havi

a 50 percent guarantee in the program, 50 percent of the

-money. You know already that the states are spending more

than that.

Mr.'Stern. Now the states may not be. Nationally, it

is 60 percent.

Senator Hathaway. Do we have a list?*

Mr. Stern. The list that we have that appears on page

18 of the stff document is a list of those items that we

could clearly see were services for children, foster care,

adoption services, child care. There were other services,

but it is pretty hard to identify when the states, they are
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spending X millions of dollars in counseling services.

Senator Moynihan. I was going to make a point from

my memory of this table that there are some states, now

Florida spends 26.7 percent, and I am prepared to think that

services to the aging in Florida might make a considerably

greater claim.

Senator Hathaway. North Dakota is 12 percent.

Senator Moynihan. They have problems with their birth

rate, as you must know. The states are not uniform in their

circumstances here.

I would be prepared to takze a vigilant look at practice

and hold hearings in a year's time about the experience. I

wonder if we know enough to legislate at this point. That

would be my point.

The Chairman. Let me make this point. Senator Dole

had to leave. That leaves us without a Republican member

here.

While I used to take the view, according to the rules

of the Committee, we will sit, I make one ei.ception: if

we do not have a Republican membe here, we will not proceed

in the absence of Republican representation.

I suggest that we complete action ot this bill if we

can at-our next meeting.

Mr. Stern. Tomorrow morning.

Senator Moynihan. I will try to find more, if I may,
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Mr. Chairman, in response to Senator Hathaway, and we can

work togethier.

The Chairman. The Committee will stand in recess.

(Thereupon, at 12:40 p.m., the Committee recessed..to

reconvene at 10:00 a.m. on Thursday, July 28, 1977.)
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